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Abstract 

Financial conglomerates—a group of financial institutions under common control—are 

the salient feature of the Indonesian financial system. Various issues stem from their 

complex organisational structures, cross-sectoral activities and internal governance 

mechanisms. Many of these issues arise from the inadequacy of the traditional 

regulatory and supervisory regimes that focus on a financial institution as a separate 

legal entity, with little or no contemplation of a financial conglomerate. To address the 

issues posed by financial conglomerates, Indonesian policymakers conducted a financial 

reform and, subsequently, enacted the Law No 21 of 2011 on the Financial Service 

Authority (Otoritas Jasa Keuangan’s [OJK’s] Law) to establish an integrated financial 

services authority (OJK) with the mandate to establish integrated regulation and 

supervision of financial conglomerates. However, the OJK’s Law maintained the 

traditional regulatory and supervisory regimes, providing the OJK with an unsound 

legal basis for addressing financial conglomerates. Nonetheless, the OJK strived to 

regulate and supervise financial conglomerates. It enacted a set of regulations 

concerning the integrated corporate governance of financial conglomerates (hereafter, 

the Integrated Regulations) and established an integrated supervisory framework to 

oversee financial conglomerates (hereafter, the Integrated Supervision). Since their 

inception, both have been contested on the grounds that they contravene traditional laws 

and regulations. Yet, despite the importance of the Integrated Regulations and 

Integrated Supervision, there has been very little research on either and little is known 

about them. 

This thesis seeks to examine the effectiveness of the Integrated Regulations and 

Integrated Supervision. It employs a qualitative research method involving a literature 

review, doctrinal legal analysis and empirical research (interviews). It discusses the 

evolving phenomenon of financial conglomerates, identifies the issues posed by these 

conglomerates, assesses the adequacy of the Integrated Regulations and Integrated 

Supervision to address these issues and examines the legal coherence of the Integrated 

Regulations and other regulations. The implementation of the Integrated Regulations 

and Integrated Supervision were also investigated by conducting interviews with 

representatives of the lead entities of financial conglomerates and the OJK’s integrated 
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supervisory teams. This thesis also provides some recommendations for enhancing the 

effectiveness of the Integrated Regulations and Integrated Supervision. 

This thesis finds that the Integrated Regulations and Integrated Supervision are 

ineffective in addressing the issues posed by financial conglomerates. The OJK’s Law 

does not provide a sound legal basis for OJK to regulate and supervise financial 

conglomerates and the Integrated Regulations contravene other laws and regulations, 

creating legal ambiguity and uncertainty for regulated entities. The Integrated 

Regulations are also incomplete, containing ambiguous provisions and failing to include 

important requirements to address the issues posed by financial conglomerates. Further, 

this thesis finds that although the lead entities of financial conglomerates strove to 

implement the requirements of the Integrated Regulations, they encountered challenges 

in doing so due to the corporate autonomy of entities within financial conglomerates 

and lack of authority of the lead entity to impose group-wide policy (such as that 

concerning the integrated corporate governance of those entities), disharmonised 

sectoral regulations, the incompleteness of the Integrated Regulations, and the dual-

hatted role of integrated internal control functions. Additionally, the OJK’s integrated 

supervisory teams encountered challenges that prevented them from effectively 

implementing the Integrated Supervision and have not effectively overseen and 

enforced the Integrated Regulations. The challenges arose from the incompleteness of 

the Integrated Regulations, lack of resources, insufficient data and information, and b 

excessive bureaucratic processes due to OJK’s silo-sectoral organisation. Those 

challenges need to be addressed to improve the effectiveness of the Integrated 

Regulations and Integrated Supervision. 

This thesis’s recommendations for enhancing the Integrated Regulations are to enact a 

new law to govern financial conglomerates and to amend the Integrated Regulations to 

address their ambiguous provisions and incompleteness. The recommendations for 

enhancing the Integrated Supervision are to amend the OJK’s Law to remove OJK’s 

silo-sectoral organisation and to provide supervisory power to the OJK’s chairman to 

conduct integrated supervision; to add staff to the integrated supervisory teams; 

amending the OJK’s supervisory procedure to allow the integrated supervisory team to 

access the sectoral supervisory information system; and to expedite the development of 

the integrated information supervisory system.  
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Note on Terminology 

• Financial conglomerate refers to a group of separate legal financial institutions 

under common control.1 This thesis uses ‘financial conglomerate’ and ‘group’ 

interchangeably. 

• Homogeneous financial conglomerate means a group of financial institutions that 

engage in activities in a particular financial sector (eg, a banking group or insurance 

group).2 

• Heterogeneous financial conglomerate means a group of financial institutions with 

activities across different financial sectors.3 

• Vertical financial conglomerate refers to a group of financial institutions using a 

parent–subsidiaries model in which the parent company controls the subsidiary 

company.4 

• Horizontal financial conglomerate refers to a group of financial institutions using a 

sister companies model in which the financial institutions are not linked to one 

another through direct ownership or control, but are controlled by a similar 

controlling shareholder.5 

• Lead entity refers to the parent company or appointed sister company that has the 

responsibility to implement the integrated GRC.6 

• Member entity refers to financial institutions in the group other than the lead entity. 

• Individual entities refers to all entities in the group including the lead entity and 

member entities. 

• The boards refer to the board of commissioners (BoC) (supervisory board) and 

board of directors (BoD) (executive or management board). The Indonesian 

 
1  Peraturan Otoritas Jasa Keuangan Nomor 18/POJK.03/2014 tanggal 18 November 2014 tentang 

Penerapan Tata Kelola Terintegrasi Bagi Konglomerasi Keuangan [OJK Regulation No 

18/POJK.03/2014 Dated 18 November 2014 on the Implementation of Integrated Governance for 

Financial Conglomerates] (Indonesia) art 1(2). 
2  See Stephen A Lumpkin, ‘Risk in Financial Group Structure’ (2011) 2010(2) OECD Journal: 

Financial Market Trend 105, 106. 
3  Ibid. 
4  The vertical financial conglomerate is also known as a parent-subsidiary model. See Frank Dierick, 

‘The Supervision of Mixed Financial Service Group in Europe’ (Occasional Paper No 20/2004, 

European Central Bank, August 2004) 17. 
5  The horizontal financial conglomerate is also known as a sister companies model. See Dierick, 

above n 4, 19. 
6  The lead entity in its original language (Bahasa Indonesia) is Entitas Utama. OJK Regulation No 

18/POJK.03/2014 art 1(3). 
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Company Law (ICL) adopts a two-tier board system.7 The BoD is the organ of the 

company that is authorised and fully responsible for the management of the 

company, in the best interests of the company, in accordance with the purposes and 

objectives of the company and to represent the company internally or externally in 

accordance with the articles of association.8 The BoC is the organ of the company 

that has the primary task to oversee policy, observe the BoD’s managing of the 

company and advise the BoD.9 Members of the boards are appointed by the 

shareholders through the general meeting of shareholders10 (GMS) which is the 

highest authority organ in the company and generally governed on the basis of one 

share, one vote.11 

• Integrated corporate governance refers to the rules, practices and processes by 

which the financial conglomerate in its entirety as a group is directed and controlled 

in accordance with the principles of transparency, accountability, responsibility, 

professionalism and fairness.12 

• Integrated risk management refers to the process in which entire risks are properly 

identified, assessed, evaluated and monitored to minimise the risks at an early stage 

and prevent any adverse effects arising out of those risks to the financial 

conglomerate as a whole or individual entities.13 

• Internal control refers to the process for assuring an organisation’s objectives in 

operational effectiveness and efficiency; reliable financial reporting; and compliance 

with laws, regulations and internal policies.14 

• Integrated internal control functions refer to the integrated risk management 

function, integrated internal audit function and integrated compliance function. 

 
7  See Fred B G Tumbuan, ‘The Two-Tier Board and Corporate Governance’ (Paper presented at the 

One-Day Seminar on Capital Market and Corporate Governance Issues in Indonesia, Bali, 7 

September 2005). 
8  Undang-Undang Nomor 40 tahun 2007 tentang Perseroan Terbatas [Law No 40 of 2007 on Limited 

Liability Company] (Indonesia) art 1(5). 
9  Law No 40 of 2007 on Limited Liability Company art 1(6). 
10  Law No 40 of 2007 on Limited Liability Company arts 94(1), 111(1). 
11  Law No 40 of 2007 on Limited Liability Company art 75(1). 
12  See OJK Regulation No 18/POJK.03/2014 on the Implementation of Integrated Governance for 

Financial Conglomerates art 1(5). See also Joint Forum, ‘The Principles for the Supervision of 

Financial Conglomerates’ (Joint Forum, September 2012) 17–18. 
13  See OJK Regulation No 18/POJK.03/2014 on the Implementation of Integrated Governance for 

Financial Conglomerates art 1(6). 
14  See Committee of Sponsoring Organizations of the Treadway Commission, Internal Control — 

Integrated Framework: Executive Summary (Report, Committee of Sponsoring Organizations of the 

Treadway Commission, May 2013) 3 <https://na.theiia.org/standards-guidance/topics/ 

Documents/Executive_Summary.pdf>. 
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These functions must be independent from the risk taking business units in the 

financial conglomerate.15 

• Governance, risk management and compliance (GRC) means corporate 

governance, risk management and compliance in general as well as referring to a 

strategy for managing an organisation’s overall governance; risk management; and 

compliance with laws, regulations and internal procedures.16 

• Integrated GRC refers to corporate governance, risk management, internal control 

and compliance. This is the minimum regulatory requirements of the Integrated 

Regulations that should be met by financial conglomerates. 

• Integrated Regulations refers to the delegated regulations enacted by OJK for the 

financial conglomerates in its entirety as a group. 

• Integrated Supervision refers to the OJK’s activities in monitoring the integrated 

GRC of the financial conglomerate in its entirety as a group. These activities involve 

off-site supervision (collecting, reviewing and analysing all information of the 

financial conglomerate in its entirety as a group and of individual entities) and on-

site examination (conducting audit or inspection of the financial conglomerate or 

individual entities). 

• Integrated supervisors refer to the OJK staff who undertake the Integrated 

Supervision. 

• Sectoral supervisors refer to the OJK staff who undertake the supervision of 

individual entities in a particular financial sector. 

• Traditional regulatory and supervisory regimes refer to the financial regulation 

and supervision that have been developed based on the notion of a company as a 

separate legal entity, operating in a particular financial sector (eg, banking, 

insurance, capital market) separately from and independently of any other entities. 

 
15  See OJK Regulation No 18/POJK.03/2014 on the Implementation of Integrated Governance for 

Financial Conglomerates arts 22(1), 24(1) 
16  See Kim Lindros, ‘What is GRC and Why do You Need It?’, CIO (online), 11 July 2017 

<https://www.cio.com.au/article/621668/what-grc-why-do-need-it/>. 
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Chapter One:  

Introduction  

 

If the meaning of law is restricted to only legislation, Indonesia has long been 

reforming its law...Throughout Indonesia’s law reform history problems have 

continually been encountered at two stages. The first stage is related to the drafting 

process of the legislation. The second stage is…related to the implementation of the 

legislation.1 

1.1. Introduction 

This thesis examines the effectiveness of the regulations concerning the integrated 

corporate governance of financial conglomerates (hereafter, the Integrated Regulations) 

and integrated supervisory framework to oversee financial conglomerates (hereafter, the 

Integrated Supervision) in Indonesia. It analyses the design and implementation of the 

Integrated Regulations and Integrated Supervision. In doing so, it considers the evolving 

phenomenon of financial conglomerates, identifies the issues posed by those 

conglomerates, assesses the adequacy of the Integrated Regulations and Integrated 

Supervision to address those problems, and examines the coherence of those rules of the 

Integrated Regulations with those of other laws and regulations. It also provides 

recommendations for enhancing the Integrated Regulations and Integrated Supervision. 

Very few studies have examined these matters, despite the important role of financial 

conglomerates in the Indonesian financial system and the need to effectively regulate 

and supervise them.2 This thesis adds to the sparse literature on this topic. 

This chapter provides an introduction to the thesis. It is structured as follows. Section 

1.2 provides the background of the study. Section 1.3 describes its objectives and 

 
1  Hikmanto Juwana, ‘Reform on Economic Laws and Its Effects on the Post-Crisis Indonesian 

Economy’ (2005) 43 (1) The Developing Economies 72, 72–75. 
2  See IMF and World Bank, ‘Indonesia: Financial Sector Assessment Program 2017’ (Report, IMF 

and World Bank, 9 May 2017); Andre Rahadian and Michael A Kaihatu, ‘Tata Kelola Terintegrasi 

Bagi Konglomerasi Keuangan dan Kemandirian Perseroan Terbatas’ [Integrated Corporate 

Governance for Financial Conglomerates and Limited Liability Company Autonomy] (2016) 12 

Jurnal Hukum dan Pasar Modal [Journal of Law and Capital Market]; ‘Kerangka Hubungan 

Konglomerasi Keuangan Perlu Dinilai Perlu Pertimbangan UU PT’ [The Financial Conglomerate 

Framework Should Consider the Company Law], Hukumonline (online), 10 June 2015 

<http://www.hukumonline.com/berita/baca/lt557800dd1e493/kerangka-hubungan-konglomerasi-

keuangan-dinilai-perlu-pertimbangkan-uu-pt>; Yunus Husein, ‘Tata Kelola Terintegrasi Bagi 

Konglomerasi Keuangan dari Perspektif Hukum’ [Integrated Corporate Governance for Financial 

Conglomerate from Legal Perspective] (Paper presented at the National Committee on Corporate 

Governance, Jakarta, 26 January 2015).  
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significance. Section 1.4 discusses the research methods. Section 1.5 outlines the 

thesis’s structure. Section 1.6 lists the relevant terminology. 

1.2. Background of the Study 

The failure of corporate governance regimes has been discussed as an important factor 

which contributed to financial crises. Numerous studies found that the root cause of the 

1997 Asian financial crisis (AFC) was inadequate regulation and supervision of the 

corporate governance of financial institutions.3 Following the AFC, significant reforms 

occurred in many countries to enhance corporate governance by implementing more 

stringent regulation and supervision, strengthening market forces and focusing on 

transparency in decision-making and accountability.4 However, the 2008 global 

financial crisis (GFC) was further evidence of the failure of corporate governance 

arrangements.5 As the Organisation for Economic and Cooperation Development 

(hereafter OECD) found, the GFC ‘can be to an important extent attributed to failures 

and weaknesses in corporate governance arrangements which did not serve their 

purpose to safeguard against excessive risk taking in a number of financial services 

companies’.6 The OECD and many scholars underscored the fundamental shortcomings 

of corporate governance arrangements in addressing financial institutions that have 

 
3  See Michael L Lemmon and Karl V Lins, ‘Ownership Structure, Corporate Governance, and Firm 

Value: Evidence From the East Asian Financial Crisis’ (2003) The Journal of Finance 1445; Stijn 

Claessens and Joseph PH Fan, ‘Corporate Governance in Asia: A Survey’ (2002) 3(2) International 

Review of Finance 71; Todd Mitton, ‘A Cross-Firm Analysis of the Impact of Corporate 

Governance on the East Asian Financial Crisis’ (2002) 64(2) Journal of Financial Economics 215; 

Simon Johnson et al, ‘Corporate Governance in the Asian Financial Crisis’ (2000) 18(1) Journal of 

Financial Economics 141. 
4  See Curtis Milhaupt, Kon-Sik Kim and Hideki Kanda (eds), Transforming Corporate Governance in 

East Asia (Routledge, 2008); Khai Leong Ho (ed), Reforming Corporate Governance in Southeast 

Asia: Economics, Politics, and Regulations (Institute of South East Asian Studies, 2005); Sang-Woo 

Nam and Il Chong Nam, Corporate Governance in Asia: Recent Evidence from Indonesia, Republic 

of Korea, Malaysia, and Thailand (Asian Development Bank Institute, 2004). 
5  See Allen N Berger, Björn Imbierowicz and Christian Rauch, ‘The Roles of Corporate Governance 

in Bank Failures During the Recent Financial Crisis’ (2016) 48(4) Journal of Money, Credit and 

Banking 729; David H Erkens, Mingyi Hung and Pedro Matos, ‘Corporate Governance in the 2007–

2008 Financial Crisis: Evidence From Financial Institutions Worldwide’ (2012) 18(2) Journal of 

Corporate Finance 389; James P Hawley et al (eds), Corporate Governance Failures: The Role of 

Institutional Investors in the Global Financial Crisis (University of Pennsylvania Press, 2011); 

Leonard Young, Lessons in Corporate Governance From the Global Financial Crisis (CCH 

Australia Limited, 2009). 
6  See Organisation for Economic Co-operation and Development (OECD), ‘Corporate Governance 

and the Financial Crisis: Key Findings and Main Messages’ (Report, OECD, June 2009); Grant 

Kirkpatrick, ‘The Corporate Governance Lessons From the Financial Crisis’ (2009) 2009(1) OECD 

Journal: Financial Market Trends 61, 61. 
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become too complex to regulate or manage.7 Consequently, corporate governance 

reform has once again become the main agenda of financial regulators.8 Many 

jurisdictions have initiated a comprehensive review of the regulatory and supervisory 

standards for corporate governance and have proposed new standards to address 

identified weaknesses, especially in regard to complex financial institutions.9 These 

reforms have attracted the attention of many evaluative studies,10 but these studies have 

focused on reforms undertaken in developed countries, such as the United States and the 

United Kingdom where the GFC originated.11 Little attention has been given to 

emerging and developing countries.12 This thesis adds to the literature by examining 

recent regulatory and supervisory reform on corporate governance of financial 

institutions in Indonesia. 

As in many countries, financial institutions in Indonesia have become increasingly 

complex in recent years. Whilst once financial institutions could easily be categorised as 

banks, securities firms or insurance companies, such simple categorisation has become 

blurred by financial institutions expanding their business across the financial sectors 

through mergers and acquisitions.13 Many financial institutions have become 

 
7  See also Hamid Mehran, Alan D Morrison and Joel D Shapiro, ‘Corporate Governance and Banks: 

What Have We Learned From the Financial Crisis?’ (Staff Report No 502, Federal Reserve Bank of 

New York, 1 June 2011); Anthony Saunders, Roy C Smith and Ingo Walter, ‘Enhanced Regulation 

of Large, Complex Financial Institutions’ in Viral V Acharya and Matthew Richardson (eds), 

Restoring Financial Stability: How to Repair a Failed System (John Wiley and Sons, 2009) 139; 

Steven L Schwarcz, ‘Regulating Complexity in Financial Markets’ (2009) 87(2) Washington 

University Law Review 211. 
8  See United Nation Conference on Trade and Development (ed), Corporate Governance in the Wake 

of Global Financial Crisis (United Nation Conference on Trade and Development, 2010). 
9  See Stijn Claessens and Burcin Yurtoglu, Corporate Governance and Development—An Update 

(International Finance Corporation, 2012); William Sun, Jim Stewart and David Pollard (eds), 

Corporate Governance and the Global Financial Crisis: International Perspectives (Cambridge 

University Press, 2011). 
10  See Christopher M Bruner, ‘Corporate Governance Reform in a Time of Crisis’ (2011) 36(2) The 

Journal of Corporation Law 309; Thomas Clarke and Alice Klettner, ‘Risk Management: 

Regulatory Responses to the Global Financial Crisis-the Next Cycle of Corporate Governance 

Reform?’ (2009) 61(5) Keeping Good Companies 280. 
11  See Naveen Kumar and Jatin P Singh, ‘Global Financial Crisis: Corporate Governance Failures and 

Lessons’ (2012) 4(1) Journal of Finance, Accounting and Management 21; Peter O Mulbert, 

‘Corporate Governance of Banks After the Financial Crisis: Theory, Evidence, Reforms’ (Law 

Working Paper No 130/2009, European Corporate Governance Institute, April 2010); Andrew W 

Lo, ‘Regulatory Reform in the Wake of the Financial Crisis of 2007-2008’ (2009) 1(1) Journal of 

Financial Economic Policy 4. 
12  See Jingchen Zhao, ‘Promoting a More Efficient Corporate Governance Model in Emerging 

Markets Through Corporate Law’ (2016) 15(3) Washington University Global Studies Law Review 

447; OECD, ‘Risk Management and Corporate Governance’ (Report, OECD, 2014); Masahiro 

Kawai et al (eds), Implications of the Global Financial Crisis for Financial Reform and Regulation 

in Asia (Edward Elgar, 2012). 
13  See Martin Čihák and Alexander Tieman, ‘Quality of Financial Sector Regulation and Supervision 

Around the World’ (Working Paper No WP/08/190, International Monetary Fund, August 2008) 5; 
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intertwined with each other in regard to ownership, being subsidiaries or sister 

companies owned by the same party.14 These financial institutions operate through the 

networks of separate legal entities under common control to offer a broad range of 

services—banking, securities, insurance and leasing—in various combinations to their 

customers.15 These groups of financial institutions are known as financial 

conglomerates.16  

The development of financial conglomerates can be viewed as the product of business 

logic,17 formed by the owners and managers of financial institutions to cope with the 

changing financial business environment, notably, enhanced financial business 

competition, customers’ demand for one-stop financial shopping and globalisation of 

financial markets.18 Their development in Indonesia has also been encouraged by 

government policies such as the financial consolidation policy which aimed to reduce 

the number of financial institutions to create strong, efficient and competitive financial 

institutions.19 As providing various financial services to the customers offers revenue 

enhancement and business growth, many owners and managers of financial institutions 

 
Swasti R Ghosh, East Asian Finance: The Road to Robust Markets (World Bank, 2006) 169; Gianni 

De Nicolo et al, ‘Bank Consolidation, Internalization, and Conglomeration: Trends and Implication 

for Financial Risk’ (Working Paper No WP/03/158, International Monetary Fund, July 2003); Rudi 

Vander Vennet, ‘Cost and Profit Efficiency of Financial Conglomerates and Universal Banks in 

Europe’ (2002) 34 Journal of Money, Credit and Banking 254, 260. 
14  See Kartono Mohamad, ‘Bahaya Sistemik Konglomerasi Bank’ [Systemic Danger of Bank 

Conglomeration], Infobank Magazine, February 2013, 14–23. 
15  Ibid. See also Stijn Claessens, ‘Benefits and Costs of Integrated Financial Services Provision in 

Developing Countries’ (2003) 2003 Brookings-Wharton Papers on Financial Services 85, 86. 
16  See Valerie Menoud, The Supervision of Financial Conglomerates: A Study of the Swiss Regulatory 

Framework in Light of International Developments (Schulthess Juristische Medien, 2010) 9; Lutgart 

Van De Berghe (ed), Financial Conglomerates: New Rules for New Players? (Springer Science 

Business Media, 1995) 5. 
17  See James A Fanto, ‘Breaking Up is Hard To Do: Should Financial Conglomerates be Dismantled?’ 

(2010) 79 University of Cincinnati Law Review 553, 556; Stijn Claessens, ‘Competition in the 

Financial Sector: Overview of Competition Policies’ (Working Paper No WP/09/45, International 

Monetary Fund, March 2009) 12; Anthony M Santomero and David L Eckles, ‘The Determinants of 

Success in the New Financial Services Environment: Now That Firms Can Do Everything, What 

Should They Do and Why Should Regulators Care?’ (2000) 6(4) Federal Reserve Bank of New York 

Economic Policy Review 11; Kazuhiko Koguchi, ‘Financial Conglomerates: How Big is Beautiful?’ 

(1993) 1993(4) OECD Observer 18. 
18  See Ingo Walter, ‘Universal Banking and Financial Architecture’ (2012) 52(2) The Quarterly 

Review of Economics and Finance 114; Sotiris K Staikouras, ‘Business Opportunities and Market 

Realities in Financial Conglomerates’ (2006) 31(1) The Geneva Papers on Risk and Insurance - 

Issues and Practice 124; Dean Amel et al, ‘Consolidation and Efficiency in the Financial Sector: A 

Review of the International Evidence’ (2004) 28(10) Journal of Banking and Finance 2493. 
19  See World Bank, Unlocking Indonesia’s Domestic Financial Resources: The Role of Non-Bank 

Financial Institutions (World Bank, 2006) 10; Yuri Sato, ‘Banking Restructuring and Financial 

Institutions Reform in Indonesia’ (2005) 1(43) The Developing Economies 91; Anwar Nasution, The 

Banking System and Monetary Aggregates Following Financial Sector Reforms: Lessons From 

Indonesia (UNU World Institute for Development of Economic Research, 1996) 20–1. 
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have increasingly formed financial conglomerates.20 Currently, the financial 

conglomerates have become the salient feature of the Indonesian financial system.  

Financial conglomerates pose particular problems due to their complex organisational 

structure, cross-sectoral financial activities, economic motives and internal governance 

mechanisms.21 The Tripartite Group of Bank, Securities, and Insurance Regulators 

(hereafter, Tripartite Group) discussed a number of problems posed by financial 

conglomerates for the financial regulators including risk contagion, risk concentration, 

intragroup transactions and exposures, conflicts of interest, unclear accountability, lack 

of transparency, moral hazard and regulatory arbitrage.22 The Asian Shadow Financial 

Regulatory Committee23 observed that:  

[f]inancial conglomeration presents two sets of problems: those related to business 

groups and those pertaining to financial firms. All business groups are susceptible 

to problems of related party transactions that shift value to controlling 

shareholders…Financial firms are subject to problems of information asymmetry, 

moral hazard and contagion…Financial conglomerates compound the problems 

inherent in business groups as well as in financial firms. Most obviously, they 

exacerbate information asymmetry by increasing the information that must be 

assessed to evaluate capital adequacy. They exacerbate moral hazard as the 

conglomerates become ‘too big to fail’. They exacerbate the risk of contagion as 

problems in a company trigger a run on another affiliated company. They 

exacerbate conflicts of interest, both in the marketing of financial products and in 

related party financial transactions. They permit risk to be shifted across asset 

classes, e.g., to banks whose assets are protected by deposit insurance, or via 

 
20  See Tassia Sihatupar, ‘RI Financial Conglomeration Booming’, The Jakarta Post (online), 24 

February 2015 <http://www.thejakartapost.com/news/2015/02/24/ri-financial-conglomerations-

booming.html>; ‘Ini Manfaat Konglomerasi Keuangan’ [The Benefits of Financial Conglomerates] 

Detik (online), 29 September 2014 <https://finance.detik.com/moneter/2704075/ini-manfaat-

konglomerasi-keuangan>. 
21  See Alan D Morrison, ‘Systemic Risks and the Too-Big-to-Fail Problem’ (2011) 27(3) Oxford 

Review of Economic Policy 498; Arthur E Wilmarth, ‘The Dark Side of Universal Banking: 

Financial Conglomerates and the Origins of the Subprime Financial Crisis’ (2009) 41(4) 

Connecticut Law Review 963; Markus M Schmid and Ingo Walter, ‘Do Financial Conglomerates 

Create or Destroy Economic Value?’ (2009) 18(2) Journal of Financial Intermediation 193; Ingo 

Walter, ‘Strategies in Financial Services, the Shareholders, and the System: Is Bigger and Broader 

Better?’ (2003) 2003(1) Brookings-Wharton Papers on Financial Services 1; Group of Ten, ‘Report 

on the Consolidation in the Financial Sectors’ (Report, Group of Ten, January 2001). 
22  See Tripartite Group of Bank, Securities, and Insurance Supervisors (Tripartite Group), ‘The 

Supervision of Financial Conglomerates’ (Report, Tripartite Group, Basel Committee on Banking 

Supervision, July 1995) <https://www.bis.org/publ/bcbs20.pdf>. 
23  ‘The Asian Shadow Financial Regulatory Committee is a group of independent experts on economic 

policy issues relevant to financial markets and the financial industry of the Asia-Pacific region’. See 

‘The Asian Shadow Financial Regulatory Committee’ <http://www2.hawaii.edu/~rheesg/ 

ASFRC.htm>. 
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securitization to bypass capital adequacy requirements. Finally, they attenuate the 

ability of regulators to address the problems just listed.24  

Many of these problems arise due to the mismatch between the business reality of 

financial conglomerates and financial regulatory and supervisory regimes.25 Financial 

regulatory and supervisory regimes have generally been developed based on an 

institutional approach in which they focus on the form of a legal entity, operating in the 

pertinent financial sector separately from and independently of any other entity, and, 

accordingly, ‘determine which regulator is tasked with overseeing its activity from both 

a safety and soundness and a business conduct perspective’.26 As such, their 

requirements have addressed a financial institution as a single entity, with little or no 

contemplation of a financial conglomerate in its entirety as a group.27 These 

requirements include corporate governance and risk management which ‘play an 

important role in the prudent operation of financial institutions and in the stability of the 

financial sector’.28 Such regulatory and supervisory regimes have many limitations in 

dealing with financial conglomerates. They create regulatory gaps and supervisory blind 

spot.29 They fail to take into account ‘the risks that emerge and aggravate at the group 

level’ and ‘to consider how the risks from different business lines within the group 

interrelate with each other and affect the group as a whole.’30 They fail to fully capture 

 
24  Asian Shadow Financial Regulatory Committee, ‘Regulatory Challenges Posed by Financial 

Conglomeration’ (Statement No 7, 5 February 2007) 2 

<http://www2.hawaii.edu/~rheesg/ASFRC/07.%20Statement%20No.7_Manila.pdf>. 
25  See Veerle Colaert, ‘European Banking, Securities, and Insurance Law: Cutting Through Sectoral 

Lines?’ (2015) 52(6) Common Market Law Review 1579, 1580; Tatyana Filipova, The Concept of 

Integrated Supervision and Regulation of Financial Conglomerates in Germany and the United 

Kingdom (Nomos Verlagsgessellschaft, 20007) 32; George A Walker, ‘The Law of Financial 

Conglomerate: The Next Generation’ (1996) 30(1) The International Lawyer 57. 
26  See Group of Thirty, The Structure of Financial Supervision: Approaches and Challenges in a 

Global Markets (Report, Group of Thirty, 2008) 13 <http://group30.org/images/uploads/ 

publications/G30_StructureFinancialSupervision2008.pdf>; David T Llewellyn, ‘Institutional 

Structure of Financial Regulation and Supervision: Some Basic Issues’ (Seminar Paper presented at 

Aligning Supervisory Structures With Country Needs, Washington DC, 6–7 June 2006). 
27  See Anita K Krug, ‘Escaping Entity-Centrism in Financial Services Regulation’ (2013) 113(8) 

Columbia Law Review 2039, 2039. 
28  See John Farrar, ‘The Governance and Regulation of Complex Conglomerates’ in Thomas Clarke 

and Douglas M Branson (eds), The Sage Handbook of Corporate Governance (SAGE, 2012) 520, 

521; Laura Ard and Alexander Berg, ‘The Financial Crisis: What are the Corporate Governance 

Lessons for Emerging Market Countries?’ in United Nation Conference on Trade and Development 

(ed), Corporate Governance in the Wake of Global Financial Crisis (United Nation Conference on 

Trade and Development, 2010) 79, 79. 
29  See Emilie Yoo, ‘Capital Adequacy Regulation of Financial Conglomerates in the European Union.’ 

(Working Paper No.37, Institute for Monetary and Financial Stability (IMFS), Goethe University 

Frankfurt am Main, 2010) 1. 
30  Ibid.  
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‘all the activities of financial conglomerates’ or consider ‘the impact and cost that these 

activities may pose to the financial system.’31 

Many researchers suggest policymakers review financial regulatory and supervisory 

regimes and conduct financial reform to address the problems posed by financial 

conglomerates,32 such as enacting a regulatory and supervisory framework that involves 

integrated corporate governance and risk management arrangements for financial 

conglomerates.33 Such a framework should ‘be flexible, adaptable to both changes in 

the business practices of regulated entities and in the structure of financial markets’.34  

In Indonesia, no regulatory or supervisory framework addressed financial 

conglomerates until a few years ago. The regulatory and supervisory regimes had been 

developed based on the traditional institutional approach with no contemplation of the 

financial conglomerate. The responsibility for prudential regulation and supervision of 

financial institutions was divided among two agencies: Bank Indonesia (the central bank 

of Republic of Indonesia), which was responsible for the banking sector, and Badan 

 
31  See Joint Forum, ‘The Principles for the Supervision of Financial Conglomerates’ (Joint Forum, 

September 2012) 1. The Joint Forum was established in 1996 under the aegis of the Basel 

Committee on Banking Supervision (BCBS), the International Organization of Securities 

Commissions (IOSCO) and the International Association of Insurance Supervisors (IAIS) to deal 

with issues common to the banking, securities and insurance sectors, including the regulation of 

financial conglomerates. The Joint Forum comprises an equal number of senior bank, insurance and 

securities supervisors representing each supervisory constituency. See BCBS, Joint Forum, Bank for 

International Settlements <https://www.bis.org/bcbs/jointforum.htm>. 
32  See Ross Levine, ‘The Governance of Financial Regulation: Reform Lessons From the Recent 

Crisis’ (2012) 12(1) International Review of Finance 39; Eddy Wymeersch, Klaus J Hopt and Guido 

Ferrarini (eds), Financial Regulation and Supervision: A Post-Crisis Analysis (Oxford University 

Press, 2012); Saule Omarova and Adam Feibelman, ‘Risks, Rules, and Institutions: A Process for 

Reforming Financial Regulation’ (2009) 39(4) The University of Memphis Law Review 881; Adrian 

Blundell-Wignall and Paul Atkinson, ‘Origins of the Financial Crisis and Requirements for Reform’ 

(2009) 20(5) Journal of Asian Economics 536. 
33  See Takahiro Yasui, ‘Corporate Governance of Financial Groups’ (OECD Corporate Governance 

Working Paper No 20, OECD, 2016); Yannick Hausmann and Elisabeth Bechtold, ‘Corporate 

Governance of Groups in an Era of Regulatory Nationalism: A Focused Analysis of Financial 

Services Regulation’ (2015) 12(3) European Company and Financial Law Review 341; Daniel 

Blume, ‘Corporate Governance of Company Groups: International and Latin American Experience’ 

(Paper presented at Latin American Roundtable Task Force on Corporate Governance of Company 

Groups, Bogota, Colombia, 17 November 2014); Youngjae Lim (ed), Corporate Governance of 

Group Companies (Korean Development Institute, 2004); Renee Adams and Hamid Mehran, ‘Is 

Corporate Governance Different For Bank Holding Companies?’ (2003) 9(1) Federal Reserve Bank 

of New York Economic Policy Review 123; Clive Briault, ‘The Rationale for a Single National 

Financial Services Regulator’ (Occasional Paper Series No 2, The Financial Service Authority of the 

United Kingdom, May 1999); David H Scott, ‘The Regulation and Supervision of Domestic 

Financial Conglomerates’ (Policy Working Paper No 1329, World Bank, 1994). 
34  See Klaus J Hopt, ‘Corporate Governance of Banks and Other Financial Institutions After the 

Financial Crisis’ (2013) 13(2) Journal of Corporate Law Studies 219; Stephen A Lumpkin, 

‘Supervision of Financial Service in the OECD Area’ (2002) 81 OECD Journal Financial Market 

Trends 81, 89. 
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Pengawas Pasar Modal dan Lembaga Keuangan (the Capital Market and Non-Bank 

Financial Institutions Supervisory Agency, hereafter Bapepam-LK), an agency under 

the Ministry of Finance, which was responsible for the capital markets sector (including 

securities companies and public companies) and the non-bank financial institutions 

(NBFIs) sector (including insurance, multi-finance, pension funds, pawnshop and 

venture capital companies). As mentioned above, such regulatory and supervisory 

regimes were unable to address financial conglomerates. 

Not surprisingly, Bank Indonesia and Bapepam-LK failed to detect many fraudulent 

activities conducted by financial conglomerates in Indonesia. One enormous fraud came 

to light in 2008 due to the customers’ complaints involving Bank Century (BC), a 

financial conglomerate comprising a commercial bank (PT Bank Century) and a 

security company (PT Delta Antaboga Sekuritas). BC had marketed the unlicensed 

mutual funds of its affiliated security company to its customers since 200535 and had 

been directly transferring money from customers of mutual funds to the controlling 

shareholder account.36 Kenward noted that ‘in total, the alleged fraud is reported to have 

involved some IDR1.4 trillion (USD137.37 million)’.37 BC itself had been in financial 

distress due to other internal fraud.38 As the bank was considered as a systemic bank (its 

failure might trigger financial instability in the Indonesian economy), it was bailed out 

by the Indonesian Deposit Insurance Corporation (IDIC) at a cost of IDR6.7 trillion 

(USD750 million).39  

Subsequently, the Commission XI of the House of Representatives on Finance sought 

explanations from Bank Indonesia and Bapepam-LK.40 The Commission accused those 

 
35  See Latifah Kusumawardhani and Pirhot Nababan, ‘Bank Century’s Former Customers Filed a Class 

Action Lawsuit’, HukumOnline (online), 5 August 2011 <http://en.hukumonline.com/pages/ 

lt4e3be33b0a9ca/bank-century-s-former-customers-filed-a-class-action-lawsuit>; Anton H Gunawan 

and Reza Y Siregar, ‘Survey of Recent Development’ (2009) 45(1) Bulletin of Indonesian Economic 

Studies 9, 25; ‘Wah, Kerugian Nasabah Century Rp2,6 Trilliun’ [Wow, Century Customers Lost 

IDR2.6 Trillion], Kompas.com (online), 27 February 2009 

<https://ekonomi.kompas.com/read/2009/02/27/07470750/wah.kerugian.nasabah.century.rp.26.triliu

n>. 
36  Lloyd M Kenward, ‘Developing Indonesia’s Mutual Fund Industry: A Tale of Booms, Busts, Frauds 

and Scandals’ in Anwar Nasution (ed), Macroeconomic Policies in Indonesia: Indonesia Economy 

Since the Asian Financial Crisis of 1997 (Routledge, 2015) 85, 91. 
37  Ibid. 
38  Ibid. 
39  ‘The Bailout of the Century: Indonesia’s Reformers Get a Raw Deal’, The Wall Street Journal 

(online), 11 March 2010 <https://www.wsj.com/articles/SB100014240527487036253045751 

15094084748472>. 
40  Yessar Rosendar and Yohanes Obor, ‘DPR Slams BI, Bapepam Over Scams’, Jakarta Globe 

(online), 10 February 2009 <http://jakartaglobe.id/archive/dpr-slams-bi-bapepam-over-scams/>. 
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agencies of failing their main duty to safeguard people’s money,41 with one member of 

the Commission stating, ‘Bank Indonesia and Bapepam-LK should be held responsible 

for the alleged investment scam at PT Antaboga Delta Sekuritas and PT Bank 

Century’.42 Bank Indonesia argued that it had no legal authority or responsibility to 

oversee mutual funds.43 Bapepam-LK stated that it ‘never approved the mutual funds of 

PT Delta Antaboga Sekuritas’, thus, ‘the offered product is not the registered mutual 

fund’ and outside their jurisdiction.44 Further, Bapepam-LK argued that it had no legal 

authority to conduct inspections or investigations of the commercial bank, given that the 

transactions had been conducted within the network of the commercial bank.45 In 

response, a member of the Commission remarked that ‘Bank Indonesia and Bapepam-

LK always pass the buck to each other when these sorts of investment scams come to 

light. All they want is to wash their hands of the whole thing’.46  

The scandal prompted the House of Representatives to reform the financial regulatory 

and supervisory regime in Indonesia with the aim to establish an integrated financial 

service authority in order to prevent another BC scandal, fully capture the risks 

emerging from cross-sectoral financial activities and financial conglomerates, and 

enhance the financial regulatory and supervisory regime in Indonesia.47 After an intense 

debate, the House of Representatives passed the Law No 21 of 2011 on the Financial 

Service Authority (the OJK’s Law) on November 2011.48  

 
41  Ibid. 
42  Ibid. 
43  See Kenward, above n 36, 92. 
44  See Tim Viva, ‘Antaboga Mutual Funds Investigated’, Viva News (online), 3 December 2008 

<https://www.viva.co.id/english/13359-antaboga-mutual-funds-investigated>. 
45  See Kenward, above n 36, 92. 
46  See Rosendar and Obor, above n 40. 
47  The plan to establish the integrated financial services authority was initially made in the aftermath of 

1997 Asian financial crisis. The plan is specified in the Law No 23 of 1999 on Bank Indonesia art 

34. Article 34 specifies that bank supervision will be conducted by an independent financial services 

supervisory authority and this authority will be established by at least 31 December 2002. However, 

the plan was postponed after the Bank Century scandal occurred. See Undang-Undang Nomor 23 

Tahun 1999 tentang Bank Indonesia [The Law No 23 of 1999 on Bank Indonesia] (Indonesia) art 

34. 
48  Undang-Undang Nomor 21 Tahun 2011 tentang Otoritas Jasa Keuangan [Law No 21 of 2011 on 

the Financial Service Authority] (Indonesia). See also Demson Tiopan, ‘Judicial Review Towards 

Financial Status and Levies Management Mechanism of the Financial Services Authority (FSA) 

Within the Republic of Indonesia’s Financial System’ (2018) 9(2) Dialogia Iuridica: Jurnal Hukum 

Bisnis dan Investasi 1; Theresia Anita Christiani, ‘The Impact of OJK (Indonesian Financial Service 

Authority) For Indonesian Central Bank’ (2014) 5(4) International Journal of Business, Economics 

and Law 199; Reza Y Siregar and James E Williams, ‘Designing an Integrated Financial 

Supervision Agency: Selected Lessons and Challenges for Indonesia’ (Discussion Paper No 0405, 

Centre for International Economic Studies, University of Adelaide, October 2004). 
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The OJK’s Law merged the respective authorities of the Bapepam-LK and Bank 

Indonesia into the Otoritas Jasa Keuangan (OJK), empowering it to regulate and 

supervise banks, NBFIs49 and capital markets.50 The OJK assumed overall financial 

regulatory and supervisory power from the previous agencies. In December 2012, it 

took over regulatory and supervisory responsibility for capital markets and NBFIs from 

Bapepam-LK.51 In December 2013, it took over regulatory and supervisory 

responsibility for the banking sector from Bank Indonesia.52 The OJK was fully 

established as Indonesia’s integrated financial service authority in early 2014.  

The OJK’s Law also aimed to enhance Indonesia’s financial regulatory and supervisory 

regimes and address financial conglomerates. Thus, it mandated OJK to establish 

integrated regulation and supervision for all activities in all financial sectors.53 This 

mandate entailed a task to establish the integrated regulation and supervision of 

financial conglomerates.54  

Notwithstanding its objective to establish an integrated financial service authority and 

address financial conglomerates, the OJK’s Law maintains the traditional silo-sectoral 

supervisory regime.55 It divides responsibility for supervision of financial sectors among 

three chief executives of OJK with each responsible for a specific sector (the banking, 

NBFI and capital markets sectors).56 Other members of OJK’s board of commissioners 

are prohibited from intervening in a chief executive’s performance of their supervisory 

responsibility.57 Such a silo-sectoral governance structure has prompted questions about 

OJK’s ability to achieve its mandate to regulate and supervise financial conglomerates. 

For example, Prasetyo stated that because ‘the supervisory function for its three major 

industry sectors (capital market, non-bank financial institution and banking) is separated 

into different executives, it raises a question about how the supervision will be 

 
49  ‘Non-bank financial institutions’ refers to insurance, multi-finance, pension funds, pawnshops and 

other types of non-bank financial institutions specified by the laws and regulations under the 

authority of OJK. 
50 Law No 21 of 2011 on the Financial Service Authority art 6. 
51  Law No 21 of 2011 on the Financial Service Authority art 55(1). 
52  Law No 21 of 2011 on the Financial Service Authority art 55(2). Note that Bank Indonesian still 

retains responsibility for monetary and payment system policy. 
53  Law No 21 of 2011 on the Financial Service Authority art 5. 
54 Law No 21 of 2011 on the Financial Service Authority general elucidation. 
55  Law No 21 of 2011 on the Financial Service Authority art 9(b) and its elucidation. 
56  Law No 21 of 2011 on the Financial Service Authority art 9(b) and its elucidation. 
57  Law No 21 of 2011 on the Financial Service Authority art 9(b) and its elucidation. 
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integrated in practice’.58 Kusuma argued that ‘the current [OJK’s] governance structure, 

with separate chief executives for each sector, raises the risk that OJK will not be able 

to leverage cross-sectoral knowledge or adopt a fully integrated supervisory 

approach’.59 These statements indicate that the silo-sectoral organisation poses a 

significant challenge to OJK to establishing integrated regulation and supervision of 

financial conglomerates. 

The OJK’s Law also stipulated that experienced staff from the previous financial 

regulatory agencies could choose to return to their agencies or become permanent OJK 

employees after their temporary assignments at the OJK had finished.60 A significant 

number returned to their former agencies (around 10% of 1,031 staff from Bapepam-LK 

retuned to the Ministry of Finance and 25% of 1,173 staff from Bank Indonesia returned 

to Bank Indonesia).61 The loss of experienced staff was a setback for OJK as the 

‘effective and comprehensive oversight of financial conglomerates requires sufficient 

resources to carry out group-wide risk assessments and monitoring’.62  

Nevertheless, after the amalgamation of the banking regulatory and supervisory 

divisions in late 2013, OJK commenced work to establish an integrated regulatory and 

supervisory framework for financial conglomerates. It established an integrated risk-

based supervisory framework for financial conglomerates—the Integrated 

Supervision.63 The Integrated Supervision is not intended to replace the existing sectoral 

supervisory framework for supervision of individual entities in the financial sector.64 It 

is complementary and aims ‘to minimise sectoral supervisory gaps, eliminate the 

possibility of the supervisory blind-spots, and ensure the effective supervision of 

emerging risk from the activities of financial conglomerates in their entirety as a 

 
58  Arie Prasetyo, ‘Challenges on Integrated Financial Services Supervision’, Jakarta Post (online), 6 

February 2014 <http://www.thejakartapost.com/news/2014/02/06/challenges-integrated-financial-

services-supervision.html>. 
59  Chandra Kusuma, ‘Restructuring Financial Supervision’, Jakarta Post (online), 7 May 2014 

<http://www.thejakartapost.com/news/2014/05/07/restructuring-financial-supervision.html>. 
60  Law No 21 of 2011 on the Financial Service Authority art 64. 
61  See Yanuar Riezqi Yovanda, ‘293 Pegawai OJK Pulang Kampung ke BI’ [293 Employees of OJK 

Returned to Bank Indonesia], Sindonews (online), 30 December 2015 

<https://ekbis.sindonews.com/read/1073329/33/293-pegawai-ojk-pulang-kampung-ke-bi-

1451465265>; Astri Kharina Bangun, ‘90% Pegawai Bapepam-LK bedol desa ke OJK’ [90% of 

Staffs of Bapepam-LK Moved to the OJK], Kontan (online), 18 October 2012 

<http://keuangan.kontan.co.id/ news/90-pegawai-bapepam-lk-bedol-desa-ke-ojk>. 
62  Joint Forum, above n 31, 11. 
63  See Financial Stability Board, ‘Peer Review of Indonesia: Review Report’ (Report, Financial 

Stability Board, 28 February 2014) 15 <http://www.fsb.org/wp-content/uploads/r_140228.pdf>. 
64  See OJK, Annual Report 2013 (OJK, 2014) 57. 
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group’.65 Yet, very little is known about the Integrated Supervision due to a dearth of 

research. 

OJK also issued a set of prudential regulations related to the implementation of 

integrated corporate governance, risk management, internal control and compliance 

(integrated GRC) for financial conglomerates. Those regulations are: (1) OJK 

Regulation No.18/POJK.03/2014 dated 18 November 2014 on the Implementation of 

Integrated Corporate Governance for Financial Conglomerates, which further applied 

through OJK Circular Letter No.15/SEOJK.03/2015 dated 25 May 2015 and (2) OJK 

Regulation No.17/POJK.03/2014 dated 18 November 2014 on the Implementation of 

Integrated Risk Management for Financial Conglomerates, which further applied 

through OJK Circular Letter No.14/SEOJK.03/2015 dated 25 May 2015.66 These 

regulations are referred to as “Integrated Regulations”. 

The Integrated Regulations set out minimum regulatory requirements regarding 

integrated GRC for financial conglomerates. Given that a financial conglomerate 

comprises a number of separate legal entities, the Integrated Regulations require a 

financial conglomerate to appoint an entity in the group as the lead entity.67 The 

Integrated Regulations specify that the lead entity should be the parent company for a 

financial conglomerate that has employed a parent–subsidiaries structure (a vertically 

structured financial conglomerate, hereafter vertical financial conglomerate) or a (sister) 

company appointed by the controlling shareholder for a financial conglomerate that has 

employed a sister companies structure (a horizontally structured financial conglomerate, 

 
65  Ibid. 
66  Peraturan Otoritas Jasa Keuangan Nomor 18/POJK.03/2014 tanggal 18 November 2014 tentang 

Penerapan Tata Kelola Terintegrasi Bagi Konglomerasi Keuangan [OJK Regulation No 

18/POJK.03/2014 Dated 18 November 2014 on the Implementation of Integrated Governance for 

Financial Conglomerates] (Indonesia); Peraturan Otoritas Jasa Keuangan Nomor 17/POJK.03/2014 

tanggal 18 November 2014 tentang Penerapan Manajemen Risiko Terintegrasi Bagi Konglomerasi 

Keuangan [OJK Regulation No 17/POJK.03/2014 Dated 18 November 2014 on the Application of 

Integrated Risk Management for Financial Conglomerates] (Indonesia). See also Surat Edaran 

Otoritas Jasa Keuangan Nomor 15/SEOJK.03/2015 tanggal 25 Mei 2015 tentang Penerapan Tata 

Kelola Terintegrasi Bagi Konglomerasi Keuangan [OJK Circular Letter No 15/POJK.03/2015 

Dated 25 May 2015 on the Implementation of Integrated Governance for Financial Conglomerates] 

(Indonesia); Surat Edaran Otoritas Jasa Keuangan Nomor 14/SEOJK.03/2015 tanggal 25 Mei 2015 

tentang Penerapan Manajemen Risiko Terintegrasi Bagi Konglomerasi Keuangan [OJK Circular 

Letter No 14/POJK.03/2015 Dated 25 May 2015 on the Application of Integrated Risk Management 

for Financial Conglomerates] (Indonesia). 
67  OJK Regulation No 18/POJK.03/2014 on the Implementation of Integrated Governance for 

Financial Conglomerates art 6(2). 
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hereafter horizontal financial conglomerate).68 The appointed (sister) entity should have 

the most robust corporate governance and risk management framework among the 

entities in the group. By using the lead entity, the Integrated Regulations treat a 

complex financial conglomerate as if it were a single entity. 

The Integrated Regulations stipulate that the boards of the lead entity have ultimate 

responsibility for establishing and implementing integrated GRC frameworks within the 

financial conglomerate in its entirety as a group.69 Specifically, the boards of the lead 

entity are required to establish policies and procedures related to integrated GRC for all 

entities in the group70 and ensure that these are effectively implemented across all 

entities within the group.71 Further, they should establish integrated internal control 

functions (integrated risk management function, integrated internal audit function and 

integrated compliance function) and other necessary infrastructure to support the 

implementation of integrated GRC72 and conduct periodic self-assessment on this 

implementation. In short, the Integrated Regulations expand the responsibility of the 

boards of the lead entity to ensure the compliance of individual entities within the group 

and the financial conglomerate as a whole. 

Since its inception, the Integrated Regulations have been contested on the grounds that 

certain provisions contravene provisions of the Law No 40 of 2007 on Limited Liability 

Company (Indonesian Company Law, hereafter ICL). Legal practitioners advance three 

main arguments as follows:73  

 
68  OJK Regulation No 18/POJK.03/2014 on the Implementation of Integrated Governance for 

Financial Conglomerates art 8. The structure of financial conglomerates is discussed in Chapter 2. 
69  OJK Regulation No 18/POJK.03/2014 on the Implementation of Integrated Governance for 

Financial Conglomerates art 10. It is worth noting here that Indonesia is among the countries that 

adopted a two-tier board system with a board of commissioners (the supervisory board) and board of 

directors (the executive board). This thesis uses ‘boards’ when referring to both boards. See Miko 

Kamal, ‘The New Indonesia Company Law: Does It Support Good Corporate Governance?’ (2009) 

6 Macquarie Journal of Business Law 19. 
70  OJK Regulation No 18/POJK.03/2014 on the Implementation of Integrated Governance for 

Financial Conglomerates arts 8, 28. 
71  OJK Regulation No 18/POJK.03/2014 on the Implementation of Integrated Governance for 

Financial Conglomerates art 10(1). 
72  OJK Regulation No 18/POJK.03/2014 on the Implementation of Integrated Governance for 

Financial Conglomerates art 8. 
73  See Andre Rahadian and Michael A Kaihatu, above n 2, 5; ‘Kerangka Hubungan Konglomerasi 

Keuangan Perlu Dinilai Perlu Pertimbangan UU PT’ [The Financial Conglomerate Framework 

Should Consider the Company Law], Hukumonline (online), 10 June 2015 

<http://www.hukumonline.com/berita/baca/lt557800dd1e493/kerangka-hubungan-konglomerasi-

keuangan-dinilai-perlu-pertimbangkan-uu-pt>; Yunus Husein, above n 2. 
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First, the Integrated Regulations alter the separate legal entity concept and limited 

liability principle of the ICL. The ICL holds that a company is a separate legal entity 

with its own legal rights and obligations.74 Thus, a company cannot be held liable for 

the legal obligations of other companies.75 This is a fundamental concept of the ICL, but 

the Integrated Regulations eschew this by holding a lead entity accountable for the 

entire group. Moreover, the parent company, considered as the lead entity under the 

Integrated Regulations, is a shareholder76 and must not intervene in the business affairs 

of its subsidiaries which are separate legal entities.77 The intervention of the parent 

company in the affairs of its subsidiaries, as required by the Integrated Regulations, 

might pierce the corporate veil and render the parent company liable for the debts of its 

subsidiaries beyond its shareholding.78 Additionally, the appointed sister company, 

considered as the lead entity under the Integrated Regulations, does not have a legal 

relationship with the other entities in the group except for those entities owned by a 

common controlling shareholder.79 As such, it does not have legal authority to intervene 

in other companies in the group and cannot be held responsible for those entities.80 The 

question arises as to how the lead entity can fulfil the responsibility required by the 

Integrated Regulations given its lack of legal authority to do so.81 Thus, the Integrated 

Regulations create legal uncertainty and ambiguity for the lead entity.82 

Second, the Integrated Regulations ignore the fiduciary duty of the company boards 

stipulated in the ICL. The ICL specifies that the company boards have the fiduciary 

duties to act independently and professionally in the best interests of the company in 

accordance with the purpose and objectives of the company, not for the interests of the 

 
74  See Rahadian and Kaihatu, above n 2, 5. See also Undang-Undang Nomor 40 Tahun 2007 tentang 

Perseroan Terbatas [Law No 40 of 2007 on Limited Liability Company] (Indonesia) art 1(1). 
75  See Yetty Komalasari Dewi, ‘Liability of Legal Person in Indonesia: A Statutory and Practical 

Review’ (2013) 3 Indonesia Law Review 43. 
76  See OJK Regulation No 18/POJK.03/2014 on the Implementation of Integrated Governance for 

Financial Conglomerates art 6(3). 
77  See Rahadian and Kaihatu, above n 2, 5. 
78  Ibid. 
79  See OJK Regulation No 18/POJK.03/2014 on the Implementation of Integrated Governance for 

Financial Conglomerates art 6(4). 
80  See Rahadian and Kaihatu, above n 2, 5. 
81  Ibid. 
82  Ibid. 
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group or controlling shareholder.83 This fiduciary duty is the cornerstone of good 

corporate governance84 and, per the OECD’s principles of corporate governance:  

[i]t is also a key principle for board members who are working within the structure 

of a group of companies: even though a company might be controlled by another 

enterprise, the duty of loyalty for a board member relates to the company and all its 

shareholders and not to the controlling company of the group.85  

The Integrated Regulations eschew this fiduciary duty by requiring the boards of the 

lead entity to establish risk strategies, procedures and mechanisms related to corporate 

governance for the entire group and, implicitly, demanding the boards of other entities 

in the group follow the strategies, procedures and mechanisms established by the lead 

entity.86 This does not conform with the concept of good corporate governance87 and 

creates legal uncertainty for the boards of individual entities in a financial 

conglomerate.88  

Third, the Integrated Regulations are delegated regulations89 that, as stated in the 

previous two arguments, contravene primary law. Under the Law No 12 of 2011 on the 

Establishment of Legislation, delegated regulation should not contravene and cannot 

alter primary law which is higher in the legislative hierarchy.90 Further, in the event that 

an interested party considers that delegated regulation conflicts with primary law, it may 

request judicial review by the Supreme Court.91 The Integrated Regulations could be 

challenged in this way and might be annulled.92 Yet, non-one has yet challenged the 

Integrated Regulations to date.  

Legal practitioners consider the Integrated Regulations to have complicated the 

Indonesian legal system. They argue that they create legal ambiguity and uncertainty for 

the regulated entities due to conflicts with the ICL. Further, they contend that the 

 
83  See Law No 40 of 2007 on Limited Liability Company arts 92(1), 108(2). 
84  See also International Finance Corporation and Otoritas Jasa Keuangan, The Indonesian Corporate 

Governance Manual (International Finance Corporation and Otoritas Jasa Keuangan, January 2014) 

160–9. 
85  See OECD, G-20/OECD Principles of Corporate Governance (OECD, 2015) 46. 
86  See Husein, above n 2. See also OJK Regulation No 18/POJK.03/2014 on the Implementation of 

Integrated Governance for Financial Conglomerates art 8. 
87  See also Rahadian and Kaihatu, above n 2, 5. 
88  Ibid. 
89  See Husein, above n 2. 
90  See Undang-Undang Nomor 12 Tahun 2011 tentang Pembentukan Peraturan Perundang-undangan 

[Law No 12 of 2011 on the Establishment of Legislation] (Indonesia) art 7(1). 
91  Law No 12 of 2011 on the Establishment of Legislation art 9(2). 
92  See Husein, above n 2. 
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Integrated Regulations might not be implemented effectively and, thus, might not be 

able to address the problems posed by financial conglomerates.  

Additionally, some commentators argued that the lead entity or member entities in a 

financial conglomerate might violate the secrecy provisions of the Indonesian Banking 

Law (hereafter, IBL) and Indonesian Capital Market Law (hereafter, ICML) when 

conducting the group-wide risk assessment required by the Integrated Regulations.93 

Those commentators asserted that the lead entity might require member entities to 

provide individual customers’ data and information, which is protected under the 

secrecy provisions of the IBL and ICML,94 to assess the group-wide concentration risk 

(the risk arising from concentration to a single counterparty). Without such information, 

the lead entity might be unable to perform a comprehensive risk assessment of the 

financial conglomerate.95 Member entities within the group might violate the secrecy 

provisions if they provide such data and information to the lead entity. Further, the lead 

entity might use such data and information to benefit itself or its group at the expense of 

customers.96  

Despite contestation of the Integrated Regulations and Integrated Supervision, regulated 

entities have moved to comply with the requirements as OJK started to implement the 

Integrated Supervision and enforce the Integrated Regulations. Very few studies have 

examined their subsequent effectiveness. Only one study by the World Bank and 

International Monetary Fund (IMF) assessed the Integrated Supervision97 and not all of 

its results were publicly available. The present thesis fills this gap in the literature by 

assessing the effectiveness of Integrated Regulations and Integrated Supervision, 

especially in regard to financial conglomerates. 

 
93  See Dwi Setiawati, ‘Focus Interview Raden Pardede: Antisipasi Risiko Too Big To Fail’ [Focus 

Interview Raden Pardede: Anticipating The Risk of Too Big to Fail] (Indonesia), Majalah Infobank 

(No 407, February 2013) 43. 
94  See Undang-Undang Nomor 7 Tahun 1992 tentang Perbankan sebagaimana telah diubah dengan 

Undang-Undang Nomor 10 Tahun 1998 [Law No 7 of 1992 on Banking as Amended by Law No 10 

of 1998] (Indonesia) art 40(1); Undang-Undang Nomor 8 Tahun 1995 tentang Pasar Modal [Law 

No 8 of 1995 on Capital Markets] (Indonesia) arts 96–7. 
95  Setiawati, above n 93. 
96  See also ‘OJK Jamin Kerahasiaan Data Individu Konglomerasi Keuangan’ [OJK Guarantees the 

Confidentiality of Individual Customer Data of the Financial Conglomerate], Republika (online), 13 

January 2016 <https://www.republika.co.id/berita/ekonomi/keuangan/16/01/13/ o0w696219-ojk-

jamin-kerahasiaan-data-individu-konglomerasi-keuangan>. 
97  See IMF and World Bank, above n 2, 7. 
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1.3. Thesis Objective and Significance  

The objective of this thesis is to examine the effectiveness of the Integrated Regulations 

and Integrated Supervision. The main research question of this study is, how effective 

are the Integrated Regulations and Integrated Supervision? In answering this question, 

this thesis provides a better understanding of the phenomenon of financial 

conglomerates in Indonesia, identifies problems posed by financial conglomerates in 

Indonesia, analyses the adequacy of the Integrated Regulations and Integrated 

Supervision to address those problems, and examines the consistency of the rules of 

Integrated Regulations with those of other prevailing laws and regulations. It 

investigates how financial conglomerates perceived and implemented the Integrated 

Regulations, how financial supervisors implemented the Integrated Supervision and 

enforced the Integrated Regulations, and the factors that aided and hindered this 

implementation and enforcement. It also proposes recommendations for enhancing the 

Integrated Regulations and Integrated Supervision. 

The thesis focuses to answer the research question that arose for me as the author, given 

my direct involvement with developing and drafting the Integrated Regulations and 

Integrated Supervision.98 The contestation of the Integrated Regulations and Integrated 

Supervision, lack of scholarly examination of these issues, and my personal experience 

in this area motivated the examination and investigation undertaken in this thesis. 

The significance of this thesis lies in its potential contribution to the financial regulatory 

and supervisory policy in Indonesia. It provides empirical evidence on the effectiveness 

of the Integrated Regulations and Integrated Supervision, problems that the lead entities 

of financial conglomerates and the OJK’s financial supervisors encountered in 

implementing them, and recommendations to enhance them. The recommendations 

could contribute to more effective financial regulation and supervision in Indonesia. 

This thesis contributes to the literature in several ways. It adds to the sparse literature on 

the regulation and supervision of integrated GRC of financial conglomerates in 

Indonesia; contributes to the under-researched area of financial conglomerates in 

developing countries from a legal perspective; and provides a basis for future research 

in a number of areas. 

 
98  I am currently an OJK officer, having previously worked for 11 years as a banking regulator at Bank 

Indonesia. 
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1.4. Research Methods 

To address the research questions above, I employed qualitative research methods: a 

literature review, doctrinal analysis and interviews. 

1.4.1. Literature Review 

For this study, I have undertaken extensive review of the literature on diversification 

theory, financial conglomerates, financial regulation and supervision, principles for the 

supervision of financial conglomerates, corporate governance, risk management, 

internal control, regulatory evaluation, legal coherence theory, regulatory theory and 

enterprise theory. This literature will be drawn upon and referred to throughout this 

thesis. 

The literature on financial conglomerates, diversification theory and group corporate 

governance reveals that the rapid development of financial conglomerates is a business 

strategy adapted in the face of the changing financial environment. This literature 

provided the theoretical and empirical evidence for various driving forces and economic 

motives behind the formation of financial conglomerates and internal governance 

mechanisms adopted by those conglomerates (see Chapter 2) as well as a foundation for 

identifying various issues posed by financial conglomerates (see Chapter 3). 

The literature on the regulatory design, principles for the supervision of financial 

conglomerates, compliance theory and legal coherence provided the theoretical 

foundation for assessing the adequacy of the Integrated Regulations to address financial 

conglomerates and analysing the consequences of incoherence between the Integrated 

Regulations and other prevailing laws and regulations (see Chapter 4). It also assisted in 

developing interview guides to elicit information on the implementation of the 

Integrated Regulations and Integrated Supervision (see Chapter 5). 

The literature on theories of effective regulation, rule of law, responsive regulation, 

enterprise law and stewardships assisted the development of recommendations for 

enhancing the Integrated Regulations (see Chapter 6). 

1.4.2. Doctrinal Analysis 

Doctrinal analysis is also known as the black-letter law or library- or desk-based 

research method and is the method most commonly used by researchers in the area of 
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law.99 The objective of this method is ‘to systematise, rectify and clarify the law by a 

distinctive mode of analysis to authoritative text’.100 It involves a critical conceptual 

analysis of legislation to reveal a statement of the law relevant to the matter under 

investigation.101 It critically analyses the rules of provisions in the law and examines 

how these rules dictate individuals to behave so that the social issues can be overcome 

or minimised.102 Accordingly, the primary source of data for doctrinal research is 

legislation. Doctrinal analysis also concerns ‘the analysis of the legal principle or 

doctrine and how it has been developed and applied’.103 It examines the coherence and 

consistency of legal rules, norms and principles adopted in a regulation with those 

adopted in other prevailing laws and regulations.104 Doctrinal analysis is also useful in 

assisting researchers to propose legal reform to eliminate inconsistency or incoherency 

of legal norms, rules and principles and enhance the effectiveness of regulations.105 In 

particular, this method enables researchers to explore various legal doctrines and 

regulatory theories that provide solutions for various legal issues and challenges. 

Doctrinal analysis was employed to examine the Integrated Regulations and Integrated 

Supervision, particularly, how the provisions in the Integrated Regulations might 

address the problems posed by the financial conglomerates. Further, there are many 

prevailing laws and regulations, such as those for companies, banking, capital markets 

and insurance, which influence financial conglomerates and the individual entities 

within. Doctrinal analysis was used to assess the coherence of the norms, rules and 

principles in the Integrated Regulations with those in the prevailing laws and 

regulations. Doctrinal analysis also assisted in building the recommendations for 

enhancing the Integrated Regulations and Integrated Supervision.  

 
99  See Terry C Hutchinson, ‘Developing Legal Research Skills: Expanding The Paradigm’ (2008) 

32(3) Melbourne University Law Review 1066, 1084. 
100  Mike McConville and Wing Hong Chui, ‘Introduction and Overview’ in Mike McConville and 

Wing Hong Chui (eds), Research Method for Law (Edinburgh University Press, 2007) 1, 4. 
101  Terry C Hutchinson, ‘The Doctrinal Method: Incorporating Interdisciplinary Methods in Reforming 

the Law’ (2015) 3 Erasmus Law Review 130, 131. 
102  See Terry C Hutchinson and Nigel Duncan, ‘Defining and Describing What We Do: Doctrinal Legal 

Research’ (2012) 17(1) Deakin Law Review 83; Paul Chynoweth, ‘Legal Research’ in Andrew 

Knight and Les Ruddock (eds), Advanced Research Methods in the Built Environment (Wiley 

Blackwell, 2008) 28, 29–30. 
103  Ian Dobinson and Francis John, ‘Qualitative Legal Research’ in Mike McConville and Wing Hong 

Chui (eds), Research Method for Law (Edinburgh University Press, 2007) 16, 40. 
104  Anne Ruth Mackor, ‘Explanatory Non-Normative Legal Doctrine: Taking The Distinction Between 

Theoretical and Practical Reason Seriously’ in Mark van Hoecke (ed), Methodologies of Legal 

Research: What Kind of Method for What Kind of Discipline? (Hart Publishing, 2011) 45, 56. 
105  Ibid 64. 
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1.4.3. Interviews 

In answering the research question, this thesis investigates how regulated entities 

responded to and implemented the Integrated Regulations and how the regulator 

implemented the Integrated Supervision and enforced the Integrated Regulations. 

Interviews were conducted with representatives from the lead entities of financial 

conglomerates and financial supervisors. Interviews are an appropriate method for 

exploring the views, perceptions and experiences of individuals directly affected by 

regulation.106 As Wood and Kerr argued, ‘when your study is to find out what people 

believe or think, the easiest and most effective method is to ask questions directly of the 

person’.107 Brown et al advocated that ‘interviews with key players in the regulated 

sector are absolutely essential for evaluations of a regulatory system’.108 Interviews 

offer researchers ‘the opportunity to interact with subjects and to probe deeper on 

critical questions’.109 They also allow researchers to focus ‘primarily on substantive 

policies, regulations, and practices that can be improved’110 and to understand ‘the why, 

the how, the process, and the relevant influences and contexts of the phenomenon being 

studied’.111 Webley noted that interviews are best used for explanatory research that 

aims to gain understanding of a legal phenomenon that has not been studied clearly.112 

The steps undertaken in conducting the interviews for this thesis are discussed below.  

 
106  See Murtala Ganiyu Murgan, ‘A Critical Analysis of the Techniques for Data Gathering in Legal 

Research’ (2015) 3(1) Journal of Social Sciences and Humanities 266, 269–70; Lee Epstein and 

Andrew D Martin, An Introduction to Empirical Legal Research (Oxford University Press, 2014) 

76; Stefanie Bailer, ‘Interviews and Surveys in Legislative Research’ in Shane Martin, Thomas 

Saalfeld and Kaare W Strøm (eds), The Oxford Handbook of Legislative Studies (Oxford University 

Press, 2014) 167; Layna Mosley, ‘Introduction: Just Talk to People? Interview in Contemporary 

Political Science’ in Layna Mosley (ed), Interview Research in Political Science (Cornell University 

Press, 2013) 1. 
107  Marilynn J Wood and Janet C Ross-Kerr, Basic Steps in Planning Nursing Research: From 

Question to Proposal (Jones and Bartlett Publisher, 7th ed, 2011) 181. 
108  Ashley C Brown et al, Handbook for Evaluating Infrastructure Regulatory Systems (World Bank, 

2006) 287. 
109  Ibid. 
110  Ibid. 
111  See Monique Hennink, Inge Hutter and Ajay Bailey, Qualitative Research Methods (SAGE, 2011) 

15. 
112  Lisa Webley, ‘Qualitative Approach to Empirical Legal Research’ in Peter Cane and Herbert Kritzer 

(eds), The Oxford Handbook of Empirical Legal Research (Oxford University Press, 2010) 926, 

928. 
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1.4.3.1. Selection of Interviewees 

An important step for conducting interviews is to carefully select potential 

participants.113 Selection ‘should be influenced by their involvement in, and knowledge 

of, the topics that are of interest’ to the study and should also be ‘reflective of diverse 

interest and perspectives on the topics’.114 Interviewees should be purposefully selected 

to provide rich information about the phenomenon being studied and answers to the 

research inquiries.115 This thesis utilised a purposive sampling method116 to select 

interviewees who could provide rich information about the implementation of the 

Integrated Regulations and Integrated Supervision. 

Using a purposive sampling method, two groups of interviewees were selected: 

representatives from the lead entities of financial conglomerates (Group A) and 

representatives from the integrated supervisory department of OJK (Group B). Group A 

interviewees were sampled according to the criteria of size, type and ownership of the 

financial conglomerate they represented (see Table 1.1). These criteria were intended to 

capture adequate representations of financial conglomerates to gain a better 

understanding as to how the Integrated Regulations were perceived and implemented 

within different financial conglomerates. 

Table 1.1. Description of the Selected Financial Conglomerates 

Code Size* Type Lead 

Entity 

Member 

Entities 

Ultimate Controlling Owner 

A1 Large Vertical Bank Securities, 

insurance and 

multi-finance 

(nine 

companies)  

Indonesian Government. 

A2 Large Vertical Bank Securities, 

insurance and 

multi-finance 

(six companies) 

A wealthy family that also 

owned a commercial business 

group. It owned majority 

shares of the bank through a 

 
113  See John C Creswell, Research Design: Qualitative, Quantitative, and Mixed Method Approaches 

(SAGE, 4th ed, 2014) 189. 
114  Brown et al, above n 108. 
115  See Creswell, above n 113; Michael Q Patton, Qualitative Evaluation and Research Methods 

(SAGE, 1990) 169; Lawrence A Palinkas et al, ‘Purposeful Sampling for Qualitative Data 

Collection and Analysis in Mixed Method Implementation Research’ (2015) 42(5) Administration 

and Policy in Mental Health and Mental Health Services Research 533, 534. 
116  ‘The purposive sampling method, also called judgment sampling, is the deliberate choice of an 

informant due to the qualities the informant possesses … Simply put, the researcher decides what 

needs to be known and sets out to find people who can and are willing to provide the information by 

virtue of knowledge or experience’. See Ma Dolores C Tongco, ‘Purposive Sampling as a Tool for 

Informant Selection’ (2007) 5 Ethnobotany Research and Applications 147, 147. 
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  company. 

A3 Small Horizontal Bank Securities, 

insurance and 

multi-finance 

(six companies) 

  

A wealthy person who also 

owned commercial business 

group. It owned majority 

shares of all entities in the 

group through a holding 

company. 

A4 Mid Horizontal Bank Securities, 

insurance and 

multi-finance 

(12 companies) 

A wealthy person who also 

owned a commercial business 

group. They owned majority 

shares of all entities in the 

group through a holding 

company. 

A5 Mid Horizontal Foreign 

bank 

branch117 

Securities (one 

company) 

Foreign financial institution 

(international/global financial 

conglomerate). 

A6 Mid Horizontal Bank Securities and 

insurance (two 

companies) 

Foreign financial institution. 

Note: *Size is compared to other financial conglomerates based on combined total asset as of December 

2015. A1 = IDR910 trillion (≈ USD65 billion); A2 = IDR594 trillion (≈ USD43 billion); A3 = IDR19 

trillion (≈ UDS1.4 billion); A4 = IDR80 trillion (≈ USD5.8 billion); A5 = IDR75 trillion (≈ USD5.4 

billion); A6 = IDR123 trillion (≈ USD8.9 billion). 

Group B interviewees were sampled from the four integrated supervisory teams of OJK.  

The individuals selected as representatives of the lead entities and supervision 

department of OJK had to meet the criteria of position, influence, knowledge and 

experience of the topic under study. They had to be involved directly in implementing 

the Integrated Regulations and Integrated Supervision and willing and able to clearly 

articulate their experiences and views. Specifically, I targeted individuals in 

management/echelon positions, referred to in the literature as ‘the corporate elites’.118 

The exact number of such corporate elites was not determined in advance. Interviews 

were initially planned to be one on one and in person; however, only one interview 

(with the president commissioner of a lead entity of a financial conglomerate) was 

conducted in this manner. The other nine interviews with the representatives of five lead 

entities and four OJK integrated supervisory teams were conducted in groups. Twenty-

 
117  The foreign bank branch is considered a legal entity according to the regulation under study as the 

definition of financial conglomerate is ‘a group of entities that conduct financial services activities 

which are connected through similar ownership and/or control’. See OJK Regulation No 

18/POJK.03/2014 on the Implementation of Integrated Governance for Financial Conglomerates arts 

2 and 42. 
118  See Teresa Odendahl and Aileen M Shaw, ‘Interviewing Elites’ in Jaber E Gubrium and James A 

Holstein (eds), Handbook of Interview Research: Context and Method (SAGE, 2002) 229; Linda 

McDowell, ‘Elites in the City of London: Some Methodological Considerations’ (1998) 30(12) 

Environment and Planning A 2133, 2135; Harriet Zuckerman, ‘Interviewing an Ultra-Elite’ (1972) 

36 The Public Opinion Quarterly 159, 160. 
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eight representatives of lead entities and eight OJK integrated supervisors were 

interviewed. For analytical purposes, each interview was treated as involving one 

respondent (see Table 1.2). 

Table 1.2. Participants and Their Position in the Organisation 

Code Type No of 

Participants 

Position of Participants Interview Date 

A1 Lead 

entity 

Seven Three managers from Compliance 

Division, two managers from Risk 

Management Division and two 

managers from Internal Audit Division 

24 Mar 2017 

A2 Lead 

entity 

Six One Compliance Director, one manager 

from Compliance Division, two 

managers from Legal Division, one 

manager from Internal Audit Division 

and one manager from Risk 

Management Division 

21 Feb 2017 

A3 Lead 

entity 

One President Commissioner (chairman of 

integrated corporate governance 

committee) 

8 Mar 2017 

A4 Lead 

entity 

Three One President Director of the holding 

company, three managers from 

Compliance Division 

13 Apr 2017 

A5 Lead 

entity 

Two One Compliance Director and one 

manager from Compliance Division 

15 Mar 2017 

A6 Lead 

entity 

Eight Two managers from Compliance 

Division, two managers from Corporate 

Secretary Division, two managers from 

Risk Management Division and two 

managers from Internal Audit Division 

5 Apr 2017 

B1 OJK Two Two integrated supervisors 14 Feb 2017 

B2 OJK Two Two integrated supervisors 13 Feb 2017 

B3 OJK Two Two integrated supervisors 15 Feb 2017 

B4 OJK Two Two integrated supervisors 20 Feb 2017 

1.4.3.2. Designing Interview Guides 

After determining potential interviewees, interview guides were prepared with guidance 

from my supervisors. Interview guides were intended to facilitate discussions with 
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interviewees about the Integrated Regulations and Integrated Supervision119 and 

contained a list of questions to be covered during interviews.120  

Two interview guides were prepared, one for Group A and one for Group B. The 

interview guide for Group A included topics and questions to gain information about the 

reasons for forming financial conglomerates, perceptions of the Integrated Regulations, 

the issue of conflicting regulations, practical approaches for implementing the 

requirements of the Integrated Regulations, and benefits and challenges from 

implementation. The interview guide for Group B included questions to gain 

information about interviewees’ experiences in implementing the Integrated 

Supervision and enforcing the Integrated Regulations. 

The interview guides used open-ended questions to ensure adequate responses and give 

interviewees the freedom ‘to use whatever words they want in order to represent what 

they have to say’.121 They provided the questions to be discussed, but were not meant to 

be read verbatim during interviews.122 This was to allow a free flow of discussions and 

direction of interviews, allowing for responses to unexpected but relevant topics or 

issues that emerged during interviews.123 This enabled interviewees to provide rich and 

detailed descriptions of issues. 

1.4.3.3. Ethical Considerations 

Ethical clearance was obtained from the Griffith University Human Ethic Committee 

before commencing the fieldwork. This practice was in accordance with the Griffith 

University Code for the Responsible Conduct of Research.124 Ethical clearance was 

given with consideration to the informed consent and anonymity of interviewees.125 

 
119  See David Karp cited in Sharlene Nagy Hesse-Biber, The Practice of Qualitative Research: 

Engaging Students in the Research Process (SAGE, 3rd ed, 2017) 133; Irving Seidman, Interviewing 

as Qualitative Research: A Guide for Researchers in Education and the Social Science (Teacher 

College Press, 4th ed, 2013) 94; Lewis Anthony Dexter, Elite and Specialized Interviewing 

(Northwestern University Press, 2012) 75; Michael Q Patton, Qualitative Research and Evaluation 

Methods (SAGE, 3rd ed, 2002) 343. 
120  See also Amy Blackstone, Principles of Sociological Inquiry: Qualitative and Quantitative Methods 

(Saylor Foundation, 2012) ch 9; Robert S Weiss, Learning From Strangers: The Art and Method of 

Qualitative Interview Studies (The Free Press, 2004) 45–51. 
121  See Patton, above n 119, 297. 
122  See Quirkos, Developing an Interview Guide for Semi-Structured Interviews (17 February 2016) 

Quirkos <https://www.quirkos.com/blog/post/semi-structured-interview-guide-qualitative-

interviews>; Blackstone, above n 120, ch 9. 
123  See Patton, above n 119, 297; Sharan B Merriam, Qualitative Research: A Guide to Design and 

Implementation (Jossey-Bass, 2009) 103. 
124  See Griffith University, Griffith University Code for the Responsible Conduct of Research (19 

November 2015) s 7 
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Throughout this study, informed consent remained a priority. The consent form was 

given to interviewees and its contents confirmed verbally with interviewees prior to 

interviews. Interviewees read and signed the consent form. Interviewees were notified 

that their participation was wholly voluntary, that they could refuse to answer any 

question and that they could withdraw at any time without consequence. They were told 

that the information obtained from the interviews would be used solely for the purpose 

of this study. 

Confidentiality was maintained by interview recordings being transcribed by myself. In 

the final transcripts, interviewees were allocated de-identification numbers and all 

potential identifying features were disguised. Data analysis and research results were 

reported in such a way as to minimise potential identification of interviewees or 

organisations. Interview transcripts and information obtained from interviews were kept 

in a secure place at all times and will be destroyed in accordance with the Griffith 

University guidelines regarding the Schedule of Retention Periods for Research Data 

and Primary Materials.126 

1.4.3.4. Conducting the Interviews 

As noted in Section 1.3, I am an OJK employee and was involved in developing and 

drafting the Integrated Regulations and Supervision. This position facilitated access to 

corporate elites in Indonesia;127 provided a base of credibility from which to establish a 

rapport with interviewees; and meant that I had considerable understanding of 

interviewees’ business jargon, culture, norms and etiquette, and the formal and informal 

power structures in organisations. 

My position, however, posed some challenges in conducting interviews. Firstly, 

interviewees, especially representatives of the lead entities of financial conglomerates, 

might have suspected an ulterior motive of investigating their level of their compliance 

with the Integrated Regulations. To minimise this issue, I sent individual emails to the 

 
<http://policies.griffith.edu.au/pdf/Code%20for%20the%20Responsible%20Conduct%20of%20Res

earch.pdf>. 
125  Human Research Ethic Committee Approval reference number 2016/828. 
126  See Griffith University, ‘Annexure to The Code for the Responsible Conduct of Research of the 

Griffith University: Schedule of Retention Periods for Research Data and Primary Materials’ 

(Griffith University, 2015) <http://policies.griffith.edu.au/pdf/Schedule%20of%20 

Retention%20Periods%20for%20Research%20Data%20and%20Primary%20Materials.pdf>. 
127  As an OJK’s staff member, I had direct access to the OJK’s integrated supervisors who are my 

colleagues. Access to the representatives of six lead entities of financial conglomerates was 

facilitated by these integrated supervisors. 
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gatekeeper of selected lead entities of financial conglomerates and to the OJK integrated 

financial supervisory teams explaining the objective of the study prior to conducting 

interviews. These emails contained an information sheet; interview guide; and request 

for an interview at a date, time and place of the interviewee’s choice. This approach was 

quite successful. Interviewees replied with available times and dates for interviews. 

Further, some interviewees provided relevant and important materials such as their 

integrated corporate governance manual and corporate group charters during the 

interviews.  

Secondly, some interviewees were guarded in their responses to interview questions or 

replied in ways that cast their organisations in a favourable light. They often responded 

to questions by quoting their organisation’s policy statements or diverting the discussion 

into another topic. To overcome this and obtain honest and open responses, the 

interviewees were reminded that their anonymity and confidentiality were guaranteed. 

Lastly, interviewees often assumed that I had similar levels of knowledge and 

experience in the implementation of the Integrated Regulations and Integrated 

Supervision. As such, they often provided answers that assumed a certain level of 

knowledge and lacked explanatory detail. To ensure rich and in-depth information was 

gathered, in such instances further questions were asked to clarify or elaborate on 

certain issues. 

Interviews were conducted at the interviewees’ offices in Jakarta during working hours 

between February and April 2017. Interviews generally took between one to two hours. 

Interviews were conducted in a conversational-style in Indonesian, the native language 

of myself and interviewees. Interviews were audio-recorded with the permission of 

interviewees (one interviewee did not give permission and their responses were 

recorded in writing). The audio recordings were transcribed verbatim in Indonesian and 

relevant segments translated into English for quotation in this thesis. 

1.4.3.5. Data Analysis 

After all interview recordings were transcribed, thematic data analysis was undertaken. 

Thematic data analysis is ‘a method for identifying, analysing, and reporting patterns 

(themes) within the data’.128 The analysis involved four steps. First, the transcripts were 

 
128  Virginia Braun and Victoria Clarke, ‘Using Thematic Analysis in Psychology’ (2006) 3(2) 

Qualitative Research in Psychology 77, 79. 
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read repeatedly for me to become familiar with the data, search for meanings and 

patterns, and to generate ‘initial lists of ideas of what is in the data and what is 

interesting about it’.129 Second, codes were applied to the data to allow them to be 

efficiently and meaningfully assessed.130 In this step, the data was reduced to that 

relevant to the research inquiries using predetermined codes derived from the research 

inquiries or interview guides and emergent codes that evolved from the data.131 Third, 

the codes were sorted and grouped into several themes.132 Fourth, the themes were 

reviewed, redefined and renamed to produce the final themes.133 The key findings were 

grouped under these themes. 

Analysis of interview data included cross-comparison between interviews to identify 

similarities and differences in responses and comparison with the information and data 

obtained from the literature review. The literature was used to enrich the interpretation 

of the interview data. The use of data from different sources aims to increase 

‘confidence that we have correctly interpreted how things work’ and assist ‘to place the 

research findings in a wider context’.134 This strengthened the research findings and 

recommendations.  

Whilst the substantive analysis of the interview data will be presented in Chapter Five, 

some elements of the interview data will be drawn upon and referred to as appropriate 

in other sections of this thesis. In presenting the analysis of interview data, I avoided 

providing my own opinion regarding the Integrated Regulations and Supervision 

alongside the interviewees’ responses in order to provide a better understanding of the 

interviewees’ perspective and to present an objective point of view of the Integrated 

Regulations and Supervision. I also avoided drawing upon inside/confidential 

information of which I was aware due to my position, due to ethical considerations. 

 
129  Ibid 89. 
130  See John C Creswell and Vicki L Plano Clark, Designing and Conducting Mixed Methods Research 

(SAGE, 2007) 23. 
131  See Nataliya V Ivankova, Mixed Methods Applications in Action Research (SAGE, 2015) 239; John 

Seidel and Klaus Udo Kelle, ‘Different Function of Coding in the Analysis of Data’ in Klaus Udo 

Kelle (ed), Computer Aided Qualitative Data Analysis: Theory, Methods, and Practice (SAGE, 

1995) 52, 55–6. 
132  See Braun and Clarke, above n 128, 91. 
133  Ibid 92. 
134  See Robert E Stake, Qualitative Research: Studying How Things Work (Guildford Press, 2010) 37; 

Sharlene Nagy Hesse-Biber, Mixed Methods Research: Merging Theory With Practice (Guildford 

Press, 2010) 13. 
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1.4.3.6. Limitations of Interviews  

There are several limitations inherent in undertaking interviews as a method for data 

collection for this study. The first limitation relates to providing the interview guide to 

interviewees in advance. Although this allowed the interviews to be conducted in a 

more efficient manner, it may have reduced interviewees’ genuine responses. Some 

interviewees may have prepared their responses to ensure they or their organisations 

were cast in a favourable light. 

The second limitation relates to my position as an OJK employee. As previously 

mentioned, while this had benefits, it may have impressed on interviewees that they 

were dealing with a regulator, rather than an impartial researcher. Accordingly, they 

may have provided responses that they perceived the regulator wanted to hear.135 

The third limitation is interviewer bias, whereby, interview data is analysed in 

accordance with the interviewer’s own expectation or opinion. As Panucci and Wilkins 

describe, ‘interviewer bias refers to a systematic difference between how information is 

solicited, recorded, or interpreted’.136 This condition may occur because the interviewer 

only records what they expect or want to hear, or because interviewees provided vague 

responses and the interviewer has to clarify these using their own interpretations.137 The 

source of the bias is the interviewer’s personal judgements. 

The last limitation relates to the study’s sample size. This study’s interviews six lead 

entities of financial conglomerates in Indonesia (see Section 1.4.3.1). Such a small 

sample size restricts the generalisability of the results. 

1.5. Thesis Structure 

This thesis comprises six chapters. Chapter 1 has provided an introduction to the thesis 

including its background, objectives, research question, significance, research methods 

and notes on key terminology. 

Chapter 2 discusses the development of financial conglomerates in Indonesia. It defines 

‘financial conglomerate’, considers the various organisational structures of financial 

conglomerates in Indonesia and discusses how and why financial conglomerates have 

 
135  See Alan Morris, A Practical Introduction to In-Depth Interviewing (SAGE, 2015) 7. 
136  See Christopher J Pannucci and Edwin G Wilkins, ‘Identifying and Avoiding Bias in Research’ 

(2010) 126(2) Plastic and Reconstructive Surgery 619, 621. 
137  Ibid. 
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evolved in Indonesia. It draws upon the results of literature review and interviews with 

the representatives of six lead entities of financial conglomerates in Indonesia regarding 

the reasons to form financial conglomerates. 

Chapter 3 explores the various issues associated with financial conglomerates including 

risk management, regulatory arbitrage, moral hazard, conflicts of interest, lack of 

accountability, lack of transparency, rubber-stamp boards and tunnelling (self-dealing). 

It discusses how traditional regulatory and supervisory regimes have failed to address 

financial conglomerates and contributed to the issues posed by them. The chapter 

discusses how those issues affected financial supervision, consumer protection, public 

interests and the functioning of financial markets. 

Chapter 4 analyses the recent financial reform in Indonesia to address financial 

conglomerates. It reviews the OJK’s Law and systematically analyses the adequacy of 

the Integrated Regulations and Integrated Supervision and their coherence with other 

prevailing laws and regulations. The chapter draws on the literature to enrich the 

analysis and outline possible enhancements to the Integrated Regulations and Integrated 

Supervision. 

Chapter 5 presents the results from interviews conducted with the representatives of the 

lead entities of financial conglomerates and the OJK’s integrated supervisory teams. It 

discusses financial conglomerates’ perceptions of and experiences in implementing the 

Integrated Regulations as well as the experience of the OJK’s supervisory teams in 

enforcing the Integrated Regulations and implementing the Integrated Supervision. It 

provides suggestions for enhancing the Integrated Regulations and Supervision derived 

from interviews. 

Chapter 6 concludes the thesis, summarising the thesis’s findings and discussion and 

presenting the recommendations for enhancing the Integrated Regulations and 

Integrated Supervision. It also outlines the limitations of this thesis and makes 

suggestions for future research. 
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Chapter Two:  

The Phenomenon of Financial Conglomerates in Indonesia 

 

Before financial regulation is developed, there must first be a good understanding 

of the feature of financial system, both in terms of how it ought to operate, and of 

how it does operate in practice.1 

2.1. Introduction 

This chapter sheds light on the phenomenon of financial conglomerates in Indonesia. It 

explores how and why financial conglomerates have rapidly evolved over the past few 

years and discusses the internal governance mechanisms by which financial 

conglomerates are controlled and managed. As the quote above asserts, study of 

financial regulation should not be undertaken without an understanding of the business 

realities of financial institutions and markets. It has also been said that ‘devising an 

efficient system of regulation requires knowledge of the financial institutions and 

markets as well as their economic purpose and effects’.2 Thus, this chapter focuses on 

the economic aspect of financial conglomerates. It draws upon information obtained 

from the interviews with the representatives of six lead entities of financial 

conglomerates in Indonesia regarding the advantage and disadvantage of financial 

conglomerate structure and the reasons to form financial conglomerates.3 As will be 

shown, financial conglomerates are complex institutions, involving a number of 

financial institutions organised in various business group structures. They were formed 

by the owners and managers of financial institutions to cope with the changing financial 

business environment in order to achieve revenue enhancement and business growth. 

Those owners and managers employed various internal governance mechanisms to 

manage the financial conglomerate as an economic unit.  

 
1  OECD, Policy Framework for Effective and Efficient Financial Regulation: General Guidance and 

High-level Checklist (2010), 8–13. 
2  Tatyana Filipova, The Concept of Integrated Supervision and Regulation of Financial 

Conglomerates in Germany and the United Kingdom (Nomos Verlagsgessellschaft, 2007) 32. See 

also Julia Black, ‘Reconceiving Financial Markets—From the Economic to the Social’ (2013) 13(2) 

Journal of Corporate Law Studies 401; Robert C Merton, ‘Operations and Regulation in Financial 

Intermediation: A Functional Perspective’ in Peter Englund (ed), Operation and Regulation of 

Financial Markets (Ekonomiska Radet, 1993) 17–68. 
3  As mentioned in Section 1.4.3.5 of Chapter One, the substantive analysis of the interview data will 

be presented in Chapter Five. 
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The chapter is structured as follows. Section 2.1 defines the term financial 

conglomerate. Section 2.2 describes organisational structures of financial 

conglomerates. Section 2.3 explores the reasons behind their development, Section 2.4 

discusses their various internal governance mechanisms. Section 2.5 summarises and 

concludes the chapter.  

2.2. Definition of Financial Conglomerate 

A review of literature shows that the term ‘financial conglomerate’ has multiple 

meanings.4 Scholars also use other terms to denote financial conglomerate such as 

financial group, financial holding company, universal banking, integrated financial 

service providers, bancassurance, financial supermarket, financial consolidation and 

financial convergence.5 The Erasmus Finance and Insurance Centre reviewed a range of 

definitions of financial conglomerate and concluded that ‘definitions often differ 

according to the type of the user(s)’.6 The Tripartite Group found that ‘there are 

different perceptions of what constitutes a financial conglomerate’.7  

In the international discourse, the Joint Forum defines a financial conglomerate as ‘any 

group of companies under common control or dominant influence, including any 

financial holding company, which conducts material financial activities in at least two 

of the regulated banking, securities, or insurance sectors’.8 This definition considers that 

a financial conglomerate comprises heterogeneous financial institutions which are 

subject to different financial regulatory and supervisory regimes.9 The OECD 

(Organisation for Economic Cooperation and Development) argues that financial 

conglomerate can also mean ‘any corporate groups that provide financial service 

without regard to the mix of service offered’.10 This definition considers that financial 

conglomerates can also comprise homogeneous firms such as a group of insurance 

 
4  See Harold D Skipper Jr, ‘Financial Services Integration Worldwide: Promises and Pitfalls’ (2000) 

4(3) North American Actuarial Journal 71, 71. 
5  See Lurtgart Van De Berghe, Kurt Verweire and S W M Charcon, ‘Convergence in Financial 

Service Industry’ (Paper presented at Tokyo Executive Seminar on Insurance Regulation and 

Supervision, Tokyo, Japan, 27–28 September 1999) 9. 
6  See Lurgart Van De Berghe (ed), Financial Conglomerates: New Rules for New Players? (Springer 

Science Business Media, 1995) 2. 
7  Tripartite Group, ‘The Supervision of Financial Conglomerates’ (Report, Tripartite Group, Basel 

Committee on Banking Supervision, July 1995) 13. 
8  Joint Forum, ‘Principles for the Supervision of Financial Conglomerates’ (Joint Forum, September 

2012) 5. 
9  Ibid. 
10  Stephen A Lumpkin, ‘Supervision of Financial Service in the OECD Area’ (2002) 81 OECD 

Journal Financial Market Trends 81, 89. 
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companies subject to a particular financial regulatory and supervisory regime.11 These 

various interpretations of the financial conglomerate show that its definition has not 

been standardised in the international discourse. 

In Indonesia, the Integrated Regulations define a financial conglomerate broadly as ‘a 

group of financial institutions under common ownership or control’.12 This definition 

does not provide a clear explanation as to whether the group comprises heterogeneous 

or homogeneous financial institutions. This has resulted in various interpretations. For 

example, two senior officers of OJK (Otoritas Jasa Keuangan) stated different figures 

for the number of financial conglomerates in Indonesia. Idat, an OJK Head of 

Department, stated that there were 97 financial conglomerates with total assets of 

around IDR5,916 trillion or 74.4% of the total assets of the financial services industry 

as of December 2015.13 He also stated that these conglomerates comprised 48 

heterogeneous groups and 49 homogeneous groups.14 He considered financial 

conglomerates to include both heterogeneous and homogeneous groups. Conversely, 

Jayaantara, an OJK Head of Group, stated that there were 48 financial conglomerates 

with total assets of around IDR5,915 trillion or 67.52% of the total assets of the 

financial services industry as of December 2016.15 He considered financial 

conglomerates to include only heterogeneous groups. As will be shown in Chapter 5, 

the latter interpretation has affected the enforcement of the Integrated Regulations and 

implementation of the Integrated Supervision. 

Despite various interpretations of the meaning of financial conglomerate, two key 

elements are present in most definitions of the term financial conglomerate.16 Those 

elements are: (1) the group of entities and (2) financial institutions.17 The first element 

requires that a financial conglomerate is not a single firm, but a collection of separate 

 
11  Ibid. 
12  Peraturan Otoritas Jasa Keuangan Nomor 18/POJK.03/2014 tanggal 18 November 2014 tentang 

Penerapan Tata Kelola Terintegrasi Bagi Konglomerasi Keuangan [OJK Regulation No 

18/POJK.03/2014 on the Implementation of Integrated Corporate Governance for Financial 

Conglomerates] (Indonesia) art 1(2). 
13  Dhani Gunawan Idat quoted in ‘OJK Inventarisasi 97 Konglomerasi Keuangan’ [OJK Recorded 97 

Financial Conglomerates], Kompas (Jakarta), 18 April 2016, 20. 
14  Ibid. 
15  Aditya Jayaantara quoted in Safyra Primadhyta, ‘OJK Catat 48 Konglomerasi Keuangan Kuasai 

Rp5.915 trilyun’ [OJK Recorded 48 Financial Conglomerates Controlling IDR5,915 Trillion], CNN 

Indonesia (online), 12 June 2017 <http://www.cnnindonesia.com/ ekonomi/20170612202211-78-

221251/ojk-catat-48-konglomerasi-keuangan-kuasai-rp5915-triliun/>. 
16  See Lurgart Van De Berghe and Kurt Verweire, Creating the Future With All Finance and 

Financial Conglomerates (Springer Science Business Media, 1998) 6. 
17  Ibid. 
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legal entities.18 The key component that determines these separate legal entities as a 

group is common control.19 The Integrated Regulations stipulate that common control 

exists when: 

1) a person or a legal entity owns more than 50% of voting stocks in several 

companies; or  

2) a person or a legal entity owns less than 50% of voting stocks in several 

companies, either separately or together and directly or indirectly, but meets 

the following requirements:  

a) has an agreement with other voting stock owners that enables it to have 

more than 50% of voting rights;  

b) has the power to govern the financial and operating policies of another entity 

based on the article of association or agreement; 

c) has the power to change or dismiss the members of the board of directors 

and the members of the board of commissioners or any other organs that 

controlled the company; and/or  

d) has the ability to control majority voting rights in board of director 

meetings, board of commissioner meetings, or other company organ 

meetings, and to control company decisions.20 

 
18  For further discussion on the group of entities, see Phillip I Blumberg, Kurt A Strasser and Nicholas 

L Georgakopoulos, Blumberg on Corporate Groups (Wolters Kluwer, 2nd ed, 2019); Asli M Colpan, 

Takashi Hikino and James R Lincoln (eds), The Oxford Handbook of Business Groups (Oxford 

University Press, 2010); Michael Carney, Asian Business Groups: Context, Governance and 

Performance (Chandos Publishing, 2008); Tarun Khanna and Jan W Rivkin, ‘Estimating the 

Performance of Business Group in Emerging Markets’ (2001) 22(1) Strategic Management Journal 

45; Mark Granovetter, ‘Coase Revisited: Business Groups in the Modern Economy’ (1995) 4(1) 

Industrial and Corporate Change 93; Jose Engracia Antunes, Liability of Corporate Groups: 

Autonomy and Control in Parent Subsidiary Relationship in US, German, and EU Law (Kluwer 

Law and Taxation Publisher, 1994); Gunther Teubner, ‘The Many-Headed Hydra: Network as 

Higher Order’ in Josepp McCahery, Sol Picciotto and Scott Collin (eds), Corporate Control and 

Accountability (Clarendon, 1992) 41; Gunther Teubner, ‘Unitas Multiplex: Corporate Governance in 

Group Enterprise’ in David Sugarman and Gunther Teubner (eds), Regulating Corporate Groups in 

Europe (Baden-Baden Nomos, 1990) 61; Oliver E Williamson, The Economic Institutions of 

Capitalism: Firms, Markets, Relational Contracting (The Free Press, 1985); Ronald H Coase, ‘The 

Institutional Structure of Production’ (1992) 82(4) The American Economic Review 713. 
19  This concept of common control to determine business group is customarily used in accounting 

standards. In this context, the International of Financial Reporting Standards (IFRS) generally define 

control as ‘the power to govern the financial and operating policies of an entity so as to obtain 

benefits from its activities’ (Hennie van Greuning, Darrel Scott and Simonet Terblanche, 

International Financial Reporting Standards: A Practical Guide (World Bank, 6th ed, 2011) 61). 
20  OJK Regulation No 18/POJK.03/2014 on the Implementation of Integrated Corporate Governance 

for Financial Conglomerates, elucidation of art 5(2)(b). 
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The second element requires that a financial conglomerate consists of financial 

institutions subject to financial regulation and supervision. While there are many types 

of financial institutions in Indonesia, OJK considers that the constituent entities of 

financial conglomerates might include banks, insurance companies, securities firms 

and/or multi-finance companies.21 This second element also distinguishes financial 

conglomerates from industrial conglomerates and mixed conglomerates. An industrial 

conglomerate refers to a group of firms engaging in multiple and unrelated business 

lines within industrial or non-financial sectors22 and a mixed conglomerate denotes a 

group of legal entities which is ‘predominantly industrially or commercially oriented 

but contains one regulated financial entity’.23 The Integrated Regulations and Integrated 

Supervision focus on a group of financial institutions under common control. 

2.3. Financial Conglomerate Structure 

The owners and managers of financial institutions can form financial conglomerates in 

various corporate structures, and their choice depends on business conditions and 

regulatory regimes.24 In relation to the regulatory regimes, the ICL (Indonesian 

Company Law)  prohibits the establishment of a company solely for the purpose of 

owning the shares of other companies without having real business activities (a non-

operating financial holding company; hereafter, NOFHC).25 The IBL (Indonesian 

Banking Law) prohibits any combination of banking, securities and NBFI activities in a 

single firm (universal banking),26 but it allow a commercial bank to control securities 

firms and NBFIs (Non-Bank Financial Institutions) as separate legal subsidiaries.27 

Additionally, there is no legal restriction for a party to directly own a number of 

 
21  OJK Regulation No 18/POJK.03/2014 on the Implementation of Integrated Corporate Governance 

for Financial Conglomerates art 3(2). 
22  See Albert G Madsen and Richard G Walsh, ‘Conglomerates: Economic Conduct and Performance’ 

(1969) 51(5) American Journal of Agricultural Economics 1495, 1495. 
23  See Tripartite Group, above n 7, 36. 
24  See Frank Dierick, ‘The Supervision of Mixed Financial Service Group in Europe’ (Occasional 

Paper No 20/2004, European Central Bank, August 2004) 17. 
25  Nevertheless, many business groups in Indonesia have established holding companies to control 

other companies in various sectors including financial services, mining and manufacturing. See 

Undang-Undang Nomor 40 tahun 2007 tentang Perseroan Terbatas [Law No 40 of 2007 on 

Limited Liability Company] (Indonesia) art 1(1). See also Sulistiowati, ‘Extension of Parent 

Company’s Liability Against Third Parties of Subsidiary Company’ (2011) Mimbar Hukum-

Fakultas Hukum Universitas Gadjah Mada 40, 41; William Daniel, ‘Corporate Governance in 

Indonesian Listed Companies - A Problem of Legal Transplant’ (2003) 15(1) Bond Law Review 345, 

355. 
26  Undang-Undang Nomor 7 Tahun 1992 tentang Perbankan sebagaimana telah diubah dengan 

Undang-Undang Nomor 10 Tahun 1998 [Law No 7 of 1992 on Banking as Amended by Law No 10 

of 1998] (Indonesia) art 10. 
27  Law No 7 of 1992 on Banking as Amended by Law No 10 of 1998 art 7. 
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financial institutions. Many owners and managers of financial institutions have used 

these legal loopholes to form financial conglomerates by separating different financial 

activities among different legal entities. Based on the controlling relationship, OJK 

differentiates the organisational structures of financial conglomerates into three types: 

vertical structure, horizontal structure and mixed structure. 

2.3.1. Vertical Structure (Parent–Subsidiary Relationship) 

Vertical structure refers to a parent–subsidiary relationship. In this structure, a financial 

institution has a controlling interest in a number of other financial institutions. The 

former is known as the parent company and the latter are known as subsidiary 

companies. An example of a vertical financial conglomerate is shown in Figure 2.1. 

Figure 2.1. Example of a Vertical Financial Conglomerate28 

 
Note: Percentages refer to ownership stake. 

Although Figure 1 shows a bank as a parent company, the parent company could also be 

an insurance company, multi-finance company or securities company in other vertical 

financial conglomerates. In this structure, all entities within the group are financial 

institutions subject to Indonesian financial regulatory and supervisory regimes. 

Based on data received from the OJK’s staff, there were 36 financial conglomerates in 

Indonesia using the vertical structure as of December 2018. These conglomerates can be 

further differentiated based on the type of parent company and their financial activities 

(see Table 2.1). 

 
28  PT. Bank Negara Indonesia (BNI), Annual Report 2016 (BNI, 2017) 620. 
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Table 2.1. Classification of Vertical Financial Conglomerates Based on 

Parent Company Type and Financial Activities as of December 201829 

Parent Company Type Heterogeneous  

(Cross-Financial Sectoral) 
Homogeneous 

(One-Financial Sector) 

Bank 7 - 

Securities 1 16 

Insurance 4 7 

Multi-finance - 1 

Total 12 24 

From a company law perspective, the parent company and its subsidiaries are separate 

legal entities. The parent company is a shareholder, shielded under the limited liability 

principle under which it has no legal obligation for its subsidiary’s liabilities beyond its 

shareholdings. Accordingly, the parent company might protect its assets from any 

attempt by the creditors of its subsidiaries to seek recourse against it when the 

subsidiaries became insolvent, while permitting it to benefit from positive returns from 

its subsidiaries. 

From a business perspective, the parent company might, however, abstain from taking 

full advantage of the limited liability principle due to two major considerations. First, 

Indonesian accounting standards require the parent company to present consolidated 

financial statements in which the parent company must consolidate the assets, liabilities 

and profits or losses of its subsidiaries.30 Banking regulations also require the bank as 

parent company to fulfil minimum capital adequacy requirements on a consolidated 

basis including ensuring the fulfilment of minimum capital adequacy of its 

subsidiaries.31 Thus, the parent company’s financial performance might be affected by 

its subsidiaries’ losses or financial distress. Second, the parent company and its 

subsidiaries often use a similar brand or logo. Such a practice might create a public 

perception that the parent company and its subsidiaries are a single entity. Accordingly, 

 
29  Data on financial conglomerates was provided by the OJK’s staff. 
30  See Ikatan Akuntan Indonesia [Institute of Indonesia Chartered Accountants], Pernyataan Standar 

Akuntansi Keuangan No 4 tentang Laporan Keuangan Konsolidasian Laporan Keuangan Tersendiri 

[Indonesian Accounting Standard No 4 on Consolidated and Separate Financial Statements] (Ikatan 

Akuntan Indonesia, 2009). 
31  The capital consolidated requirement is only for the banking sector. The insurance, securities and 

multi-finance sectors do not have such requirements. See Peraturan Bank Indonesia 

No.15/12/PBI/2013 tentang Kewajiban Penyediaan Modal Minimum Bank Umum [Bank Indonesia 

Regulation No 15/12/PBI/2013 on Minimum Capital Adequacy of Commercial Banks] (Indonesia) 

art 7. 
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the parent company’s reputation might be damaged if its subsidiaries incur consumers’ 

dissatisfaction. Thus, the parent company might decide to cover the liabilities of its 

subsidiaries beyond its shareholdings and actively involve itself in its subsidiaries’ 

governance by determining their strategic plans; monitoring their risks, control and 

performance; and reviewing their strategic internal policies.  

Interviews conducted with the representatives of two lead entities of financial 

conglomerates showed the advantages and disadvantages associated with the vertical 

structure. One interviewee (A2) mentioned that: 

A2:  a significant advantage of the vertical structure is the existence of the general 

meeting shareholders as a legal mechanism that allows the parent company 

as a controlling shareholder to align business strategies and targets of its 

subsidiaries, monitor the achievement of their business targets, influence 

their policies, and appoint and replace directors of subsidiaries companies.32 

Another interviewee (A1) explained that: 

A1:  a significant disadvantage of the vertical structure is that the parent company 

must assume the loss of the subsidiary companies through the consolidated 

accounting process and provide financial support to restore the capital 

adequacy of the troubled subsidiary companies.33 

These explanations indicate that the legal separateness of individual entities within the 

group might be somewhat illusory.34 In business practice, the parent company controls 

its subsidiaries as business divisions instead of separate legal entities and assumes their 

risks and losses directly. These explanations also indicate three potential issues arising 

from vertical financial conglomerates, which are: (1) rubber-stamp boards, which refers 

to a situation where the boards of subsidiary companies simply approve whatever 

direction or course of action the boards of the parent company mandate; (2) self-

dealing, which refers to a situation where the parent company as controlling shareholder 

uses its position to extract private benefits at the expense of its subsidiaries; and (3) 

contagion risk, which refers to the risk that difficulties in an individual entity will 

spread to other entities within the group. These issues are considered in more detail in 

Chapter 3. 

 
32  Interview with A2 (Jakarta, 21 February 2017). 
33  Interview with A1 (Jakarta, 24 March 2017). 
34  See also Richard J Herring and Anthony M Santomero, ‘The Corporate Structure of Financial 

Conglomerates’ (1990) 4(4) Journal of Financial Service Research 471, 483. 
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2.3.2. Horizontal Structure (Sister Companies Relationship) 

The horizontal financial conglomerate refers to the sister companies relationship. In this 

structure, a party has controlling interest in a number of financial institutions that do not 

have a direct capital link to, or controlling interest, in each other. This party can be a 

person, a non-financial company or a foreign financial institution. This party is known 

as an unregulated entity, because the Indonesian financial regulator does not have legal 

authority over it. As the financial institutions within the group do not have a direct 

capital link to each other, they are known as sister companies. These financial 

institutions are considered a financial conglomerate by virtue of being controlled by the 

same party. Examples of this structure are shown in Figures 2.2 and 2.3. 

Figure 2.2. Example of a Horizontal Financial Conglomerate With a 

Foreign Financial Institution as Controlling Shareholder35 

 
Note: Percentages refer to ownership stake. 

Figure 2.2 shows that the Commonwealth Bank of Australia (a foreign financial 

institution) owns three financial institutions with no direct capital links to each other in 

Indonesia. Although the Commonwealth Bank of Australia is a regulated entity in 

Australia, it is considered an unregulated entity in Indonesia, because the Indonesian 

financial regulator does not have authority over it. Because it controls three financial 

 
35  PT Commonwealth Indonesia, Laporan Pelaksanaan Tata Kelola Terintegrasi 2015 [Report on the 

Implementation of Integrated Corporate Governance 2015] (PT Commonwealth Indonesia, 2016) 6. 

<https://www.commbank.co.id/lib_ui/repository/doc/Laporan_PTKT_2015_PTBC.pdf>. 
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institutions in Indonesia, those financial institutions are considered to comprise the 

member entities of a horizontal financial conglomerate. 

Figure 2.3. Example of a Horizontal Financial Conglomerate With a Non-

Financial Institution as Controlling Shareholder36 

 
Note: Percentages refer to ownership stake. 

Figure 2.3 shows a non-financial company, a legal entity in Indonesia, controls a 

number of financial institutions with no direct capital links to each other. This non-

financial company is an unregulated entity, because the Indonesian financial regulator 

does not have authority over it. Because it controls nine financial institutions, those 

financial institutions are considered to comprise the member entities of a horizontal 

financial conglomerate. 

Based on data received from the OJK’s staff, there were 47 financial conglomerates 

using the horizontal structure as of December 2018, of which 25 were heterogeneous 

groups and 22 were homogeneous groups.37 

Unlike the vertical financial conglomerate, the banking regulations on consolidated 

capital adequacy and the accounting standard on consolidated financial statements do 

not apply to horizontal financial conglomerates. This encourages owners and managers 

of financial institutions to choose a horizontal structure in order to evade those 

 
36  See PT Bank Mega, Stuktur Bisnis Group [Business Group Structure] 

<https://www.bankmega.com/struktur_grup.php>. It is worth noting here that Mega Corporate is an 

operating company. It is a proprietary or privately held company. 
37  Data on financial conglomerates was provided by the OJK’s staff. 
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regulatory regimes and make their operation opaque. This raises the issue of lack of 

transparency of those conglomerates, as will be explored in Chapter 3. 

Interviews conducted with the representatives of three lead entities of financial 

conglomerates show the advantages and disadvantages of the horizontal structure. One 

interviewee (A3) stated that ‘a significant advantage of the horizontal structure is that 

we can ring-fence the problems of an entity to adversely affect other entities within the 

group’.38 A3 expressed that the ability to ring-fence is derived from the legal and 

financial separateness of individual entities within the group, as they do not have direct 

capital links to each other.39 Importantly, A3 said that: 

A3:  the horizontal financial conglomerate is not subject to the banking regulation 

on consolidated capital adequacy and is not subject to the accounting 

standard on consolidated financial statements, and, because of this, the 

horizontal financial conglomerate has the ring-fencing ability as I previously 

mentioned.40 

This statement confirms the idea that the horizontal financial conglomerate is formed to 

evade those regulatory requirements. It also indicates the issue of lack of transparency 

due to the non-existence of consolidated financial statements. This issue and its impact 

is explored in Chapter 3. 

A3 also mentioned disadvantages of the horizontal structure. Since the entities within a 

group use a similar logo, each individual entity and the group as a whole are susceptible 

to reputation risk contagion (the reputation damage of an individual entity could 

adversely impact the reputation of other entities within the group and the group as a 

whole).41 As previously mentioned, the vertical financial conglomerate also has this 

issue. 

Another interviewee (A4) stated that: 

A4: a significant disadvantage of the horizontal structure is equal position of 

individual entities within the group. Particularly, no entity has the power to 

control or monitor the other entities within the group. It thus becomes 

somewhat difficult to align the business strategies of the entities within the 

group and to monitor the performance of those entities.42 

 
38  Interview with A3 (Jakarta, 8 March 2017). 
39  Ibid. 
40  Ibid. 
41  Ibid. 
42  Interview with A4 (Jakarta, 13 April 2014). 
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However, A4 considered that the individual entities within the group they represented 

have arrangements in place for cross-selling and bundling of different types of financial 

products and resources sharing.43 A4 also mentioned that the controlling shareholder of 

their financial conglomerate has been involved in the business decisions and strategic 

plans of individual companies within the group.44 This controlling shareholder has also 

placed their ‘right-hand men’ on the boards of individual entities to establish informal 

relationships that enable all the entities within the group to closely cooperate to achieve 

the group’s business objectives set by the controlling shareholder.45 These statements 

suggest that the sister companies within a horizontal financial conglomerate might have 

business interdependencies with one another and might be managed in an integrated 

manner through informal governance mechanisms to achieve the group’s objectives. 

The internal governance mechanisms of financial conglomerates are considered in 

Section 2.5. Importantly, these statements also indicate that, similar to vertical financial 

conglomerates, horizontal financial conglomerates are susceptible to rubber-stamp 

boards and self-dealing. 

2.3.3. Mixed Structure 

The mixed structure is a combination of the vertical and horizontal structures. An 

example of a mixed structure is shown in Figure 2.4. 

 
43  Ibid. 
44  Ibid. 
45  Ibid. 
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Figure 2.4. Example of a Mixed Structure Financial Conglomerate46 

 
Note: Percentages refer to ownership stake. 

In Figure 2.4, the non-financial company Sinarmas Multi Artha owns a number of 

financial institutions which are sister companies—resembling a horizontal structure. 

Yet, Sinarmas Securities also owns a securities company as its subsidiary and Sinarmas 

General Insurance also owns two insurance companies as its subsidiaries—resembling a 

vertical structure. This financial conglomerate as a whole includes both a horizontal 

structure and vertical structure. Thus, it is referred to as a mixed structure. 

Based on data received from the OJK’s staff, there were 14 financial conglomerates 

using the mixed structure as of December 2018, of which 10 were heterogeneous groups 

and four were homogeneous groups.47 As the mixed financial conglomerate includes 

both vertical and horizontal structures, it combines the previously discussed issues of 

both. It is worth mentioning here that I did not include in the  empirical interviews any 

 
46  See PT Bank Sinarmas, Laporan Pelaksanaan Tata Kelola Terintegrasi Konglomerasi Keuangan 

Sinarmas Financial Services Tahun 2016 [Report on the Implementation of Integrated Corporate 

Governance of Financial Conglomerate of Sinarmas Financial Services of 2016] (PT Bank 

Sinarmas, 2017) 6–12 <https://www.banksinarmas.com/id/public/upload/file/5b34ac3b5d6c1_ 

Laporan-Tahunan-Tata-Kelola-Teritegrasi-Konglomerasi-Sinar-Mas-Financial-Services.pdf>. It is 

worth noting here that Sinarmas Multiartha is an operating company. It is a public company. 
47  Data was provided by the OJK’s staff. 
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questions regarding mixed conglomerate structures as of the focus of this thesis has 

been on vertical financial conglomerates and horizontal financial conglomerates. 

2.4. Reasons for Forming Financial Conglomerates 

This section explores the reasons why the owners and managers of financial institutions 

formed financial conglomerates. This section is divided into three sub-sections. Section 

2.4.1 provides the structural changes in the Indonesian financial sectors which resulted 

in enhanced business competition. Section 2.4.2 explores the external driving forces 

which prompted the development of financial conglomerates. Section 2.4.3 discusses 

the economic motives encouraging the owners and managers of financial institutions to 

form financial conglomerates. 

2.4.1. Structural Changes in the Indonesian Financial Sectors 

The Indonesian financial system has historically been classified into three sub-sectors: 

banking, capital markets and NBFIs. The banking sector comprises commercial banks 

and rural banks. The capital markets sector includes securities firms licensed as broker-

dealers, underwriters and/or investment managers; custodian banks; and other 

institutions and professions supporting capital market activities. The NBFIs sector 

includes insurance companies, multi-finance companies, pension funds and other 

financial institutions (for instance, pawnshops, Indonesian Exporting Bank, Indonesian 

Credit Guarantee Company and micro-finance companies). Financial institutions have 

also been classified based on the conventional and Islamic/Sharia systems. These 

classifications have shaped the Indonesian financial regulatory and supervisory regimes. 

Commercial banks have historically dominated the Indonesian financial sectors. 

Commercial banks’ total assets were IDR8,086 trillion and accounted for around 55% 

of Indonesian gross domestic product as of December 2018 (see Table 2.2). The total 

assets of the Indonesian banking sector were concentrated in the hands of a few large 

commercial banks. The 10 largest banks controlled approximately 65% of the banking 

sector’s total assets. The four largest state-owned commercial banks controlled 

approximately 36% of the banking sector’s total assets. 

While the total assets of NBFIs have remained small compared to the commercial 

banks, they have grown rapidly over the last several years. The total assets of insurance 

companies increased from IDR41 trillion in 2000 to IDR1,251 trillion in 2018 (see 
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Table 2.2). The total assets of multi-finance companies increased from IDR29 trillion in 

2000 to IDR504 trillion in 2018. 

The capital market sector has also grown immensely over the last few years. Market 

capitalisation increased from 3.89% of gross domestic product in 2000 to 47.33% in 

2018 (see Table 2.2). The upsurge of market capitalisation was followed by an 

increased number of listed companies, from 347 companies in 2000 to 619 in 2018. The 

assets held in mutual funds increased from IDR5 trillion in 2000 to IDR505 trillion in 

2018. The corporate bond outstanding increased from IDR52 trillion in 2000 to 

IDR2,787 trillion in 2018. These figures confirm the economists’ hypothesis that the 

capital market and NBFIs increase in importance as the national economy develops.48 

 
48  See Ünal Seven and Hakan Yetkiner, ‘Financial Intermediation and Economic Growth: Does 

Income Matter?’ (2016) 40 Economic Systems 39; Stijn Claessens, ‘Regulation and Structural 

Change in Financial System’ (Paper presented at the 2016 ECB Central Banking Forum: The Future 

of The International Monetary and Financial Architecture, Sintra, Portugal, 27–29 June 2016) 8; 

Asli Demirgüç-Kunt, Erik Feyen and Ross Levine, ‘The Evolving Importance of Banks and 

Securities Markets’ (2013) 27 World Bank Economic Review 476; John H Boyd and Bruce D Smith, 

‘The Evolution of Debt and Equity Markets in Economic Development’ (1998) 12 Economic Theory 

519; Raymond W Goldsmith, Financial Structure and Development (Yale University Press, 1969). 
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Table 2.2. Total Assets of Financial Institutions and Market Capitalisation 

(2000–2018)49 

 
Note: Asset is in trillion rupiah. 

One of the main factors contributing to the rapid growth of the capital market in 

Indonesia is declining interest rates. The Bank Indonesia rate (the anchor rate) 

decreased significantly from 12.75% in 2005 to 6.0% in 2018 (see Figure 2.5). This 

decreasing anchor rate also impacted the term deposit rate, which declined from 10.95% 

in 2005 to 6.51% in 2018. 

 
49  See Otoritas Jasa Keuangan, Statistik Institusi Keuangan Non-Bank: Desember 2018 [Indonesian 

Non-Bank Financial Institutions Statistics] (Otoritas Jasa Keuangan, January, 2019); Otoritas Jasa 

Keuangan, Statistik Pasar Modal Indonesia: December 2018 [Indonesian Capital Market Statistics] 

(Otoritas Jasa Keuangan, January, 2019); Otoritas Jasa Keuangan, Statistik Perbankan Indonesia: 

Desember 2018 [Indonesian Banking Statistics: December 2018] (Otoritas Jasa Keuangan, January, 

2019); Biro Pusat Statistik, Statistik Indonesia 2018 [Statistics Yearbook of Indonesia 2018] (Biro 

Pusat Statistik, 2019). 

Assets %GDP Assets % GDP Assets % GDP Assets % GDP Assets % GDP Assets % GDP Assets % GDP

   Commercial Banks 1,039 74.80% 1,470   52.99% 3,008   50.63% 6,095   52.82% 6,729   54.24% 7,387      59.38% 8,068   54.38%

   Rural Banks 4 0.29% 20       0.72% 43       0.72% 102     0.88% 113     0.91% 125 0.99% 135 0.91%

   Insurance 41 2.95% 75       2.71% 405     6.82% 853     7.39% 982     7.92% 1,173      8.63% 1,251   8.43%

   Multi-Finance 29 2.09% 68       2.44% 230     3.87% 425     3.68% 443     3.57% 477        3.51% 504      3.40%

   Pension Funds 30 2.16% 107     3.86% 130     2.19% 206     1.79% 241     1.94% 262        1.93% 272      1.83%

   Pawnshop 1 0.07% 5         0.17% 20       0.34% 39       0.34% 46       0.37% 49          0.36% 53        0.36%

   Venture Capital 2 0.14% 3         0.10% 4         0.07% 9         0.08% 11       0.09% 11          0.08% 11        0.07%

   Mutual Funds 5 0.36% 29       1.05% 149     0.03         271     2.35% 338     2.72% 457        3.36% 505      3.40%

   Market capitalisation (total) 54 3.89% 801     28.88% 3,257   54.82% 4,872   42.22% 5,753   46.37% 7,052      51.90% 7,023   47.33%

   Bond Outstanding (Total) 52     3.74% 461     16.62% 756     12.73% 1,659   14.38% 2,086   16.81% 2,487      18.30% 2,787   18.78%

      Government Bond 31 2.23% 399     14.38% 641     10.79% 1,410   12.22% 1,773   14.29% 2,100      15.45% 2,365   15.94%

      Corporate Bond 21 1.51% 62       2.24% 115     1.94% 249     2.16% 313     2.52% 387        2.85% 422      2.84%

GDP (current prices) 1,389 2,774   5,941   11,540 12,406 13,588    14,837  

2017 2018

Non-Bank Financial Institutions Sector

Capital Market Sector

Banking Sector

2015 2016
Types of Financial Institutions

2005 20102000
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Figure 2.5. Interest Rates in Indonesia (2005–2018)50 

 

Tjoajadi, the CEO of Schroders Investment Management Indonesia, observed that ‘with 

the interest rates falling … investors are increasingly searching for alternatives to 

deposits’.51 Rosul found that ‘investors became more interested in bonds as the interest 

rate on time deposits began to decline and as the equity market had become too 

bearish’.52 Mutual funds have also become more attractive for investors. The World 

Bank noted that many individual investors pulled their time deposits53 to invest in 

mutual funds.54 Hermansyah noted that ‘Indonesian life insurance companies have 

shifted parts of their investment from bank deposits to mutual funds and other 

investment amid the downward trend in interest rates’.55 All these observations suggest 

that capital markets products have become increasingly attractive investment products 

for Indonesian investors. 

 
50  BI rate was first introduced in July 2005 as a monetary response and operational target. ‘The BI rate 

is the one-month BI Certificate rate’. Thus, Figure 2.5 used the one-month BI certificate rate for the 

years prior to 2005. See Bank Indonesia, Statistik Ekonomi and Keuangan; December 2018 

[Indonesian Economic and Financial Statistics: December 2018] (Bank Indonesia, January, 2019); 

Miranda S Goeltom, Essays in Macroeconomic Policy: The Indonesian Experience (Gramedia 

Pustaka Utama, 2007) 173. 
51  Michael Tjoajadi cited in Yuri Bender, ‘The Evolution of Indonesia’s Mutual Fund Industry’, 

Professional Wealth Management (online), 19 July 2012 <http://www.pwmnet.com/PWM-

Asia/Country-profiles/The-evolution-of-Indonesia-s-mutual-funds-industry>. 
52  Mochammad Rosul, ‘The Capital Market in Indonesia’s Economy: Development and Prospect’ in 

Donna Vandenbrink and Dennis Hew (eds), Capital Markets in Asia: Changing Roles for Economic 

Development (Institute of Southeast Asian Studies Publication, 2005) 11. 
53  A time deposit (also a term deposit or certificate of deposit) is an interest bearing deposit that has a 

specified date of maturity. See Bank Indonesia, Glossary, Bank Indonesia 

<http://www.bi.go.id/en/Kamus.aspx?id=T>. 
54  World Bank, Unlocking Indonesia’s Domestic Financial Resources: The Role of Non-Bank 

Financial Institutions (World Bank, 2006) 21. 
55  Anton Hermansyah, ‘Life Insurers Shift Investment to Mutual as Interest Rate Declines’, Jakarta 

Post (online), 10 October 2016 <http://www.thejakartapost.com/news/2016/10/10/life-insurers-shift-

investment-to-mutual-funds-as-interest-rate-declines.html>. 
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Insurance companies have not only invested in mutual funds, but also combined mutual 

funds with insurance products, known as a unit-linked product. The unit-linked product 

was first introduced by PT Prudential Life Indonesia in 1999.56 Since its inception, this 

product has become the primary product of insurance companies in Indonesia.57 Pieloor 

found that ‘insurance products were not attractive for Indonesian consumers prior to the 

existence of the unit-linked product’.58 Handajanto, the Chairman of Zurich Life 

Insurance Indonesia, mentioned that ‘the appetite of consumers is clearly towards unit-

linked products. The market is more mature as more and more insurance companies sell 

unit-linked products’.59 Pietruschka, the chairwoman of Indonesia Life Insurance 

Association, stated that ‘in the past, insurance was just about protection. Now, with 

unit-linked product, insurance can also be a means to invest. Insurance agencies must 

now be able to act as financial planners for customers’.60 Insurance companies have 

thus broadened their activities from traditional financial protection to investment and 

advisory services to achieve revenue enhancement and business growth. 

The rapid growth of capital markets and insurance sectors have presented challenges to 

the commercial banks. The banking and capital markets sectors are competing with each 

other, and one develops at the expense of the other.61 For example, the growth in shares 

and bond issuance might reduce bank loans, and the expanding mutual funds and 

market capitalisation might decrease the demand for bank deposits.62 The increasing 

growth of insurance companies through the unit-linked product might reduce bank 

deposits. Eventually, the banks might lose their revenue as customers move to capital 

market and insurance products.63 The data shows that this occurred in the Indonesia 

 
56  See ‘Life Lines: Rapid Growth in Unit-Linked Life Coverage’ in Oxford Business Group, The 

Report Indonesia 2012 (2012) 100. 
57  Ibid. 
58  Freddy Pieloor, Jangan Beli Unit Link, Bila Anda Tidak Paham [Don’t Buy Unit-Linked if You Did 

Not Understand] (Elex Media Computindo, 2009) ix. 
59  Oemin Handajanto quoted in ‘Life Lines’, above n 56, 101. 
60  Evelina Pietruschka quoted in ‘Life Lines’, above n 56, 101. 
61  See Thorsten Beck and Ross Levine, ‘Industry Growth and Capital Allocation: Does Having a 

Market- or Bank-Based System Matter?’ (2002) 64 Journal of Financial Economics 147; Biagio 

Bossone, ‘Do Banks Have a Future?: A Study on Banking and Finance as We Move Into the Third 

Millennium’ (2001) 25(12) Journal of Banking and Finance 2239; Franklin Allen and Douglas 

Gale, ‘Financial Markets, Intermediaries, and Intertemporal Smoothing’ (1997) 105 Journal of 

Political Economy 523. 
62  See Leora Klapper, Victor Sulla and Dimitri Dittas, ‘The Development of Mutual Funds Around the 

World’ (2004) 5(1) Emerging Markets Review 1; Patrick Bolton and Xavier Freixas, ‘Equity, Bonds, 

and Bank Debt: Capital Structure and Financial Market Equilibrium Under Asymmetric 

Information’ (2000) 108(2) Journal of Political Economy 324. 
63  See Allen Franklin and Anthony M Santomero, ‘What Do Financial Intermediaries Do?’ (2001) 

25(2) Journal of Banking and Finance 271; Reinhard H Schmidt, Andreas Hackethal and Marcel 
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banking sector (see Figure 2.6). The growth of loans and deposits with commercial 

banks has declined over the past decade, leading to the decline of the banks’ net interest 

margin and return on assets. 

Figure 2.6. Commercial Banks’ Performance in Indonesia (2005–2018)64 

 

Faced with increasing competition from other financial sectors and falling profitability, 

the commercial banks looked for innovative ways to obtain new sources of revenue. As 

Berghe and Verweire put it, ‘all fee income was therefore a welcome source of 

diversification’.65 To increase their fee-based income, many commercial banks formed 

business alliances with insurance companies and securities firms to act as their selling 

agents.66 The banks also conducted business alliances with multi-finance companies to 

channel loans to increase their loan portfolio.67 However, such business alliances have 

two major disadvantages.68 Firstly, the bank does not have control over the services 

performance provided by its business partners.69 Secondly, the bank might not obtain 

significant revenue from its business partner.70 Therefore, many large financial 

institutions decided to set up their own insurance, securities and multi-finance 

companies so that they could control all aspects of production and service processes and 

 
Tyrell, ‘Disintermediation and the Role of Banks in Europe: An International Comparison’ (1999) 

8(1) Journal of Financial Intermediation 36. 
64  Otoritas Jasa Keuangan, Statistik Perbankan Indonesia: Desember 2018 [Indonesian Banking 

Statistics: December 2018] (Otoritas Jasa Keuangan, January, 2019).  
65  Berghe and Verweire, above n 16, 8. 
66  See Daisaku Kadomae, ‘The Rise of Retail Financial Services in Indonesia’ (2012) 3(4) Nomura 

Journal of Capital Markets 1, 16; Oxford Business Group, The Report Indonesia: 2015 (2015) 121. 
67  See Sue Lin Lim and Benedictus Agung Swandono, ‘Indonesia Industry Focus: Indonesian Multi-

Finance Companies’ (Report, DBS Group Research, 18 April 2017) 

<https://www.dbs.com/aics/pdfController.page?pdfpath=/content/article/pdf/AIO/042017/170418_i

nsights_bridging_gaps_with_the_under_banked.pdf>. 
68  Berghe and Verweire, above n 16, 39. 
69  Ibid. 
70  Ibid. 
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increase their profits.71 To this end, they acquired insurance, securities and multi-

finance companies. The mid-size commercial banks followed suit to acquire NBFIs and 

conduct cross-sectoral consolidation. Similarly, the owners of NBFIs acquired small 

commercial banks to expand their financial business. This situation confirmed 

Maycock’s hypothesis that ‘although deposit banks have tended to lead the way in the 

development of conglomerates, other types of financial institution have not been far 

behind’.72 This financial business acquisition or consolidation has led to the 

proliferation of financial conglomerates in Indonesia. 

2.4.2. Other External Driving Forces Encouraging the Formation of 

Financial Conglomerates 

In addition to the structural change in the Indonesian financial sectors, three major 

external driving forces prompted the rapid development of financial conglomerates: 

changing customer demand for integrated financial services, globalisation of financial 

markets and Indonesian Government policy in the financial sectors. 

2.4.2.1. Changing Customer Demand For Integrated Financial Services 

Over the past few years, the behaviour of Indonesian financial customers has 

dramatically changed.73 Many individual and corporate customers have increasingly 

demanded a whole range of financial services from one financial service provider, 

rather than obtaining various services from multiple financial service providers.74 They 

have also been requesting sophisticated financial products such as wealth management75 

 
71  Ibid. 
72  James Maycock, Financial Conglomerates: The New Phenomenon (Gower Publishing Company, 

1986) 3. 
73  See Catherine Eddy, ‘Indonesian Focus: Winning the Hearts of Indonesian Consumers in a New 

Era’, Campaign Asia-Pacific (online), 4 April 2011 

<http://www.campaignasia.com/article/indonesia-focus-winning-the-hearts-of-consumers-in-a-new-

era/253270>. 
74  See Myriam Vander Stichele, ‘Critical Issues in the Financial Industry’ (Stichting Onderzoek 

Multinationale Ondernemingen (SOMO) Financial Sector Report, Centre for Research on 

Multinational Corporations, 2005) 65 

<https://www.banktrack.org/download/critical_issues_in_the_financial_industry/critical_issues_in_t

he_financial_industry_0405.pdf>. 
75  Wealth management is a financial product ‘that combines financial and investment advice, 

accounting and tax services, retirement planning, and legal or estate planning’ as well as various 

financial products such as deposits, investment, financing, insurance, money market and foreign 

exchange. See Jonathan Law, A Dictionary of Business and Management (Oxford University Press, 

16th ed, 2016) 640; Dimitris N Chorafas, Wealth Management: Private Banking, Investment 

Decisions, and Structured Products (Butterworth-Heinemann Elsevier, 2006) 6. 
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to manage their assets.76 Customers expressed their willingness both to move their 

business to a financial service provider that could provide a one-stop shop for financial 

products and to pay a higher price for this convenience.77 Thus, many financial 

institutions expanded their business into various financial sectors and formed financial 

conglomerates to meet such demand to maintain their existing customers, attract new 

customers and increase revenue.78 

Interviews showed that four of the sampled financial conglomerates were formed to 

meet customers’ demand for one-stop financial shopping. One interviewee (A1) 

explained that customers, both corporate and individuals, have increasingly been 

demanding various financial services. For example, corporate customers have been 

asking for underwriting services to support their initial public offering (IPO) plans and 

individual customers have increasingly been demanding wealth management, insurance 

and investment products. A1 deliberated that its company decided to form a financial 

conglomerate to meet those demands. 

A1:  The banking customers have not only been asking for bank products, but they 

have also been demanding wealth management, insurance, and investment 

products. Because we do not want to lose our customers, we thus became a 

financial conglomerate, so that, we could provide all financial services to meet 

their demands.79 

Another interviewee (A3) mentioned that customers’ demand for one-stop financial 

shopping had changed the competitive landscape in the Indonesian financial sectors. A3 

stated that to remain competitive in the current business environment, financial 

institutions must form financial conglomerates: 

A3: Forming a financial conglomerate was a business strategy to cope with the 

current business competition. To remain competitive, we must offer all 

financial services to the customers so that they can get the various financial 

 
76  See Karnoto Mohamad, ‘Bahaya Sistemik Konglomerasi Bank’ [The Systemic Danger of Bank 

Conglomerations], Majalah Infobank (No 207), February 2013, 14. 
77  See Eddy, above n 73. 
78  See Ramadhan Triwijanarko, ‘Dukung IndoBuildTech, CIMB Niaga Hadirkan One Stop Financial 

Solution’ [Supporting IndoBuildTech, CIMB Niaga Presented One Stop Financial Solution], 

Marketeers (online), 4 April 2018 <http://marketeers.com/cimb-niaga-siap-hadirkan-one-stop-

financial-solution/>; Yanuar Riezqi Yovanda, ‘MNC Kapital Didorong Jadi One Stop Financial 

Services’ [MNC Capital is Pushed to Become One Stop Financial Services], Sindonews (online), 9 

Desember 2015 <https://ekbis.sindonews.com/read/1161788/32/mnc-kapital-didorong-jadi-one-

stop-financial-services-1481271999>; Arthur Gideon, ‘Berikan Layanan Terpadu, BNI Buka 

Financial Center’ [Providing Integrated Financial Service, BNI Opened Financial Centre], Liputan6 

(online), 11 March 2015 <http://bisnis.liputan6.com/read/2189076/berikan-layanan-terpadu-bni-

buka-financial-center>. 
79  Interview with A1 (Jakarta, 24 March 2017). 
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services that they need from one place. Therefore, we decided to expand our 

business into various financial sectors including insurance, securities, multi-

finance and banking, or in other words, to become a financial 

conglomerate.80 

Four interviewees (A1, A2, A3, and A4) indicated that their companies’ customer base 

may have eroded drastically if they did not form financial conglomerates to meet 

customers’ demand for one-stop financial shopping.81 

2.4.2.2. Globalisation of Financial Markets 

Globalisation of financial markets has also contributed to the rapid development of 

financial conglomerates in Indonesia. In the past few years, many large international 

financial institutions expanded their business into Indonesian financial sectors due to 

Indonesia’s stable economic growth (around 5% per annum), large population (around 

256 million), increasing middle class and low financial inclusion index (usage level of 

financial services by different groups of adults, which was 36% as of 2014).82 For 

instance, The New York Times reported that HSBC expanded its business into 

Indonesian financial sectors, competing with ‘western banks including Standard 

Chartered and Citigroup in trying to win customers in Indonesia’.83 HSBC has acquired 

one small bank and a securities company as subsidiaries, although it had previously 

established a banking branch in Indonesia.84 Sato found that many large banks from 

Singapore, Malaysia and the Republic of Korea have been acquiring commercial banks 

in Indonesia since the early 2000s.85 The expansion of large international financial 

institutions in Indonesia has continued unabated. Kiryanto observed that many foreign 

 
80  Interview with A3 (Jakarta, 8 March 2017). 
81  The banking survey conducted in the United States and Canada by Groendfeldt on behalf of 

Accenture had similar findings: ‘the survey results suggest that banks are at a tipping point. Their 

historically stable customer base could erode steadily if banks cannot deliver the service proposition 

that customers demand’ (Tom Groenfeldt, ‘Financial Services Customers Are Fed Up’, Forbes 

(online), 11 May 2015 <https://www.forbes.com/sites/tomgroenfeldt/2015/05/11/financial-services-

customers-are-fed-up/#2ff8c34840b2>). 
82  See Prima Wirayani, ‘Indonesia’s Banking Industry Still Asian Jewel’, Jakarta Post (Jakarta), 2 

March 2017, 1; Trading Economics, Indonesia GDP Annual Growth Rate: 2000 – 2018 (8 June 

2018) Trading Economics <https://tradingeconomics.com/indonesia/gdp-growth-annual>; Wahyoe 

Soedarmono, ‘Strengthening Landscape for Stability and Growth’, Jakarta Post (Jakarta), 3 January 

2017, 3. 
83  ‘Indonesia Lures HSBC’, The New York Times (online), 31 March 2005 

<http://www.nytimes.com/2005/03/31/business/worldbusiness/indonesia-lures-hsbc.html>. 
84  See Jane Croft and John Aglionby, ‘HSBC Buys Majority Stake in Indonesia Bank’, Financial 

Times (online), 21 October 2008 <https://www.ft.com/content/d239709a-9eb1-11dd-98bd-

000077b07658?mhq5j=e1>. 
85  Yuri Sato, ‘Banking Restructuring and Financial Institutions Reform in Indonesia’ (2005) 1(43) The 

Developing Economies 91, 103. 
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banks have been ‘eyeing further expansion into Indonesian [financial] sectors’.86 Yung-

Ku Ha, Chairman of Korea’s Federation Banks, stated in 2017 that ‘South Korean banks 

will continue expanding in Indonesia’s financial sectors’.87 These large international 

banks have not only acquired banks, but insurance companies, securities firms and 

multi-finance companies to establish one-stop financial shopping—or financial 

conglomerates—in Indonesia. 

Additionally, some large international financial institutions have acquired financial 

institutions to facilitate their global customers who have been increasingly investing in 

the Indonesian capital markets. Interviews showed that at least one of the sampled 

financial conglomerates is owned by a large international financial institution and was 

formed for this reason. The owner, a large international bank, had previously 

established a bank branch in Indonesia. It expanded its business by acquiring a 

securities company to support its global customers’ transactions in the Indonesian 

capital markets. As one interviewee (A5) explained: 

A5:  Internationally, our global banking group offers various financial services to 

the customers including equity investment and broker-dealer. Many of our 

global group’s customers have increasingly been investing in the Indonesian 

capital markets. To support their transactions, our global group then decided 

to establish a separate securities company. Indeed, this security company has 

mainly been facilitating the settlement of transactions of our global group 

customers in the Indonesian capital markets.88 

This suggests that the international financial institutions forming financial 

conglomerates in Indonesia are not only targeting Indonesian customers, but also 

serving their global customers’ needs for transactions in the Indonesian financial 

market. 

Based on data received from the OJK staff, 36 out of 97 financial conglomerates in 

Indonesia were owned by foreign investors or foreign financial institutions as of 

December 2018. These conglomerates can also be differentiated based on their financial 

activities and organisational structure. In regard to their financial activities, 20 of these 

are heterogeneous groups and 16 are homogeneous groups. In regard to their 

 
86  Ryan Kiryanto cited in Agus Salim, ‘Foreign Banks Targeting Indonesian Banking Market’, 

Antaranews (online), 14 June 2014 <http://www.antaranews.com/en/news/94446/foreign-banks-

targeting-indonesian-banking-market>. 
87  Yung-Ku Ha cited in Hari Widowati, South Korean Banks Increases Expansion in Indonesia (13 

April 2017) Ascend Capital Market Intelligence <http://ascend.co.id/en_US/2017/04/13/ south-

korean-banks-increases-expansion-indonesia/>. 
88  Ibid. 



53 

 

organisational structure, 12 used a vertical structure, 20 used a horizontal structure and 

four used a mixed structure. 

2.4.2.3. Indonesian Government Policy in the Financial Sectors   

Indonesian Government policy in the financial sectors also prompted the rapid 

development of financial conglomerates. To create strong, efficient and competitive 

financial institutions, the Indonesian Government aimed to reduce the number of 

financial institutions in Indonesia by consolidating financial institutions.89 

To support this, OJK enacted several regulations in 2014–2016 that require banks, 

insurance companies and multi-finance companies to have capital of at least IDR100 

billion.90 It also enacted a regulation that requires securities firms to have capital of at 

least IDR50 billion.91 It was expected that these new capital requirements would 

encourage small financial institutions to merge with each other. However, many small 

financial institutions did not conduct mergers. Instead, they looked for strategic 

investors to support them to meet the new capital requirement. Many large banks, 

NBFIs and wealthy individual investors that had planned to expand their business saw 

this as an opportunity and acquired those small financial institutions as part of their 

business groups. Thus, the regulatory requirements of minimum capital contributed to 

the proliferation of financial conglomerates in Indonesia. 

 
89  See Tassia Sihatupar, ‘Bank Consolidation on Agenda of New Administration’ Jakartapost (Online) 

1 August 2014 <http://www.thejakartapost.com/news/2014/08/01/bank-consolidation-agenda-new-

administration.html> 
90  See Peraturan Otoritas Jasa Keuangan Nomor 67/POJK.05/2016 tentang Perizinan Usaha dan 

Kelembagaan Perusahaan Asuransi,. Perusahaan Asuransi Syariah, Perusahaan Reasuransi, dan 

Perusahaan Reasuransi Syariah [OJK Regulation No 67/POJK.05/2016 on Licensing and 

Institution of Insurance Companies, Islamic Insurance Companies, Reinsurance Companies, and 

Islamic Reinsurance Companies] (Indonesia) art 14(1); Peraturan Otoritas Jasa Keuangan Nomor 

29/POJK.05/2014 tentang Penyelenggaraan Usaha Perusahaan Pembiayaan [OJK Regulation No 

29/POJK.05/2014 on Multi-Finance Companies Business] (Indonesia) art 37(1); Peraturan Bank 

Indonesia Nomor 7/15/PBI/2005 tentang Jumlah Modal Inti Minimum Bank Umum [Bank Indonesia 

Regulation No 7/15/PBI/2005 on Minimum Tier One Capital of Commercial Banks] (Indonesia) art 

2(2). 
91  Peraturan Otoritas Jasa Keuangan Nomor 20/POJK.04/2014 tentang Perizinan Perusahaan Efek 

Yang Melakukan Kegiatan Usaha Sebagai Penjamin Emisi dan Perantara Pedagang Efek [OJK 

Regulation No 20/POJK.04/2014 on Securities Firms that Conduct Undewriter and Broker-Dealer 

Activities] (Indonesia) art 8(1). 
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2.4.3. Economic Motives for Forming Financial Conglomerates 

Some scholars argue that the previously discussed external driving forces are inadequate 

to explain the rapid development of financial conglomerates.92 They suggest 

considering the economic motives behind the formation of financial conglomerates. 

Many issues posed by financial conglomerates arise from their economic motives. 

Accordingly, I explored the economic motives encouraging the owners and managers of 

financial institutions to form financial conglomerates, including synergy, market power, 

resources and herding behaviour. These motives are discussed below. The issues that 

may arise from these motives are discussed in Chapter 3. 

2.4.3.1. Synergy Motive 

The synergy motive suggests that financial conglomerates are formed to exploit 

complementarities that exist among various financial services. Financial products 

complement one another, for example, mortgage and life insurance and life insurance 

and investment. Financial conglomerates could exploit the complementarity of financial 

products through cross-selling or bundling these financial products to their customers 

and tie-in sales (selling of one product as a prerequisite to obtaining a certain other 

financial product) to increase revenue. For example, a bank could require its customers 

to obtain auto insurance from its affiliated insurance company to access a certain 

mortgage plan. Thus, the bank receives both interest income and a fee and its affiliated 

insurance company receives premium income. All these incomes are then consolidated 

at the group level. 

Interviews showed that one of the sampled financial conglomerates was formed to 

exploit such complementarity. As one interviewee (A3) said: 

A3: the actual reason for forming a financial conglomerate is to exploit business 

synergy that could increase the revenue of the group as a whole. In this case, 

our affiliated bank should sell insurance products from our insurance 

company and the insurance company should sell mutual fund products from 

our securities company, rather than selling the financial products from other 

companies. In this case, those companies could increase their revenues. At 

the same time, they also increase the revenue of the group as a whole.93 

 
92  See Arnoud W A Boot, ‘Consolidation and Strategic Positioning in Banking With Implications for 

Europe’ (2003) 2003(1) Brookings-Wharton Papers on Financial Services 37, 38; Berghe and 

Verweire, above n 16, 39. 
93  Interview with A3 (Jakarta, 8 March 2017). 
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This statement indicates the owners and managers of financial institutions might form 

financial conglomerates to exploit the complementarity that exists among various 

financial products through tie-in sales to increase their revenue. Financial 

conglomerates are likely to conduct tie-in sales which contravene the Indonesian 

competition law and banking regulation.94 However, the World Bank found that the 

enforcement of the competition law and banking regulation regarding tie-in sales have 

been very weak due to the inability of regulators to detect such practice.95 It also found 

that tie-in sales are common in the Indonesian financial sectors.96 Such tie-in sales have 

exacerbated potential conflicts of interest and undermined consumers’ interests. 

2.4.3.2. Market Power Motive 

The market power motive suggests that financial conglomerates are formed to exercise 

conglomerate power and increase market share. Shepherd defines conglomerate power 

as ‘the ability of a market participant or group of participants (persons, firms, 

partnerships, or others) to influence price, quality, and the nature of the product in the 

marketplace’.97 One common strategy used by financial conglomerates to exercise their 

conglomerate power is cross-subsidisation.98 Cross-subsidisation refers to a pricing 

policy ‘and frequently means that prices are set high in one market, where competition 

is less, and low in another market such that the former effectively cross-subsidises the 

 
94  See Hikmahanto Juwana, ‘An Overview of Indonesia’s Antimonopoly Law’ (2002) 1(1) 

Washington University Global Studies Law Review 185; Undang-Undang Nomor 5 Tahun 1999 

tentang Larangan Monopoli and Praktek Persaingan Usaha Tidak Sehat [Law No 5 of 1999 on the 

Prohibition of Monopolistic Practices and Unfair Business Competition] (Indonesia) art 15; Surat 

Edaran Bank Indonesia Nomor 12/35/DPNP tanggal 23 Desember 2010 tentang Penerapan 

Manajemen Risiko pada Bank yang Melakukan Aktivitas Kerjasama Pemasaran dengan 

Perusahaan Asuransi (Bancassurance) [Bank Indonesia Circular Letter No 12/35/DPNP dated 23 

December 2010 on the Implementation of Risk Management in Marketing Cooperation Between 

Commercial Banks and Insurance Company (Bancassurance)] (Indonesia). 
95  World Bank, ‘Finance and Markets Global Practice: Indonesian Diagnostic Review of Consumer 

Protection and Financial Literacy: Volume II Comparison With Good Practices’ (Report, World 

Bank, December 2014) 119. 
96  Ibid. 
97  William G Shepherd, Market Power and Economic Welfare: An Introduction (Random House 

Publication, 1970) 3. 
98  See Cynthia A Montgomery, ‘Corporate Diversification’ (1994) 8 The Journal of Economic 

Perspectives 163, 165. Montgomery explained three methods by which diversified firms may 

achieve market power: 1) cross-subsidisation, wherein a firm uses profit from one source to subsidy 

predatory pricing in another; 2) mutual forbearance, where diversified firms compete less severely 

due to their interdependence; and 3) reciprocal buying, in which two or more firms cooperate to buy 

each other’s products to seal competition. This thesis focuses on the first method as the motive 

behind the formation of financial conglomerates while considering the other two as strategies to 

maintain market power. 
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latter’.99 For example, banks may lower mortgage loan rates when their customers buy 

mortgage insurance from affiliated insurance companies, or they may require customers 

to purchase other products to get loans. Such practice is common among financial 

conglomerates in Indonesia. Trinugroho, Agusman and Tarazi revealed that ‘diversified 

banks charge a lower interest rate as they are able to gain a higher income from non-

interest activities because the lower rate might attract new clients to the banks. Such 

clients are expected to buy fee generating services from the bank’.100 They found that 

such practices benefit customers and increase the diversified institutions’ market power 

and revenue.101
 

Some scholars argue that financial conglomerates are formed to increase market share 

or customer base.102 Tarigan, Claresta and Hatane found that in Indonesia, ‘most 

companies opt to grow their market share by external means, such as acquisition. This is 

done to gain access to a new product line, customer segment, or geography. By using 

this strategy, a company does not need to start from scratch to do the expansion’.103 

Interviews conducting for this study showed that one of the sampled financial 

conglomerates was formed with the aim to increase market share. An interviewee (A1) 

explained that its company had been acquiring other financial institutions as subsidiaries 

to increase market share in various financial sectors to achieve business growth.104 

However, the concentration of economic power as a result of a dominating position in 

different financial sectors may lead ‘to a group that is too big to discipline or too large 

to fail’.105 It may also lead to a moral hazard due to the ‘too big to fail’ doctrine 

asserting that ‘the government would not allow very big firms to fail’.106 

 
99  See David T Llewellyn, ‘Competition and Structural Changes in British Financial System’ in 

Edward P M Gardener (ed), The Future of Financial System and Services: Essays in Honor of Jack 

Revell (Palgrave MacMillan, 1990) 15, 24. 
100  Irwan Trinugroho, Agusman Agusman and Amine Tarazi, ‘Why Have Bank Interest Margins Been 

so High in Indonesia Since the 1997/1998 Financial Crisis?’ (2014) 32 Research in International 

Business and Finance 139, 151. 
101  Ibid 156. 
102  See Devina Ivo Mahendra and Nadia Asandimitra Haryono, ‘The Determinant of the Possibility of 

Merger in Indonesia’ (2017) 7(3) International Journal of Economics and Financial Issues 62; Agus 

Sugiarto, The Effect of Mergers and Acquisitions on Shareholder Returns (PhD Thesis, Victoria 

University of Technology, Melbourne, 2000) 147. 
103  See Josua Tarigan, Alfonsis Claresta and Saarce Elsye Hatane, ‘Analysis of Merger & Acquisition 

Motives in Indonesian Listed Companies Through Financial Performance’ (2018) 22(1) Kinerja 95, 

98. 
104  Interview with A1 (Jakarta, 24 March 2017). 
105  See Dierick, above n 24, 16. 
106  See Imad A Moosa, The Myth of Too Big To Fail (Palgrave MacMillan, 2010) 1. 
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2.4.3.3. Resource-Based Motive 

Financial conglomerates could also be formed due to a resources-based motive, that is, 

to gain competitive advantages by exploiting accumulative resources that different firms 

possess to achieve low cost production.107 As Barney and Arikan argue, accumulative 

resources ‘enable a firm to develop and implement strategies that have the effect of 

lowering a firm’s net costs and/or increasing a firm’s net revenues beyond what would 

have been the case if these resources had not been used to develop and implement these 

strategies’.108 These accumulative resources include tangible resources (eg, building, 

equipment and sales forces) and intangible resources (eg, brand name, customers’ 

information and know-how ability).109 These resources can be shared across the firms 

within the group to increase sales and reduce fixed costs. 

In Indonesia, many financial conglomerates have shared their tangible and intangible 

resources to increase distribution channels and reduce fixed costs.110 For example, bank 

branches have been used as distribution channels for insurance and securities 

products.111 Customers could go to a bank branch to obtain various financial products 

 
107  See Leonardo Gambacorta, Michela Scatigna and Jing Yang, ‘Diversification and Bank 

Profitability: A Nonlinear Approach’ (2014) 21(6) Applied Economics Letters 438; Edith Penrose, 

The Theory of the Growth of the Firm (Oxford University Press, 4th ed, 2009); Barbara Casu and 

Claudia Girardone, ‘Financial Conglomeration: Efficiency, Productivity and Strategic Drive’ (2004) 

14(10) Applied Financial Economics 687; Allen N Berger, William C Hunter and Stephen G 

Timme, ‘The Efficiency of Financial Institutions: A Review and Preview of Research Past, Present 

and Future’ (1993) 17(2) Journal of Banking and Finance 221; Munehisa Kasuya, ‘Economies of 

Scope: Theory and Application to Banking’ (1986) 4(2) BOJ Monetary and Economic Studies 59; 

Paul H Rubin, ‘The Expansion of Firms’ (1973) 81(4) Journal of Political Economy 936. 
108  Jay J. Barney and Asli M. Arikan, ‘The Resource-based View: Origins and Implications’ in Michael 

A. Hitt, R. Edward Freeman and Jeffrey S. Harrison (Eds.), The Blackwell Handbook of Strategic 

Management (Blackwell, 2001) 124, 138. 
109  Ibid. See also Rifat Kamasak, ‘The Contribution of Tangible and Intangible Resources, and 

Capabilities to a Firm’s Profitability and Market Performance’ (2017) 26(2) European Journal of 

Management and Business Economics 252; Richard P Rumelt, ‘How Much Does Industry Matter?’ 

(1991) 12(3) Strategic Management Journal 167; C K Phahalad and Gary Hamel, ‘The Core 

Competence of the Corporation’ in Michael H Zack (ed), Knowledge and Strategy (Butterworth 

Heinemann, 1999) 41; Philippe Haspeslagh and David Jemison, Making Acquisition Work 

(INSEAD, November 1991) 7; Robert E Hoskisson and Michael A Hitt, ‘Antecedents and 

Performance Outcomes of Diversification: A Review and Critique of Theoretical Perspectives’ 

(1990) 16(2) Journal of Management 461; Michael E Porter, ‘From Competitive Advantage to 

Corporate Strategy’ (1987) 65(3) Harvard Business Review 43. 
110  See Taufiq Hidayat, ‘The Impact of Financial Conglomeration on Risk and Return Performance in 

Indonesia Banking Industry’ (2016) 6(2) International Journal of Latest Trends in Finance and 

Economic Science 1135; Tassia Sihatupar, ‘RI Financial Conglomeration Booming’, The Jakarta 

Post (online), 24 February 2015 <http://www.thejakartapost.com/news/2015/02/24/ri-financial-

conglomerations-booming.html>; World Bank, above n 54, 94 
111  See also ‘Ini Manfaat Konglomerasi Keuangan’ [The Benefits of Financial Conglomerates] Detik 

(online), 29 September 2014 <https://finance.detik.com/moneter/2704075/ini-manfaat-

konglomerasi-keuangan>; Daisaku Kadomae, ‘The Rise of Retail Financial Services in Indonesia’ 

(2012) 3(4) Nomura Journal of Capital Markets 1, 16. 
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including bundling financial products such as unit-linked products that combine 

insurance and a mutual fund and endowment mortgages that combine mortgage, life 

insurance and investment. Many commercial banks have also used internet banking to 

provide multiple financial products to their customers beyond traditional banking 

products such as insurance and investment products. Additionally, since many 

customers use meaningful brands to assist them in evaluating a purchase,112 firms within 

financial conglomerates have used a similar reputable brand to lure potential customers. 

Such practice has contributed to lowering brand building and marketing costs. 

Taurusianingsih found that financial conglomerates gained cost efficiency due to the 

sharing of tangible and intangible resources among firms within the group.113 However, 

the sharing of tangible and intangible resources potentially raises two issues. First, the 

close association of entities might confuse customers into considering the financial 

conglomerate to be a single entity, rather than separate legal entities, and the financial 

conglomerate might use this perception to defraud customers. Second, it raises 

operational contagion risk, in that the operational problems in one entity may spread to 

other entities within the group. These mean that resource sharing might result in 

misselling practice or fraudulent conduct and amplified operational risk. 

2.4.3.4. Herding Behavioural Motive 

Another economic motive to form financial conglomerates is herding behaviour, a 

situation where economic agents mimic or imitate other group’s actions.114 Milbourn, 

Boot and Thankor provided empirical evidence that the managers of financial 

institutions engaged in herding behaviour to form financial conglomerates to maintain 

their competitive position and increase their business size and scope.115 

Herding behaviour in forming financial conglomerates has also occurred in Indonesia. 

As previously mentioned, many financial institutions followed the success of other 

financial institutions to expand their business activities into multiple sectors and form 

 
112  See Jillian Dawes Farquhar and Julie Robson, ‘A Brave New World: Branding in Financial 

Services’ in Tina Harrison and Hooman Estelami (eds.), The Routledge Companion to Financial 

Services Marketing (Routledge, 2015) 204–219. 
113  See Dyah Nirmalawati Taurusianingsih, ‘The Indonesian Banking Industry Competition: Financial 

Conglomeration Approach’ (2016) 6(3) Jurnal Ilmiah Manajemen 449. 
114  See Spyros Spyrou, ‘Herding in Financial Markets: A Review of the Literature’ (2013) 52(2) Review 

of Behavioral Finance 175, 175. 
115  Todd T Milbourn, Arnoud W A Boot and Anjan V Thankor, ‘Megamerger and Expanded Scope: 

Theories of Bank Size and Activity Diversity’ (1999) 23(2) Journal of Banking and Finance 195. 

See also Peter R Haiss, ‘Banks, Herding and Regulation: A Review and Synthesis’ (Paper presented 

at the Workshop of Informational Herding Behavior Copenhagen, 16–18 September 2005). 
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financial conglomerates. Interviews showed that herding behaviour encouraged one of 

the sampled lead entities to expand its business into multiple financial sectors and form 

a financial conglomerate. An interviewee (A2) explained that: 

A2:  we are not the first to form a financial conglomerate in Indonesia. In fact, we 

saw that our competitors had expanded their business into various financial 

sectors and formed financial conglomeration and, thus, we then decided to 

expand our business into other financial sectors and become a financial 

conglomerate in order to maintain our market share.116 

This explanation suggests that the managers of financial institutions might expand their 

business and form financial conglomerates due to herding behaviour to maintain their 

competitive position and market share. 

Boot argues that ‘herding behaviour is particularly worrisome because it could create 

systemic risk.’117 He explains that ‘when all institutions make the same bets, risk 

exposures become more highly correlated and a simultaneous failure of institutions 

might become more likely’.118 Herding behaviour raises the significant issue of 

systemic risk, meaning that the problems in an individual entity within a financial 

conglomerate may spread to the financial conglomerate as a whole and then to the 

financial system. 

2.5. Internal Governance Mechanisms in Financial Conglomerates 

The preceding section discussed the reasons for forming financial conglomerates and 

highlighted several potential issues that might arise in relation to the operations of those 

conglomerates. To provide a better understanding of the business reality of financial 

conglomerates, this section discusses their internal governance mechanisms. 

Yasui stated that ‘to do business effectively and efficiently in group structures, financial 

conglomerates should be managed in a holistic and integrated manner’.119 Accordingly, 

the internal governance mechanism (the system by which companies in the group are 

controlled and directed)120 is critically important.121 Since financial conglomerates 

 
116  Interview with A2 (Jakarta, 21 February 2017). 
117  Arnoud W A Boot, ‘Banking at the Crossroads: How to Deal With Marketability and Complexity?’ 

(2011) 1(3) Review of Development Finance 167, 168 
118  Ibid. 
119  See Takahiro Yasui, ‘Corporate Governance of Financial Groups’ (OECD Corporate Governance 

Working Paper No 20, OECD, 2016) 9. 
120  See OECD, G/20-OECD Principle of Corporate Governance (OECD, 2015) 3; Joint Forum, above 

n 8, 17–18; Adrian Cadbury, Report on the Committee on the Financial Aspect of Corporate 
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comprise a number of legal entities, their internal governance mechanisms often do not 

correspond with the legal and managerial structure of the firms as far as regulations are 

concerned. Financial conglomerates often employ diverse internal governance 

mechanisms that include controlling shareholder managerialism, nominee directors, 

interlocking directorates and matrix management. Each of these are discussed below. 

The associated identified issues are discussed in Chapter 3. 

2.5.1. Controlling Shareholder Managerialism 

Controlling shareholder managerialism refers to a situation where the controlling 

shareholder participates in the management of its companies.122 This internal 

governance mechanism is often used in financial conglomerates controlled by a wealthy 

individual. The participation of a controlling shareholder does not mean that they 

become a director in the companies, rather, they often control the companies through 

their office which is located at the apex of the group structure.123 This office usually 

performs a central role in allocating capital within the group, determining the strategic 

goals of the entire group and coordinating internal resources allocation and business 

activities across individual companies within the group.124 To put it differently, it 

conducts strategic and financial control while it delegates business operations to the 

managers of individual companies.125 When those managers do not meet the set targets, 

they face direct intervention from the controlling shareholder office and may lose their 

bonuses, divisional resources and jobs.126 

From a business perspective, controlling shareholder managerialism adds value to the 

firm’s business, because it enhances cooperation of the individual entities within the 

group to achieve common objectives set by the controlling shareholder. Yet, from a 

legal perspective, as Richter argues, ‘there is a strong asymmetric between the 

 
Governance (The Committee on the Financial Aspect of Corporate Governance and Gee and Co 

Ltd, 1992) 15 [2.5]. 
121  Yasui, above n 119, 9. 
122  See Inhak Hwang and Jung-Hwan Seo, ‘Corporate Governance and Chaebol Reform in Korea’ in 

Sung-Hee Jwa and In Kwon Lee (eds), Competition and Corporate Governance in Korea; 

Reforming and Restructuring the Chaebol (Edward Elgar, 2004) 65, 69. 
123  Controlling shareholder managerialism is quite similar to a shadow director (a person in accordance 

with whose directions or instructions the directors of a company are accustomed to act). See R P 

Austin and I M Ramsay, Ford Principles of Corporations Law (LexisNexis, 14th ed, 2010) 368–9; 

Michael D Hobson, ‘The Law of Shadow Directorships’ (1998) 10(2) Bond Law Review 184; Martin 

Markovic, ‘Who is a Director?: The Difficulty of True Definition’ (1998) 50(1) Australian 

Company Secretary 37. 
124  Hwang and Seo, above n 122, 190. 
125  Ibid. 
126  See Hoskisson and Hitt, above n 109, 608. 
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authorities and the responsibilities of [the controlling shareholder office]. That is, 

although [it has] unlimited power over the member companies within the group, [it is] 

not liable for their misfortunes’.127 The argument suggests that the controlling 

shareholder office has no legal obligation to the individual entities within the group, 

because it is not bound to any formal legal position or relationship except that it owns 

the majority of shares in the individual entities.128 This internal governance mechanism 

might give rise to self-dealing, meaning that the controlling shareholder could 

expropriate the companies to gain private benefits at the expense of the companies and 

other stakeholders (eg, minority shareholders, creditors, investors, policyholders and 

depositors). 

2.5.2. Nominee Director (Kinship Management) 

A financial conglomerate controlled by a wealthy Indonesian family often employs a 

nominee director, which is ‘a person who is appointed as director in a company on an 

understanding that he will represents the interest of some other person or group of 

persons’, such as the controlling shareholder.129 The controlling shareholder appoints a 

person or persons to represent and act in their interests.130 Specifically, it appoints the 

trusted person as commissioner or director in individual entities within the group. This 

person reports directly to the controlling shareholder.131 

The controlling shareholder often appoint its family members as commissioners, 

directors or senior managers of individual companies within the financial 

conglomerate.132 These family members include nuclear family members or blood kin 

(based on bloodlines) and non-nuclear family or affinal kin (based on legality or 

 
127  Ibid. 
128  Frank-Jürgen Richter, Redesigning Asian Business: In the Aftermath of Crisis (Quorum Books, 

2002) 80. 
129  See H A J Ford, G W Hinde and M S Hinde, Australian Business Dictionary (Butterworth, 1985) 

127. 
130  See Paul Redmond, ‘Nominee Director’ (1988) 10 The University of New South Wales Law Journal 

194. 
131  See Sujoko Efferin and Monika S Hartono, ‘Management Control and Leadership Styles in Family 

Business: An Indonesian Case Study’ (2015) 11(1) Journal of Accounting & Organizational Change 

130, 155; Marleen Dieleman, The Rhythm of Strategy: A Corporate Biography of the Salim Group 

of Indonesia (Amsterdam University Press, 2007) 125. 
132  See Mike W Peng and Yi Jiang, ‘Institutions Behind Family Ownership and Control in Large Firms’ 

(2010) 47(2) Journal of Management Studies 253; Xiaowei Luo and Chi-Nien Chung, ‘Keeping It 

All in the Family: The Role of Particularistic Relationships in Business Group Performance During 

Institutional Transition’ (2005) 50(3) Administrative Science Quarterly 404; Randall Morck and 

Bernard Yeung, ‘Agency Problems in Large Family Business Groups’ (2003) 27(4) 

Entrepreneurship Theory and Practice 367. 
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contract or in law).133 In the literature, such practice is also referred to as kinship 

management.134 The primary reasons for a controlling shareholder to use kinship 

management are that family members usually embody the values and culture of the 

family and have close relationships with one another.135 Moreover, family members 

have ‘a good deal of tacit knowledge of the business and its unwritten rules, customs 

and informal culture—knowledge that would be difficult for a non-family executive to 

possess and that represents a critical resource’.136 In many cases, family members have 

spent considerable time as apprentices within the firms.137 This provides them with 

‘useful information as administrators in choosing whom to promote, which clients to 

pursue, which company strengths to build on, and what strategies to adopt’.138 Thus, 

they are able to enhance business cooperation and resources sharing among the 

companies within the group to achieve a common objective. However, this mechanism 

raises a conflict of interest between the duty to act in the best interests of the company 

and the duty to act in the best interests of the group. 

2.5.3. Interlocking Directorate 

Several financial conglomerates in Indonesia have adopted the interlocking directorate. 

The interlocking directorate refers to a situation where an employee or board member 

simultaneously acts as an employee or board member for another company.139 Although 

the Indonesian banking regulation prohibits a person from serving on the Board of 

Directors (BoD) of two or more companies,140 it allows a person to act as a director of a 

company and a commissioner of another company at the same time as long as these two 

 
133  See Andrea L Santiago, ‘The Family in Family Business: Case of The In-Laws in Philippine 

Businesses’ (2011) 24(4) Family Business Review 343; Ira R Buchler and Henry A Selby, Kinship 

and Social Organization: An Introduction to Theory and Method (MacMillan, 1986) 25. 
134  See Naveer Akhter, ‘Kinship and Family Business’ in Mattias Nordqvist et al (eds), Theoretical 

Perspectives on Family Businesses (Edward Elgar, 2015) 175–90. 
135  See David W Ewing, ‘Is Nepotism So Bad?’ (1965) 43(1) Harvard Business Review 22. 
136  Ibid 557. 
137  See Danny Miller, Alessandro Minichilli and Guido Corbetta, ‘Is Family Leadership Always 

Beneficial?’ (2013) 34(5) Strategic Management Journal 553, 556. 
138  Ibid. 
139  See Daniel Maman, ‘Research Note: Interlocking Ties Within Business Groups in Israel—A 

Longitudinal Analysis’ (1999) 20(2) Organization Studies 323; F David Schoorman, Max H 

Bazerman and Robert S Atkin, ‘Interlocking Directorates: A Strategy for Reducing Environmental 

Uncertainty’ (1982) 6(2) The Academy of Management Review 243, 243. 
140  See Peraturan Bank Indonesia Nomor 8/4/PBI/2006 tentang Pelaksanaan Good Corporate 

Governance bagi Bank Umum [Bank Indonesia Regulation No 8/4/PBI/2006 on the Implementation 

of Good Corporate Governance for Commercial Banks] (Indonesia) art 7. 
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companies do not have activities in a similar market or sector.141 For example, a person 

is allowed to be a commissioner of a bank and a director of an insurance company at the 

same time, but a director of a bank is not allowed to become a commissioner of another 

bank.142 There is no statutory limitation or prohibition for a person to act as an 

employee in two or more companies. In practice, several financial conglomerates have 

used interlocking directorates, for example, by placing a person as a commissioner of a 

bank and a director of an insurance company or simply employing a person in two 

companies, to establish and ensure coordination between companies in the group. 

Ahmar, Pujianti and Nahumury found that ‘more than 49% of the board of directors and 

board of commissioners of public companies in Indonesia engage in double 

positions’.143 

Interviews revealed the interlocking directorate in several financial conglomerates. Two 

interviewees (A1 and A2) explained that their respective companies had placed a board 

member or middle manager as a commissioner or director in other entities.144 An 

interviewee (A2) explained that ‘we placed our board of commissioner member as a 

director in the subsidiaries to enhance coordination and communication between our 

company and subsidiaries’.145 Another interviewee (A1) said that: 

A1:  we positioned several employees as senior managers in the subsidiaries as 

part of the job rotation program so that the employees could learn about the 

entire business of the group, transmit the parent company culture to the 

subsidiaries and enhance close coordination between the parent company and 

subsidiaries.146 

These responses indicate that the interlocking directorate facilitates cooperation among 

individual entities within the group. However, as previously mentioned, it could also 

 
141  As mentioned in Chapter 3, companies in Indonesia have a two-tiered system comprising the Board 

of Directors (BoD) and Board of Commissioners (BoC). See Law No 40 of 2007 on Limited 

Liability Company art 1(5). 
142  Bank Indonesia Regulation No 8/4/PBI/2006 on the Implementation of Good Corporate Governance 

for Commercial Banks art 22. 
143  Nurmala Ahmar, Diyah Pujianti and Joicenda Nahumury, ‘Satu Dekade Investigasi Interlocking 

Directorate: Sebuah Model Deteksi Praktik Monopoly?’ [A Decade of Investigation Interlocking 

Directorate: A Model of Monopolistic Practices Detection?] (2016) 7(3) Jurnal Akuntansi 

Multiparadigma 437, 437. 
144  Interview with A1 (Jakarta, 24 March 2017); Interview with A2 (Jakarta, 21 February 2017). 
145  Interview with A2 (Jakarta, 21 February 2017). 
146  Interview with A1 (Jakarta, 24 March 2017). 
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exacerbate conflicts of interest and increases the risks of collusion and abuse of 

power.147 

2.5.4. Matrix Management 

Financial conglomerates owned by large international financial institutions often 

employ matrix management in which the ‘lines of accountability are organised on a 

functional basis spanning a number of different corporate entities’.148 In the matrix 

management, an individual has a responsibility to report to two or more bosses within 

the organisational structure.149 According to Stuckenbruck, ‘the primary reason for 

adopting the matrix in a large organization can be pinpointed in the fact that functions 

and skills are fragmented throughout the organizational structure’.150 He argues that 

‘individual functional departments have great difficulty in solving very large problems 

because of a failure to view the total system and a tendency to sub-optimize or solve the 

problem within their particular discipline’.151 Accordingly, matrix management might 

enable financial conglomerates to increase efficiency and effectiveness as a group. Yet, 

from a prudential perspective, matrix management makes it difficult for financial 

supervisors to comprehend the lines of accountability within financial conglomerates. 

When ‘financial supervisors do not fully understand the legal and managerial structure 

of a financial conglomerate, they will be unable to assess properly either the totality of 

the risks the conglomerate faces or the risks which other group companies pose for the 

regulated firm’.152 

2.6. Summary 

This chapter explored the phenomenon of financial conglomerates in Indonesia. While 

the Integrated Regulations define financial conglomerate as a group of financial 

institutions under common control, this definition is unclear and results in different 

 
147  See Ahmar, Pujianti and Nahumury, above n 143; Joanna Szalacha, ‘Interlocking Directorates and 

Possible Conflict of Interests’ (2011) 174 Polish Sociological Review 205; Mark S Mizruchi, ‘What 

Do Interlocks Do? An Analysis, Critique, and Assessment of Research on Interlocking Directorates’ 

(1996) 22(1) Annual Review of Sociology 271, 274. 
148  See John H Friedland, The Law and Structure of the International Financial System: Regulation in 

United States, EEC, and Japan (Quorum Book, 1994) 38; Gerald F Davis and Walter P Powell, 

‘Organization-Environment Relationship’ in Marvin D Dunette and Laetta M Hough (eds), 

Handbook of Industrial and Organizational Psychology (Consulting Psychologists Press, 2nd ed, 

1992) 315, 324. 
149  See Tripartite Group, above n 7, 30. 
150  Linn C Stuckenbruck, ‘Matrix Organization’ (1979) 10(3) Project Management Quarterly 21, 23. 
151  Ibid. 
152  See Tripartite Group, above n 7, 28. 
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interpretations—the primary point of contention being whether a financial conglomerate 

as defined in the Integrated Regulations includes both heterogeneous and homogeneous 

groups. Regardless, two key elements are apparent, that is, ‘financial conglomerate’ 

refers to (1) a group of separate legal entities under common control and (2) entities that 

are financial institutions subject to Indonesian financial regulatory and supervisory 

regimes. 

Indonesian financial regulation prohibits the combination of banking, securities and 

insurance activities in one entity. This chapter showed that to evade this prohibition, 

financial institutions formed financial conglomerates, thus, separating different financial 

activities among different legal entities. This chapter detailed the organisational 

structures of financial conglomerates based on the controlling relationship of the legal 

entities—vertical, horizontal and mixed—and showed that each has advantages and 

disadvantages. 

Analytical and empirical evidence derived from the literature review and interviews 

revealed the rapid development of financial conglomerates was a consequence of 

financial institutions responding to the changing financial business environment. Their 

formation was driven by three external forces: enhanced financial business competition, 

customers’ demands for integrated financial services and globalisation of financial 

markets, and Indonesian Government policy intended to prompt consolidation of 

financial institutions. Additionally, the chapter identified a number of economic motives 

encouraging financial conglomeration—synergy, market power, resources and herding 

behaviour. All of these external forces and economic motives have resulted in the 

proliferation of financial conglomerates in Indonesia. 

To achieve the group objectives, a financial conglomerate is managed as an economic 

unit using various internal governance mechanisms. This chapter detailed the four main 

types of internal governance mechanisms used in financial conglomerates in Indonesia. 

The first is controlling shareholder managerialism, where the controlling shareholder 

manages the business strategies and policies of all entities in the group. This mechanism 

is often employed in financial conglomerates owned by an individual. The second type 

is nominee director or kinship management, where the controlling shareholder places 

trusted individuals, usually family members, on the boards of the entities in the group. 

This mechanism is often adopted in financial conglomerates owned by a wealthy 

family. The third type is nominee director, where the parent company places its board 
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members or employees as board members or senior managers in its subsidiaries. This 

mechanism is usually used in vertical financial conglomerates. The fourth type is matrix 

management, where the lines of accountability are organised on a functional basis 

spanning a number of different corporate entities. This mechanism is often used in 

financial conglomerates owned by foreign financial institutions. A financial 

conglomerate may employ more than one of these internal governance mechanisms. 

This chapter showed that these internal governance mechanisms may not comply with 

the legal and managerial structure of the firms as far as regulations are concerned. 

This chapter also highlighted a number of issues posed by financial conglomerates 

arising from their complex organisational structures, cross-sectoral activities, economic 

motives and internal governance mechanisms. These issues include contagion risk, 

systemic risk, intragroup transactions and exposures issue, moral hazard, conflicts of 

interest, lack of accountability, lack of transparency and self-dealing. Each of these 

issues will be explored in the next chapter. 
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Chapter Three:   

Issues Posed by the Financial Conglomerates in Indonesia: 

The Regulatory and Practical Problems Prior to the 

Establishment of OJK  

 

Given that conglomerates are a significant force, we should ascertain whether 

financial conglomerates are associated with special risks.1 

3.1. Introduction 

Chapter 2 presented the rapid development of financial conglomerates in Indonesia and 

highlighted a number of issues posed by those conglomerates arising from their 

complex organisational structures, cross-sectoral activities, economic motives and 

internal governance mechanisms. Despite the proliferation of financial conglomerates 

and their issues, the traditional regulatory and supervisory regimes2 have exclusively 

focused on individual entities, perceived as operating in a particular financial sector 

independent and separate from other entities, with little contemplation of financial 

conglomerates. The result is a mismatch between the legal notion of entity and the 

business reality of financial conglomerate, leading to legal loopholes being exploited by 

financial conglomerates to circumvent regulatory and supervisory requirements and 

extract private benefits at the expense of customers and the public at large. While some 

rules in the traditional regimes have addressed certain activities of financial 

conglomerates, these rules have not proved effective. As will be shown in this chapter, 

without adequate regulation and supervision the activities of financial conglomerates 

can give rise to serious problems that impact financial supervision, customers’ interests 

and the functioning of financial markets. 

This chapter explores the issues posed by financial conglomerates in Indonesia prior to 

the existence of the OJK. Section 3.2 reviews the traditional regulatory and supervisory 

 
1  H.J. Brouwer, ‘The Systemic Importance of Supervising Financial Conglomerates’ (Speech 

delivered at Financial Stability Institute, 27 April 2004) <https://www.dnb.nl/en/news/news-and-

archive/speeches-2004/auto39849.jsp> 
2  Traditional regulatory and supervisory regimes refer to the financial regulation and supervision that 

are developed based on the notion of a company as a separate legal entity, operating in particular 

financial sector (eg, banking, insurance, and capital market) separately from and independently of 

any other entities. 
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regimes, identifying their gaps and limitations in regard to financial conglomerates. 

Section 3.3 discusses the issues posed by financial conglomerates and their adverse 

impacts. Section 3.4 summarises and concludes the chapter. 

3.2. The Traditional Regulatory and Supervisory Regimes: Gaps and 

Issues 

This section reviews the traditional regulatory and supervisory regimes and identifies 

their gaps and limitations in regard to addressing financial conglomerates. A distinction 

needs to be made between regulation and supervision. Different issues arise from each, 

although they are often intertwined with each other. 

Regulation refers to a set of binding rules issued by government bodies.3 In relation to 

the financial sector, these rules aim to prevent market failure, protect investors and 

customers, ensure the safety and soundness of financial institutions and safeguard 

financial system stability.4 They set out regulatory requirements for regulated entities 

and give regulatory and supervisory power to financial authorities. In Indonesia, these 

rules are, in order of hierarchy, primary law, government regulation, presidential 

regulation, regulation enacted by financial regulators and circular letters issued by 

financial regulators. The Law No 12 of 2011 on the Establishment of Legislation 

stipulates that lower regulation must not contravene higher regulation.5 In the event that 

lower regulation contravenes higher regulation, an interested party can submit a petition 

to the Supreme Court for judicial review to examine the consistency of the lower 

regulation in question with the relevant higher regulation.6 If it is found that the legal 

 
3  It is worth mentioning that in their book, Baldwin, Cave, and Lodge provide other definitions of 

regulation in addition to a set of binding rules that include the following:  

a) ‘as deliberate state influence where regulation has a more broad sense and covers all that are 

designed to influence business and social behaviour;’ and  

b) ‘as all forms of social or economic influence where all mechanisms affecting behaviour whether 

these be state-based or from other sources (e.g. markets).’ 

See Robert Baldwin, Martin Cave and Martin Lodge, Understanding Regulation: Theory, Strategy, 

and Practice (Oxford University Press, 2012) 3.  
4  See Niamh Moloney, Eilís Ferran and Jennifer Payne, ‘Introduction’ in Niamh Moloney, Eilís 

Ferran and Jennifer Payne (eds), The Oxford Handbook of Financial Regulation (Oxford University 

Press, 2015) 4–5; Mads Andenas and Iris H-Y Chiu, The Foundations and Future of Financial 

Regulation: Governance for Responsibility (Routledge, 2014) 16; Markus Brunnermeir et al, The 

Fundamental Principe of Financial Regulation (Geneva Report on World Economy, vol 11, Centre 

for Economic Policy Research, 2009) 2; Anthony I Ogus, Regulation: Legal Form and Economic 

Theory (Hart Publishing, 2004) ch 3. 
5  See Undang-Undang Nomor 12 Tahun 2011 tentang Pembentukan Peraturan Perundang-undangan 

[Law No 12 of 2011 on the Establishment of Legislation] (Indonesia) art 7(2). 
6  Law No 12 of 2011 on the Establishment of Legislation art 9(2). 
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norms or rules stipulated in the lower regulation are inconsistent with the higher 

regulation, the Supreme Court might annul the lower regulation partially or entirely.7 

Supervision refers to the activities conducted by a financial regulator in performing its 

regulatory mandate to oversee activities of financial institutions and enforce 

regulations.8 These activities include collecting, reviewing and analysing various reports 

submitted by regulated entities; conducting examination or inspection of the activities of 

regulated entities; taking corrective action to resolve the problems of regulated entities; 

and imposing administrative sanction against regulated entities.9 The purpose of 

supervision is to ensure that financial institutions adequately manage their risks and 

conduct their business in a fair and transparent manner.10 

Based on this distinction, Section 3.2.1 reviews traditional regulatory regimes and 

Section 3.2.2 reviews traditional supervisory regimes. This discussion provides a basis 

for analysing the issues posed by financial conglomerates in Section 3.3. 

3.2.1. Gaps in the Traditional Regulatory Regimes 

Traditionally, in Indonesia, each individual entity within a financial conglomerate was 

subject to various regulations that govern its activities. These include the ICL 

(Indonesian Company Law), accounting standards and the financial regulations of its 

pertinent sector (capital market regulations, insurance regulations, banking regulations 

and multi-finance regulations). The following sub-sections review these regulations to 

identify their gaps in regard to addressing financial conglomerates and how those gaps 

might contribute to the issues posed by financial conglomerates. 

 
7  See also Hamid Chalid, ‘Dualism of Judicial Review in Indonesia: Problems and Solutions’ (2017) 

7(3) Indonesian Law Review 367, 385. 
8  See John Armour et al, Principles of Financial Regulation (Oxford University Press, 2016) 577. 
9  Ibid 582. 
10  In the literature, supervision is often divided into two types: 1) prudential supervision which aims to 

ensure financial institutions adequately manage risks and 2) business conduct supervision which 

aims to ensure financial institutions conduct their business in a fair and transparent manner. See 

Ellis Ferran, ‘Institutional Design: The Choices for National Systems’ in Niamh Moloney, Eilís 

Ferran and Jennifer Payne (eds), The Oxford Handbook of Financial Regulation (Oxford University 

Press, 2015) ch 4; Michael W Taylor, ‘Regulatory Reform After Financial Crisis: Twin Peaks 

Revisited’ in Robin Hui Huang and Dirk Schoenmaker (eds), Institutional Structure of Financial 

Regulation: Theories and International Experiences (Routledge, 2015) ch 1; Marco van Hengel, 

Paul Hilbers and Dirck Schoenmaker, ‘Experiences With Dutch Twin Peak Model: Lesson For 

Europe’ in A Joanne Kellermann, Jakob de Haan and Femke de Vries (eds), Financial Supervision 

in the 21st Century (Springer, 2013) ch 12. 
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3.2.1.1. Company Law 

The ICL is the fundamental legislation governing all companies, including entities 

within financial conglomerates, in Indonesia.11 It is also the centrepiece of Indonesian 

corporate governance legislation.12 It provides for the legal status for the company and 

sets out the rules determining the legal relationship between the company, its 

shareholders and its boards.13  

The ICL recognises a company as a business entity established for the purpose of 

carrying out business activities.14 It requires a company to have business activities and 

state its business activities in its articles of association.15 Yet, it does not define the 

meaning of business activities. According to Prasodjo, one of the ICL’s drafters, the 

business activities mentioned in the ICL do not include investment on other company’s 

shares16 and such investment activity cannot be stated as the business activities in a 

company’s articles of association.17 However, the ICL allows a company to own shares 

in other companies as long as this is not its main activity and is approved by its GMS 

(General Meeting of Shareholders).18 Prasodjo noted that the ICL prohibits the 

establishment of a non-operating holding company which has no operational business 

activities other than owning shares in other companies.19 As will be discussed in 

Chapter 4, this has a significant impact on the Integrated Regulations because these 

regulations could not adopt the non-operating financial holding company (NOFHC) 

 
11  The Law No 40 of 2007 on Limited Liability Companies (Indonesian Company Law: ICL) was 

enacted on August 2007 to replace the Law No 1 of 1995. The ICL maintained all provision of the 

previous law, but increased the level of detail to support the implementation of good corporate 

governance in Indonesia. See Petra Mahy, ‘The Evolution of Company Law in Indonesia: An 

Exploration of Legal Innovation and Stagnation’ (2013) 61(2) The American Journal of 

Comparative Law 377, 415; Undang-Undang Nomor 40 Tahun 2007 tentang Perseroan Terbatas 

[Law No 40 of 2007 on Limited Liability Company] (Indonesia) general elucidation. 
12  See International Finance Corporation and Otoritas Jasa Keuangan, The Indonesia Corporate 

Governance Manual (International Financial Corporation and Otoritas Jasa Keuangan, January 

2014) 52. 
13  Ibid 64. The ICL adopts the two-tiered board system. 
14  See Law No 40 of 2007 on Limited Liability Company art 1(1). 
15  Law No 40 of 2007 on Limited Liability Company art 2. 
16  Ratnawati Prasodjo gave this explanation as an expert witness in Temasek Holding Ltd et al v 

Komisi Pengawas Persaingan Usaha. See Keputusan Mahkamah Agung No.496/K/Pdt.Sus/2008 

atas perkara Temasek Holding Ltd et al melawan Komisi Pengawas Persaingan Usaha [The 

Supreme Court Decision No 496/K/Pdt.Sus/2008 on the Case Between Temasek Holding Ltd et al v 

The Indonesian Business Competition Supervisory Commission] 1, 451. 
17  Ibid. 
18  See Law No 40 of 2007 on Limited Liability Company art 125(4). 
19  See Sulistiowati, Tanggung Jawab Hukum Pada Perusahaan Grup di Indonesia [Legal Liability of 

Corporate Group in Indonesia] (Penerbit Erlangga, 2013) 23. 
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concept to govern financial conglomerate and therefore, introduced the lead entity 

concept. 

Like most company law regimes, the ICL considers a company as a separate legal 

entity.20 A legal entity is also known as a juridical person or artificial person which is 

created by the law upon the process of incorporation and regarded to have an 

independent legal status similar to a natural person.21 The ICL stipulates that a company 

obtains its status as a legal entity upon registration with the Indonesian Ministry of Law 

and Human Right as the registrar of company.22 As a legal entity, a company has the 

ability and capacity to act in the legal sphere in its own name similar to a natural 

person.23 It can have assets and incur liabilities, enter into and enforce contracts, and 

can sue or be sued in its own name.24 It bears its own legal rights and responsibilities, 

independently and separately from other companies.25 

One of the implications of the ICL adopting the separate legal entity concept is that it 

does not allow for imposing legal obligations on a group of companies as a whole or to 

treating a company as a proxy for the group as a whole.26 Application of this principle 

can be seen in PT Adhiyasa Saranamas v PT Ladangrumpun Surabi, Guthrie Group, et 

al. In this case, the Banjarmasin High Court considered the legal entity concept of the 

ICL and ruled that, from a juridical perspective, a company cannot be held liable for the 

obligations of other companies despite those companies belonging to the same group 

and conducting their activities together as an economic unit.27 Drawing from this ruling, 

 
20  Law No 40 of 2007 on Limited Liability Company art 1(1). 
21  See Yetty Komalasari Dewi, ‘Liability of Legal Person in Indonesia: A Statutory and Practical 

Review’ (2013) 3(1) Indonesia Law Review 43; Eric W Orts, Business Persons: A Legal Theory of 

the Firm (Oxford University Press, 2013) ch 1; Ngaire Naffine, ‘Who Are Law’s Persons? From 

Cheshire Cats to Responsible Subjects’ (2003) 66(3) The Modern Law Review 346. 
22  The Indonesian Ministry of Law and Human Right is not a corporate regulator like the Australian 

Securities and Investments Commission in Australia. See Roman Tomasic, ‘The Challenge of 

Corporate Law Enforcement: Future Directions for Corporations Law in Australia’ (2006) 10 

University of Western University Law Review 1; Helen Bird et al, ‘ASIC Enforcement Pattern’ 

(Research Report, Centre for Corporate Law and Securities Regulation, The University of 

Melbourne, 2003). 
23  Ibid. 
24  See Sulistiowati, ‘Extension of Parent Company’s Liability Against Third Parties of Subsidiary 

Company’ (2011) Mimbar Hukum 40, 47. 
25  See John Armour, Henry Hansmann and Reinier Kraakman, ‘The Essential Elements of Corporate 

Law: What is Corporate Law?’ (Discussion Paper No 643, Harvard Law School, 2009); Nicholas 

James, ‘Separate Legal Personality: Legal Reality and Metaphor’ (1993) 5(2) Bond Law Review 

217. 
26  See Sulistiowati, above n 24. 
27  See Putusan Pengadilan Tinggi Banjarmasin No.47/PDT/2011/PT.BJM tanggal 16 Augustus 2011 

atas perkara PT Adhiyasa Saranamas melawan PT Ladangrumpun Surabi, Guthrie Group, dkk. 

[Decision of the Banjarmasin’s High Court No 47/PDT/2011/PT.BJM date 16 August 2011 on the 
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the legal entity concept has major legal ramifications for financial conglomerates. First, 

a financial conglomerate in its entirety as a group cannot be held accountable for the 

obligations of companies within the group. Second, a company within the financial 

conglomerate cannot be held accountable for the obligations of other companies within 

the group. This results in the lack of accountability of the financial conglomerates, as 

will be discussed in Section 3.3.5 below.28 

The ICL also adopts the limited liability principle. This principle is encapsulated in 

article 3(2) of the ICL, stating that the shareholders of a company are not personally 

liable for legal relationships entered into on behalf of the company and are not liable for 

the company’s losses in excess of their shares.29 This applies to all shareholders 

including the controlling shareholder. This shields the controlling shareholder from the 

obligations of the company30 (they cannot be held liable for the company’s obligations) 

even if they directly control and are involved in deciding the business strategies, 

policies and key decisions of the company.31 This provision has also contributed to a 

lack of accountability on the part of the financial conglomerate. 

 
Case Between PT Adhiyasa Saranamas v PT Ladangrumpun Surabi, Guthrie Group, dkk] 

(Indonesia) 29. There have also been cases where other Courts rejected petitions against a group of 

companies as a whole and, therefore, refused to impose legal obligation on the group of companies. 

See Putusan Pengadilan Hubungan Industrial No.40/G/PHI.PN.JKT.PST atas perkara Hendri 

Dunan cs melawan PT Great River International [Decision of the Industrial Court No 

40/G/PHI.PN.JKT.PST on the Case Between Hendri Dunan et al v PT Great River International] 

(Indonesia); Putusan Mahmakah Agung No.2810.K/Pdt/1989 tanggal 20 April 1993 atas perkara PT 

Ometraco Corporation Tbk melawas American Express Bank Ltd Singapore Branch et al [Decision 

of the Supreme Court No 2810.K/Pdt/1989 Dated 20 April 1993 on the Case Between PT Ometraco 

Corporation Tbk vs American Express Bank Ltd Singapore Branch et al] (Indonesia). 
28  See Stefan H C Lo, In Search of Corporate Accountability: Liabilities of Corporate Participants 

(Cambridge Scholars Publishing, 2016); Martin Petrin, ‘Assumption of Responsibility in Corporate 

Groups: Chandler v Cape Plc.’ (2013) 76(3) The Modern Law Review 603; Cheong-Ann Png, 

Corporate Liability: A Study in Principle of Attribution (Kluwer Law International, 2001); Gunther 

Tuebner, ‘The Many-Headed Hydra: Networks as Higher-Order Collective Actors’ in Joseph 

McCahery, Sol Picciotto and Colin Scott (eds), Corporate Control and Accountability: Changing 

Structures and the Dynamics of Regulation (Clarendon Press, 1993) 41–60; Hugh Collins, 

‘Ascription of Legal Responsibility to Groups in Complex Patterns of Economic Integration’ (1990) 

53(6) The Modern Law Review 731; Gunther Tuebner, ‘Unitas Multiplex: Corporate Governance in 

Group Enterprises’ in David Sugarman and Gunther Tuebner (eds), Regulating Corporate Group in 

Europe (Baden-Baden, Nomos, 1990) 67–104. 
29  Law No 40 of 2007 on Limited Liability Company art 3(2). 
30  Hansmann et al consider the limited liability principle as asset partitioning that ‘shields the assets of 

the [firm’s] owner[s] from the firm’s creditors’ (Henry Hansmann et al, The Anatomy of Corporate 

Law: A Comparative and Functional Approach (Oxford University Press, 2004) 9). 
31  See Sulistiowati ‘Limited Liability Dalam Limited Liability Pada Konstruksi Perusahaan Piramida’ 

[Limited Liability in Limited Liability on the Construction of Pyramid Companies] (2011) 23(2) 

Mimbar Hukum 237, 253; Kurt A Strasser and Phillip Blumberg, ‘Legal Form and Economic 
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Proponents of the Enterprise Law Theory32 point out that the application of the separate 

legal entity and limited liability principles create a range of problems in the context of 

corporate groups or conglomerates. For instance, Blumberg, in his article published in 

1986, discussed the disadvantages of the application of separate legal entity and limited 

liability principles to the corporate group.33 The disadvantages include unfairness and 

inefficiency for tort and other involuntary creditors, encouragement of excessively risky 

investments, increased information and monitoring costs, impairment of the market, and 

misrepresentation of the corporate group as a whole.34  

Similarly, Hadden argued that as ‘the law is still focused exclusively on individual 

company’, it does not provide ‘clear rules on the liability of the group for the 

obligations of its constituent companies’.35 He contended that ‘this makes it too easy for 

complex corporate groups to be used to confuse or defraud the business or investment 

communities’.36 He argued that ‘in almost every case the operation of a corporate group 

involves some systematic infringements of the traditional principles of company law 

and that in a few cases these infringements may involve or lead to much more serious 

abuses.’37 He discussed the forms of manipulation and abuse conducted by corporate 

groups or conglomerates, including the establishment of separate companies ‘to avoid 

liability to external creditors by relying on the limited liability of each constituent 

company within the group’ and the use of complex group structures to conceal the 

group business operation and financial condition.38  

Both Blumberg and Hadden advocated that the law should disregard the application of 

separate legal entity and limited liability principles to the corporate group and recognise 

the corporate group as a single entity to address the legal issues. In 2000, the Australian 

Companies and Securities Advisory Committee proposed a legal reform by adopting the 

 
Substance of Enterprise Groups: Implications for Legal Policy’ (2011) 1(1) Accounting, Economics, 

and Law 1, 4. 
32  Enterprise Law Theory considers a group of companies as a single entity. See Phillip I Blumberg, 

Kurt A Strasser and Nicholas L Georgakopoulos, Blumberg on Corporate Groups (Wolters Kluwer, 

2nd ed, 2019) 28.01. 
33  Phillip Blumberg, ‘Limited Liability and Corporate Groups’ (1986) 5 Connecticut Law Review 574, 

616–26. 
34  Ibid. 
35  Tom Hadden, ‘The Regulation of Corporate Groups in Australia’ (1992) 15(1) University of New 

South Wales Law Journal 61, 62. 
36  Ibid. 
37  Ibid 64. 
38  Ibid 65. 
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enterprise law theory to address the corporate groups.39 This reform involves the 

establishment of law that treats ‘a corporate group as one legal structure’; recognises the 

duty of the directors of group companies ‘to act in the overall group interest without 

reference to the interests of their particular group companies’; holds each group 

company ‘collectively liable for the contractual debts of all group companies’; and 

requires the corporate group to disclose their financial condition and intragroup 

transactions and exposures.40  

However, Stasser and Blumberg found that the legal thinkers, including courts, still hold 

the concept of separate legal entity to deal with corporate groups.41 They exposed that 

‘the legal thinking still starts from the outdated model that each corporation is a separate 

entity, and the legal mind is often unable to escape this self-imposed conceptual snare to 

look at the real business entity’ of corporate group or financial conglomerate as a single 

entity.42 They thus found that ‘the law still typically starts with this presumption of 

corporate separateness and limited liability within corporate groups.’43 Kurg also found 

that financial service regulations still hold the separate legal entity concept in which 

they focus on a company as a separate legal entity, ‘with little or no contemplation of 

affiliates, parent companies, subsidiaries, or multi-entity enterprises.’44 Similarly, 

Sulistiowati revealed that the Indonesian law also remains focused on the separate legal 

entity concept and thereby, disregarding the corporate group in its entirety as a group.45 

As a result, the separate legal entity and limited liability principles can be exploited by 

financial conglomerates to gain private benefits at the expense of their stakeholders.  

Further, the limited liability principle can have adverse consequences for entities within 

the financial conglomerate and their stakeholders.46 Particularly, it can encourage the 

 
39  See Australian Companies and Securities Advisory Committee, ‘Corporate Groups’ (Report, 

Australian Companies and Securities Advisory Committee, May 2000). 
40  Ibid 32. It is worth noting here that the Australian Companies and Securities Advisory Committee 

was not adopted. However, there was some case law where the courts have been willing to lift the 

corporate veil for tort liability within corporate groups, such as James Hardie case. See also, Lo, 

above n 28, 30–67; Jennifer Dickfos, ‘Enterprise Liability For Corporate Groups: A More Efficient 

Outcome For Creditors’ (2011) 25(3) Australian Journal of Corporate Law 242, 245. 
41  Strasser and Blumberg, above n 31, 8. 
42  Ibid 2. 
43  Ibid 3. 
44  Anita K Krug, ‘Escaping Entity-Centrism in Financial Services Regulation’ (2013) 113(8) Columbia 

Law Review 2039, 2042. 
45  Sulistiowati, above n 24, 43. 
46  See also Benny S Tabalujan, ‘Corporate Governance of Indonesian Banks: The Legal and 

Business Contexts’ (2001) 13 Australian Journal of Corporate Law 67; J Thomas Lindblad, 

‘Conglomerates in Indonesia: The Road to Power and Beyond’ in Alex E Fernandez Jiberto and 
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opportunistic attitude of and abuse of law by the controlling shareholder of a financial 

conglomerate to extract private benefits at the expense of entities within the financial 

conglomerate and other stakeholders (minority shareholders, depositors, investors, 

policyholders and creditors).47 For example, as the controlling shareholder of a financial 

conglomerate directly controls and decides on the business strategies, policies and 

decisions of companies within the financial conglomerate (as discussed in Section 

2.5.1),48 it can direct a company within a financial conglomerate to take high-risk 

business activities or transfer assets to another company or to itself.49 When the 

company incurs losses and gets into financial trouble, the controlling shareholder can 

wind up that company and use the limited liability principle to shield itself from that 

company’s obligations, leaving the losses to be borne by the minority shareholders, 

creditors and customers of that company.50 Given that the entities within financial 

conglomerates are financial institutions whose main activity is to gather money from 

customers (depositors, policyholders and investors), the abuse of the limited liability 

principle can result in a serious problem for those customers and the public at large. 

The ICL includes a provision for piercing the corporate veil that can be used to nullify 

the limited liability principle. Specifically, the ICL art 3(2) stipulates that the limited 

liability principle does not apply if: 

(i) the shareholders, either directly or indirectly, with bad faith, exploit the 

company for their personal interest; (ii) the shareholders are involved in illegal 

actions committed by the company; or (iii) the shareholders, either directly or 

indirectly, illegally utilize the assets of the company, which result in the company’s 

assets becoming insufficient to settle the company’s debt.51 

 
Barbara Hogenboom, Big Business and Economic Development: Conglomerates and Economic 

Groups in Developing Countries and Transition Economies Under Globalisation (Routledge, 2007) 

65; Alberto D Hanani, ‘The Indonesia Business Group: The Crisis in Progress’ in Sea-Jin Chang 

(ed), Business Groups in East Asia: Financial Crisis, Restructuring, and New Growth (Oxford 

University Press, 2006) 179. 
47  See also Sulistiowati, above n 24, 43–4. 
48  See Section 2.5.1. 
49  See Sulistiowati, above n 24, 43–4. 
50  The controlling shareholder often exploits the limited liability principle to extract private benefits at 

the expense of the company and its other stakeholders. This is referred to as ‘self-dealing’ or 

‘tunnelling’. See Eric Friedman, Simon Johnson and Todd Mitton, ‘Propping and Tunnelling’ 

(2003) 31(4) Journal of Comparative Economics 732; Seki Obata, ‘Pyramid Business Groups in 

East Asia: Insurance or Tunneling?’ (Working Paper No 2002-13, Center for Economic Institutions, 

Institute of Economic Research, Hitotsubashi University, 2003); Stijn Claessens, Simeon Djankov 

and Larry H P Lang, ‘The Separation of Ownership and Control in East Asian Corporations’ (2000) 

58(1) Journal of Financial Economics 81; Andrei Sheilfer and Robert W Vishny, ‘A Survey of 

Corporate Governance’ (1997) 52(2) Journal of Finance 737, 758. 
51  Law No 40 of 2007 on Limited Liability Company art 3(2). 
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The controlling shareholder becomes personally liable for the company’s liabilities and 

all their assets become available to satisfy those liabilities if they carried out one of the 

listed actions.52 However, to use this provision, an interested party bears the burden of 

proving that the shareholders conducted one of those actions. In practice, it is difficult 

to provide sufficient evidence of this, especially since Indonesia, unlike other 

jurisdictions,53 does not have a corporate regulator to conduct investigation of the 

company and enforce the ICL. Kohar found that the provision ‘is difficult to be applied 

in Indonesia, probably because the court has such difficulty gaining evidence that the 

[shareholder] ordered its [company] to commit illegal acts since the order itself is 

mostly done informally’.54 Sulistiowati and Antoni found, as of 2013, that no court 

decision had used this provision.55 These findings thus show that the piercing the 

corporate veil provision stipulated in the ICL has not been effectively implemented due 

to the difficulty of providing evidence of shareholder misconduct. 

The piercing the corporate veil provision is the only provisions provided by the ICL to 

hold the controlling shareholder responsible for company obligations. The ICL does not 

adopt the shadow director concept56 or de facto director concept57 to hold the 

controlling shareholder responsible.58 In Australia, the United Kingdom and other 

jurisdictions, these concepts are used to hold a person, including a controlling 

shareholder who exercises indirect influence or control by giving direction to the boards 

of the company as if they were a director of the company, accountable for a company’s 

obligations in relation to which the directors’ duties are owed to the company itself.A 

 
52  See Sulistiowati, above n 24, 53. 
53  For example, Australia has the Australian Securities and Investments Commission. See Ian Ramsay 

and Miranda Webster, ‘ASIC Enforcement Outcomes: Trends and Analysis’ (2017) 35(5) Company 

and Securities Law Journal 289; Joseph Zubcic and Robert Sims, ‘Examining the Link Between 

Enforcement Activity and Corporate Compliance by Australian Companies and the Implications for 

Regulators’ (2011) 53(4) International Journal of Law and Management 299. 
54  Astrid Emmeline Kohar, ‘Piercing Corporate Veil: A Comparative Study of The Doctrine Under the 

American and Indonesian Law’ (2012) 1(1) Juris Gentium Law Review 121, 131. 
55  Sulistiowati dan Veri Antoni, ‘Konsistensi Penerapan Doktrin Piercing The Corporate Veil Pada 

Perseroan Terbatas di Indonesia’ [The Consistency of the Implementation of Piercing the Corporate 

Veil Doctrine to the Limited Liability Companies in Indonesia] (2013) 3(2) Yustisia 23, 32. 
56  ‘Shadow director’ refers to a person whose directions or instructions the directors of a company are 

accustomed to act on. See Janet Dine and Marios Koutsias, Company Law (Palgrave MacMillan, 8th 

ed, 2014) 132. 
57  ‘De facto director’ refers to a person who, despite no valid appointment to directorship, acts and is 

treated as though they are de jure director. See Dine and Koutsias, above n 56. 
58  See Tony Budidjaja and Jono Yeo, Corporate Governance and Directors’ Duties in Indonesia: 

Overview (1 September 2017) Thompson Reuter Practical Law 

<https://uk.practicallaw.thomsonreuters.com/8-506-

7779?transitionType=Default&contextData=(sc.Default)&firstPage=true&comp=pluk&bhcp=1>. 
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director in breach of his or her obligations to the company may be found liable to  

compensate the company in relation to liabilities which the company incurs to third 

parties as a result of the breach.59  

The ICL stipulates that the GMS is the highest decision-making organ in the company.60 

The GMS has authority not given to the boards of a company61 such as appointing the 

members of the boards, approving the transfer of more than 50% of a company’s assets 

and winding up the company. The GMS makes its decision through majority voting 

based on shares held (one share equals one vote).62 Such a system allows the controlling 

or majority shareholder to determine the final result of the GMS and thus, determine the 

business strategies, policies and activities of the company as well as the appointment of 

board members. In a financial conglomerate, by using this system, the controlling 

shareholder can do these to the companies within the group in order to manage those 

companies as an economic unit.63 While the GMS with one share one vote system may 

be beneficial, it can be exploited by the controlling shareholder of a financial 

conglomerate and thus create problems for the companies within a financial 

conglomerate.64 For instance, the controlling shareholder can use the GMS to transfer 

the assets of a company to another company at below market value, often referred to as 

asset stripping.65 Further, it can appoint board members who will follow their directions 

and, thus, install rubber-stamp boards in the companies within the financial 

conglomerate.66 

The ICL stipulates the fiduciary duty of the boards of a company that require them to 

act in the best interest of the company. Specifically, it requires the boards of a company 

to act in good faith, with care, skill and diligence in a professional manner, and avoid 

 
59  See Kathy Idensohn, ‘The Regulation of Shadow Directors’ (2010) 22 South Africa Mercantile Law 

Journal 326, 327–8; Jillian McGregor, ‘Parent Company Liability as a Shadow Director’ (2004) 

56(2) Keeping Good Companies 112; Michael D Hobson, ‘The Law of Shadow Directorships’ 

(1998) 10(2) Bond Law Review 184; Pearlie Koh, ‘Shadow Director, Shadow Director, Who Art 

Thou?’ (1996) 14 Company and Securities Law Journal 340; Robert R Pennington, Company Law 

(Butterworth, 1995) 711. 
60  Law No 40 of 2007 on Limited Liability Company art 1(2). 
61  Law No 40 of 2007 on Limited Liability Company art 1(2). 
62  Law No 40 of 2007 on Limited Liability Company art 87(2). 
63  See Section 2.5.1. 
64  Renée Adams and Daniel Ferreira outline a number of issues resulting from a one vote, one share 

mechanism when a controlling shareholder exists including distortions in investment decisions, 

tunnelling, inefficiencies in the market for corporate control, formation of monopolies and 

inefficient perk consumption. See Renée Adams and Daniel Ferreira, ‘One Share-One Vote: The 

Empirical Evidence’ (2008) 12(1) Review of Finance 51, 52. 
65  Ibid. 
66  Ibid. 
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conflicts of interest.67 The ICL also stipulates that the members of the boards shall be 

personally liable for company losses if they fail this duty.68 However, the boards of 

companies that are part of corporate groups might find it difficult to fulfil this fiduciary 

duty,69 because members are appointed by the controlling shareholders whose 

instructions may be inconsistent with the company’s interests. Should the board 

members act against the controlling shareholders’ interests, they can be replaced by the 

controlling shareholders through the GMS with persons more willing to follow the 

directions of the controlling shareholders. Hence, board members usually put the 

interests of the controlling shareholders above the interests of the company as a whole 

to maintain their positions,70 thereby allowing controlling shareholders of financial 

conglomerates to extract private benefits. 

In sum, the above discussion has outlined the gaps in the ICL in regard to financial 

conglomerates. These gaps give rise to a number of issues, including lack of 

accountability, rubber-stamp boards and opportunistic behaviour of controlling 

shareholders such as self-dealing. These issues can create serious problems for financial 

supervision, consumer and public interests and the functioning of financial markets, as 

will be shown in Section 3.3. 

3.2.1.2. Accounting Standards 

The ICL requires companies to prepare an annual report that includes financial 

statements. It stipulates that the financial statements must be prepared in accordance 

with the Indonesian accounting standards.71 Dissimilar to the ICL, the Indonesian 

accounting standards recognise a group of companies as a single reporting unit. 

Specifically, the Indonesian accounting standard No 4 on consolidated and separate 

financial statements, derived from the International Accounting Standard No 27, 

considers the parent company and its subsidiaries as an economic unit and, thus, a 

 
67  Law No 40 of 2007 on Limited Liability Company arts 97(2), 114(2). 
68  Law No 40 of 2007 on Limited Liability Company arts 104(4), 114(5). 
69  See OECD, ‘Experience From the Regional Corporate Governance Roundtables’ (Report, OECD, 

2003) 13–19 <http://www.oecd.org/corporate/ca/corporategovernance principles/ 23742340.pdf>. 
70  See Abdul Basyith, Fitriya Fauzi and Muhammad Idris, ‘The Impact of Board Structure and 

Ownership Structure on Firm Performance: An Evidence From Blue Chip Firms Listed in Indonesia 

Stock Exchange’ (2015) 12(4) Corporate Ownership and Control 344, 348. 
71  The ICL arts 66(3), 68(1) also require that financial statements be audited if the company is a public 

company, has conducted business in financial sectors, has total assets of more than IDR50 billion, or 

is mandated by other laws and regulations to do so. 
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single reporting entity.72 This standard requires the parent company to consolidate its 

financial statements with its subsidiaries’ financial statements. The procedures for 

consolidating financial statements are: 

(i) [combining] like items of assets, liabilities, equity, income, expenses and cash 

flows of the parent with those of its subsidiaries; (ii) [offsetting] (eliminating) the 

carrying amount of the parent’s investment in each subsidiary and the parent’s 

portion of equity of each subsidiary; and (iii) [eliminating] in full intragroup assets 

and liabilities, equity, income, expenses and cash flows relating to transactions 

between entities of the group.73 

However, due to these procedures, the consolidated financial statements have several 

limitations that prevent them from providing an accurate picture of the financial 

conditions of a vertical business group including a vertical financial conglomerate. First, 

they may provide a good impression of solvency and liquidity that may be misleading 

when ‘some firms [within the group] are in a strong position while others are in a weak 

financial condition’.74 Second, they may fail ‘to provide relevant information on intra-

group operating and cash flows and indebtedness which is necessary for [financial] 

evaluation in situations where substantial interdependencies are involved’.75 Last, 

combined ratios and other measures may be distorted.76 As a result, the consolidated 

financial statements fail to provide information regarding financial difficulties, potential 

insolvencies, and poor financial performance of the entities within a vertical financial 

conglomerate.77 

Moreover, the accounting standards do not require a horizontal financial conglomerate, 

comprising sister companies with no capital linkage to each other to provide 

consolidated financial statements. They only require the parent and its subsidiaries that 

have capital linkage to each other to provide consolidated financial statements. This 

provides a loophole by which financial conglomerates can circumvent the consolidated 

 
72  See Ikatan Akuntan Indonesia [Indonesian Accounting Association], Pernyataan Standard 

Akuntansi Nomor 4 Laporan Keuangan Konsolidasi dan Tersendiri [Indonesian Accounting 

Standard No 4 on Consolidated and Separate Financial Statements] (Ikatan Akuntan Indonesia, 

2009). 
73  See Ernst and Young, International GAAP 2016: Generally Accepted Accounting Principles Under 

International Financial Reporting Standards (John Wiley and Sons, 2016) 443. 
74  See also Trevor Wilkins, ‘Risks in Lending to Groups of Companies’ (1985) 4 The Finsia Journal of 

Applied Finance 36, 38. 
75  Ibid. 
76  Ibid. 
77  See Aileen Pierce and Niamh Brennan, Principles and Practice of Group Accounts: A European 

Perspective (Thomson Learning, 2003) 17. 
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accounting standard. A horizontal structure78 may be chosen by financial conglomerates 

to avoid the consolidated financial statements requirements to conceal the actual 

financial condition of the financial conglomerate in its entirety as a group. For example, 

a wealthy person can own majority shares in a number of financial institutions in which 

these financial institutions have no capital linkage to each other or sister companies to 

each other. The accounting standards do not require financial institutions within this 

group to consolidate their financial statements, including disclosing their detailed 

intragroup transactions and exposures. As a result, external parties (such as creditors, 

investors and regulators) cannot comprehend the actual financial and business condition 

of, or assess the risks posed by, the horizontal financial conglomerate due to the non-

existence of the consolidated financial statements and detail information of intragroup 

transactions and exposures.  

Overall, the discussions show that the Indonesian accounting standards fail to ensure 

adequate disclosure of the financial statements of financial conglomerates, contributing 

to a lack of transparency of financial conglomerates. This impedes financial supervisors, 

investors, creditors and customers assessing the actual business operation, financial 

condition and risks of the financial conglomerate and, thus, their ability to make a well-

informed decision.  

3.2.1.3. Capital Market Law and Regulations 

A securities company within a financial conglomerate is subject to the capital market 

regulations in addition to the ICL. The primary legislation governing the securities 

company is the Indonesian Capital Market Law (Law No.8 of 1995; hereafter ICML).79 

The ICML established Bapepam-LK and gave it regulatory and supervisory power over 

capital market.80 As mentioned in Section 1.2 of chapter one, this power was taken over 

by OJK on December 2012.81 The ICML required a company to obtain a license from 

the Bapepam-LK to conduct securities business activities82 that may involve brokerage 

 
78  As discussed in Section 2.3.2 of Chapter Two, horizontal structure refers to the sister companies. In 

this group, the companies within a financial conglomerate do not have capital link to each other. 

They are considered as a financial conglomerate by virtue of being controlled by the same party or 

controlling shareholder. 
79  Undang-Undang Nomor 8 Tahun 1995 tentang Pasar Modal [Law No 8 of 1995 on the Capital 

Market] (Indonesia). 
80  Law No 8 of 1995 on the Capital Market arts 3(1)–(2).  
81  See also Undang-Undang Nomor 21 Tahun 2011 tentang Otoritas Jasa Keuangan [Law No 21 of 

2011 on the Financial Service Authority] (Indonesia) art 55(1). 
82  Law No 8 of 1995 on the Capital Market art 30(1). 
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(buying and selling securities based on clients’ orders), underwriting (providing service 

to client that wants to issue securities), investment advisory (advising clients regarding 

the buying and selling of securities), proprietary trading (buying and selling securities 

for its own account) and investment management (managing collective investment 

scheme for investors based on contract, such as a mutual fund).83 It focuses on the 

security company as a single entity. 

The ICML aims to ensure that the capital market is conducted in an orderly and fair 

manner and that public investors are protected from harmful and illegal practices.84 This 

is achieved through the business conduct rules that must be followed by a securities 

company.85 These include rules regarding conflicts of interest and mutual funds that 

relate to some aspects of financial conglomerates. 

Under the conflicts of interest rules, a securities company is required to avoid conflicts 

of interest and, when these cannot be avoided, ensure fair treatment of its customers.86 

In doing so, a securities company must put in place a policy to prevent or limit the 

spread of confidential information from one department to another within the company 

 
83  Law No 8 of 1995 on the Capital Market art 30(2). 
84  Law No 8 of 1995 on the Capital Market general elucidation. 
85  In the international guidance published by the International Organisation of Securities Commissions 

(IOSCO), business conduct rules are fundamental elements of the securities regulation. See IOSCO, 

‘Objective and Principle of Securities Regulation’ (IOSCO, May 2003) 35. 
86  To avoid conflicts of interest, the ICML prohibits securities company from 1) influencing or 

pressuring clients to act in ways contrary to their interests; 2) concealing material information from 

clients or making misrepresentations regarding their business capabilities or financial condition; 3) 

recommending that clients buy or sell securities without revealing that the securities company has an 

interest in such securities; 4) buying or holding in its name or in the name of an affiliated legal 

person, securities of an over-subscribed public offering, with respect to which the securities firm is 

the underwriter or selling agent, until orders of unaffiliated persons are filled; 5) executing 

transactions for their own account or for the account of affiliated persons until all buy and sell orders 

with respect to the same securities for unaffiliated clients have been executed; and 6) engaging in 

securities transactions of a particular issuer or public company in which it has inside information of 

that issuer or public company, unless the transaction is made for the account of and in accordance 

with instructions of a client and it makes no recommendation to the client with respect to such 

securities. See Law No 8 of 1995 art 35. See also Keputusan Ketua Bapepam-LK No Kep- 

29/PM/1996 (Peraturan No.V.E.1) tentang Perilaku Perusahaan Efek Yang Melakukan Kegiatan 

Usaha Sebagai Pedagang Perantara Efek [Decision of the Chairman of Bapepam-LK No Kep-

29/PM/1996 (Rule No V.E.1) on Code of Conduct for Securities Company Acting as Broker-Dealer] 

(Indonesia); Keputusan Ketua Bapepam-LK No Kep-30/PM/1996 (Peraturan No V.f.1) tentang 

Perilaku Perusahaan Efek Yang Melakukan Kegiatan Usaha Sebagai Penjamin Emisi Efek 

[Decision of the Chairman of Bapepam-LK No Kep-30/PM/1996 (Rule No V.F.1) on Code of 

Conduct for Securities Company Acting as Underwriter] (Indonesia); Keputusan Ketua Bapepam-

LK No Kep-33/PM/1996 (Peraturan No.V.H.1) tentang Perilaku Yang Dilarang Bagi Penasihat 

Investasi [Decision of the Chairman of Bapepam-LK No Kep-33/PM/1996 (Rule No V.H.1) on the 

Restricted Conducts of Investment Advisor] (Indonesia); Keputusan Ketua Bapepam-LK No Kep-

31/PM/1996 (Peraturan No.V.G.1) tentang Perilaku Yang Dilarang Bagi Manajer Investasi 

[Decision of the Chairman of Bapepam-LK No Kep-31/PM/1996 (Rule No V.G.1) on the Restricted 

Conducts of Investment Manager] (Indonesia). 
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or from the company to other affiliated parties. This is to minimise the opportunity and 

incentive to exploit such information (insider trading) and prevent harm to customers or 

third parties.87 This policy is often referred to as the Chinese Wall policy.88 In regard to 

a financial conglomerate, the Chinese Wall policy aims to prevent a securities company 

from providing confidential information to other entities within the financial 

conglomerate or its controlling shareholder. Yet, the policy does not regulate the flow of 

information from other companies within the financial conglomerate to a securities 

company. Those other entities might have customer information that can be used by the 

security company, for example, a bank’s information on a potential borrower that can be 

used by a security company when buying or selling securities of that borrower on its 

own account or giving advice to its client for buying and selling those securities. As 

such, the ICML’s conflicts of interest rules are insufficient to address conflicts of 

interest within a financial conglomerate. Moreover, the enforcement of the rules is very 

weak. The World Bank found that detecting and enforcing violation of conflicts of 

interest rules ‘has proven to be a significant challenge’ in Indonesia89 and that 

Bapepam-LK had been largely ineffective in this role.90 As a result, the conflicts of 

interest rules have been ineffective in preventing conflicts of interest in financial 

conglomerates. 

As discussed in Chapter 2, mutual funds are the main product of investment managers 

of securities company to gather money from retail investors for the purpose of investing 

in a portfolio of securities such as stocks, bonds, money market products and time 

deposits.91 Within a financial conglomerate, these funds are generally distributed to 

retail investors through cross-selling performed by other entities, especially commercial 

banks.92 Since a mutual fund is a capital markets product, it is regulated by the ICML. 

 
87  See Law No 8 of 1995 on the Capital Market art 35. 
88  See H Nejat. Seyhun, ‘Insider Trading and the Effectiveness of Chinese Walls in Securities Firms’ 

(2007) 4 Journal of Law, Economic, and Policy 369; Andrew Tuch, ‘Investment Banks as 

Fiduciaries: Implications for Conflicts of Interest’ (2005) 29(2) Melbourne University Law Review 

478, 478; Stephen A Lumpkin, ‘Supervision of Financial Services in OECD Areas’ (2002) 81 

OECD Journal Financial Market Trends 81, 87. 
89  World Bank, ‘Report on the Observance of Standards and Codes (ROSC): Corporate Governance 

Country Assessment Indonesia 2010’ (Report, World Bank, April 2010) 16. 
90  Ibid. 
91  See Section 2.4.1. 
92  Ibid. 
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The ICML required investment managers to obtain a license from Bapepam-LK to offer 

mutual funds.93 Bapepam-LK stipulated several requirements for obtaining that 

license.94 Investment managers must provide disclosure of a mutual fund in the form of 

a prospectus95 and provide the advertising material.96 The advertising material should at 

least contain the statements that the mutual fund involves risk and that investors should 

read the mutual fund prospectus before deciding to buy the mutual fund.97 They must 

not include any misleading statements such as certainty of profit.98 Bapepam-LK also 

issued a regulation regarding the code of conduct for selling agents of mutual funds to 

protect retail investors from misconduct.99 This regulation requires selling agents to 

ensure that a potential investor has read the prospectus of a mutual fund before deciding 

to invest.100 Selling agents must inform potential investors that the mutual fund is a 

capital markets product and that their company is not responsible for the performance of 

the mutual fund.101 In principle, the purpose of these regulations is to ensure potential 

investors have sufficient information to assess the potential risks and rewards of their 

investment in a mutual fund and prevent misselling or other fraudulent activities. 

There are several issues associated with mutual funds. First, the prospectus prepared by 

the investment manager often provides inadequate information on the investment 

policy; the type, detail and concentration of securities that would be purchased by 

 
93  Law No 8 of 1995 on the Capital Market art 18(3). 
94  See Keputusan Ketua Bapepam-LK No Kep-430/BL/2007 (Peraturan No.IX.C.5) tentang 

Pernyataan Pendaftaran Dalam Rangka Penawaran Umum Reksa Dana Berbentuk Kolektif 

[Decision of the Chairman of Bapepam-LK No Kep-430/BL/2007 (Rule No IX.C.5) on Registration 

Statement for a Public Offering of Mutual Fund in the Form of Collective Investment Contract] 

(Indonesia). 
95  The prospectus of a mutual fund must contain at least 1) the mutual fund’s goals or objectives; 2) its 

investment strategies; 3) its risks; 4) the kind of investors for whom the fund might be an 

appropriate or inappropriate investment; 5) a table showing fees and expenses of the fund; 6) a 

calculation of the variability of the fund’s performance in the last five years (or the life of the fund) 

accompanied by standardised performance data for the fund; 7) the name of the fund’s investment 

adviser; 8) how investors may purchase shares of the fund, including any minimum investments; 9) 

how investors may redeem their shares; 10) when and how distributions are made by the fund; and 

11) other services the fund offers to investors. See Decision of the Chairman of Bapepam-LK No 

Kep-430/BL/2007 (Rule No IX.C.5) on Registration Statement for a Public Offering of Mutual Fund 

in the Form of Collective Investment Contract.; World Bank, Unlocking Indonesia’s Domestic 

Financial Resources: The Role of Non-Bank Financial Institutions (Report, World Bank, 2006) 103. 
96  See Keputusan Ketua Bapepam-LK No Kep-19/PM/2004 (Peraturan No.IX.D.1) tentang Pedoman 

Iklan Reksa Dana [Decision of the Chairman of Bapepam-LK No Kep-19/PM/2004 (Rule No 

IX.D.1) on the Guideline of Mutual Fund Advertisement] (Indonesia). 
97  Ibid. 
98  Ibid. 
99  See Keputusan Ketua Bapepam-LK No Kep-11/BL/2006 (Peraturan No.V.B.4) tentang Perilaku 

Agen Penjual Reksa Dana [Decision of the Chairman of Bapepam-LK No Kep-11/BL/2006 (Rule 

No V.B.4) on the Code of Conduct of the Mutual Fund’s Selling Agent] (Indonesia). 
100  Ibid. 
101  Ibid. 
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investment managers; and calculations of the net asset value of the mutual fund.102 

Second, investors often do not read the prospectus or advertising materials in detail and 

simply believe the explanations provided by selling agents. Third, selling agents do not 

provide clear explanation about the risks of a mutual fund,103 often failing to explain 

that they are a capital markets product, thus, creating the impression that they are a 

banking product.104 Fourth, Bapepam-LK did not closely monitor the practice of selling 

agents, especially when those selling agents are bank or insurance company employees 

carrying out cross-selling.105 As a result, many frauds occurred from the cross-selling of 

mutual funds by financial conglomerates and resulted in massive losses to investors.106 

In sum, the above discussions show that the ICML fails to protect public investors’ 

interests, address conflicts of interest in financial conglomerates, or prevent misselling 

and fraud related to mutual funds. 

3.2.1.4. Insurance Law and Regulations 

Insurance companies are subject to the insurance regulations and the ICL. The primary 

legislation governing insurance companies is the Indonesian Insurance Law (Law No 40 

of 2014: the IIL).107 The IIL replaced the Law No 2 of 1992, but it retained most of its 

provisions. It gave OJK regulatory and supervisory power over the insurance sector108 

(previously, this had rested with the Minister of Finance who delegated it to Bapepam-

LK).109 It requires a company to obtain a license from OJK to carry out insurance 

business activities.110 

The IIL aims to ensure ‘the protection of the policyholder, beneficiaries or 

claimants’.111 It defines ‘insurance’ as the contract between an insurer and policyholder 

where the insurer promises, in return for a money consideration (premium), to pay the 

policyholder money (claims) ‘for loss, damage, costs incurred, lost profits, or legal 

 
102  See World Bank, above n 95, 103. 
103  Ibid. 
104  Ibid. 
105  See Lloyd M Kenward, ‘Developing Indonesia’s Mutual Fund Industry: A Tale of Booms, Busts, 

Frauds, and Scandals’ in Anwar Nasution (ed), Macroeconomic Policies in Indonesia: Indonesia 

Since the Asian Financial Crisis of 1997 (Routledge, 2015) 85, 109. 
106  See Ibid 90–1. 
107  Undang-Undang Nomor 40 Tahun 2014 tentang Perasuransian [Law No 40 of 2014 on Insurance] 

(Indonesia). 
108  Law No 40 of 2014 on Insurance art 1(35). 
109  Undang-Undang Nomor 2 Tahun 1992 tentang Perasuransian [Law No 2 of 1992 on Insurance] 

(Indonesia) art 10. 
110  Law No 40 of 2014 on Insurance art 8(1). 
111  Law No 40 of 2014 on Insurance general elucidation. 
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liability to third parties that may be suffered by the insured or policyholder due to the 

occurrence of an uncertain event’ or death.112 This definition implies the characteristic 

business of an insurance company, ‘the reversal of the production cycle insofar as 

premiums are collected when the contract is entered into and claims arise only if a 

specified event occurs’.113 It indicates the risks of insurance companies—technical 

(underwriting) risks,114 asset–liabilities mismatch115 and other risks116 associated with 

its liabilities117—which mainly arise from the liability side of the balance sheet.118 Thus, 

the prudential regulatory and supervisory regime in the insurance sector has focused on 

the liability side of the balance sheet to ensure that an insurance company maintains its 

solvency and, thereby, its ability to pay policyholders’ claims.119 

Under the IIL, an insurance company is required to manage its assets and liabilities in a 

prudent manner.120 In particular, it must place its investment in high quality and 

marketable securities to assure its ability to pay policyholders’ claims.121 In doing so, it 

can only invest up to 25% of its total investment in its affiliated company’s securities or 

 
112  Law No 40 of 2014 on Insurance art 1(1). The international guidance published by the IAIS stated 

that the purpose of insurance regulation is to maintain ‘a fair, safe and stable insurance sector for the 

benefit and protection of the interests of policyholders, beneficiaries and claimants’ as well as 

‘contributing to the stability of the financial system.’ See International Association of Insurance 

Supervisors (IAIS), ‘Insurance Core Principles’ (IAIS, November 2017) 4. 
113  See Ibid 4. 
114  Technical (underwriting) risk is ‘the risk of a change in value due to a deviation of the actual claims 

payments from the expected amount of claims payments (including expenses)’. See Comité 

Européen des Assurances and Groupe Consultatif Actuariel Européen, Solvency II Glossary (March 

2007) 55 <https://www.actuaries.org/CTTEES_SOLV/ Documents/Solvency2_ 

Glossary_2007_03.pdf>. 
115  Asset–liabilities mismatch risk is the ‘risk of a change in value from a deviation between asset and 

liability cash flows, prices, or carrying amounts, caused by a change in actual cash flows (for assets 

and/or liabilities); a change in the expectations on future cash flows (for assets and/or liabilities); or 

accounting inconsistencies’. See Comité Européen des Assurances and Groupe Consultatif Actuariel 

Européen, Solvency II Glossary (March 2007) 13 <https://www.actuaries.org/CTTEES_SOLV/ 

Documents/Solvency2_ Glossary_2007_03.pdf>. 
116  Other risks include claims risk, catastrophe risk (‘the risk that a single event, or series of events, of 

major magnitude leads to a significant deviation in actual claims from the total expected claims’) 

and lapse risk (‘the risks of a change in value caused by deviations from the actual rate of policy 

lapses from their expected rates’). See Comité Européen des Assurances and Groupe Consultatif 

Actuariel Européen, Solvency II Glossary (March 2007) 36 

<https://www.actuaries.org/CTTEES_SOLV/ Documents/Solvency2_ Glossary_2007_03.pdf>. 
117  See IAIS, above n 112, 4. 
118  See Lumpkin, above n 88, 85. 
119  Ibid. 
120  See Law No 40 of 2014 on Insurance art 21(3). 
121  Law No 40 of 2014 on Insurance art 21(4). See also Peraturan Otoritas Jasa Keuangan Nomor 

71/POJK.05/2014 tentang Kesehatan Keuangan Perusahaan Asuransi and Perusahaan Reasuransi 

[OJK Regulation No 71/POJK.05/2014 on the Financial Soundness of Insurance Company and 

Reinsurance Company] (Indonesia) art 5(1). 
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assets.122 It is also prohibited from making loans to and transferring assets on a non-

arm’s length basis to its shareholders and affiliated companies.123 These regulatory 

requirements aim to prevent insurance companies within financial conglomerates from 

controlling shareholder opportunism and reduce financial interconnection with other 

entities within the group (thereby reducing potential contagion risk). 

However, critical analysis of those requirements shows that the limit is based on the 

total investment of the insurance company. The total investment includes the premium 

obtained from its policyholders and debts obtained from other companies, and thus, it is 

much higher than the available capital of the insurance company. Accordingly, the 

regulatory requirement does not prevent an insurance company from investing in its 

related parties, including other entities within a financial conglomerate, above its capital 

capacity to absorb risk. As a result, the insurance company may still be susceptible to 

contagion risk arising from the risks in other entities within the financial conglomerate. 

As discussed in Chapter 2, insurance companies have been offering unit-linked products 

that combine insurance and mutual funds.124 Although the unit link products involve 

mutual funds, they are not subject to the ICML. Instead, they are only subject to the 

insurance regulations which are more relaxed than the capital markets regulations 

discussed in Section 3.2.1.3.125 In this regard, the seller of a unit-linked product is only 

required to disclose general risks.126 It is not required to disclose information regarding 

the custodian bank or investment manager.127 There is no specific rule for calculating 

the value of individual items in a unit-linked product, sellers are required to disclose 

their method for valuation.128 The mutual funds element of the unit-linked product is 

allowed to invest in other mutual funds and is not required to disclose the detail of the 

securities that will be purchased. This provides the investment managers of unit-linked 

products with complete discretion to determine the portfolio of investment.129 Such 

discretion might encourage opportunistic behaviour by investment managers such as 

 
122  OJK Regulation No 71/POJK.05/2014 on the Financial Soundness of Insurance Company and 

Reinsurance Company art 12(2). 
123  OJK Regulation No 71/POJK.05/2014 on the Financial Soundness of Insurance Company and 

Reinsurance Company art 14(1). 
124  See Section 2.4.1. 
125  See Keputusan Ketua Badan Pengawas Pasar Modal Dan Lembaga Keuangan Nomor KEP-

104/BL/2006 tentang Produk Unit Link [Decision of the Chairman of Bapepam-LK No Kep-

430/BL/2007 (Rule No IX.C.5) on Unit-Link Product] (Indonesia). 
126  See World Bank, above n 95, 103. 
127  Ibid. 
128  Ibid. 
129  Ibid. 
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using the fund to buy securities of affiliated companies, thereby manipulating or 

deflating the market price of those securities. In the event of a capital market shock due 

to adverse economic condition and resulting loss in the market price of the securities, 

the policyholders of the unit-linked product bear the losses. This is a clear gap in the 

insurance regulation that can be exploited by financial conglomerates to obtain benefits 

for the group at the expense of customers. 

In sum, the above discussions show that the IIL has not sufficiently protected 

policyholders’ interests. It allows insurance companies to provide intragroup loans 

above their capital capacity making them susceptible to contagion risk. It does not set 

prudent requirements regarding unit-linked products, leaving a loophole that can be 

exploited by financial conglomerates. These issues could result in massive losses to 

policyholders and unit-linked investors. 

3.2.1.5. Banking Law and Regulations 

Banks are subject to banking regulations and the ICL. The primary legislation 

governing banks is the Indonesian Banking Law (Law No 7 of 1992 on Banking as 

amended by the Law No 10 of 1998: the IBL).130 The IBL gave Bank Indonesia 

regulatory and supervisory power over the banking sector.131 As mentioned in Section 

1.2 of chapter one, this power was taken over by OJK in December 2013.132 The IBL 

requires a company to obtain a license from Bank Indonesia to carry out banking 

activities that include accepting funds from the public in the form of deposits and 

providing funds to the public in form of lines of credit.133 

The main objective of the IBL is to protect depositors’ interests, promote the safety and 

soundness of banks and safeguard the stability of the financial system.134 This is 

achieved through prudential principles135 which include secrecy of depositors’ 

information, asset allocation and consolidated risk management. These are further 

implemented through Bank Indonesia’s regulations. 

 
130  Undang-Undang Nomor 7 Tahun 1992 tentang Perbankan Sebagaimana Telah Diubah Dengan 

Undang-Undangan Nomor 10 Tahun 1998 [Law No 7 of 1992 on Banking as Amended by the Law 

No 10 of 1998] (Indonesia). 
131  Law No 7 of 1992 on Banking as Amended by the Law No 10 of 1998 art 2.  
132  Law No 21 of 2011 on the Financial Service Authority art 55(2). 
133  Law No 7 of 1992 on Banking as Amended by the Law No 10 of 1998 art16(1). 
134  Law No 7 of 1992 on Banking as Amended by the Law No 10 of 1998 general elucidation. 
135  Law No 7 of 1992 on Banking as Amended by the Law No 10 of 1998 general elucidation. 
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Under the IBL’s secrecy provision, a bank is required to keep any information relating 

to its depositors confidential.136 This requirement aims to prevent the use of depositors’ 

information in a way that might be detrimental to depositors’ interests.137 There are 

criminal penalties for breaching this requirement.138 Exceptions to this requirement are 

provided in the IBL, such as when the Governor of Bank Indonesia issues an order to a 

bank to disclose its depositors’ information139 and in the case of allowing other laws to 

achieve their regulatory goals (eg, anti-money laundering and taxation).140 Importantly, 

depositors can, as the owners of the information, provide an exception to the secrecy 

provision by granting a bank the authority to disclose their information.141 Many banks 

within financial conglomerates in Indonesia use this to circumvent the secrecy 

provision, either by a clause in deposit terms and conditions stating that the depositor 

grants the bank the authority to disclose their information to other parties or by asking 

potential depositors in the deposit account application form as to whether they grant the 

bank the authority to disclose their information to other parties. This information is then 

provided to other financial institutions within the financial conglomerate (usually so 

they can solicit the depositors to obtain their services). This situation gives rise to 

conflicts of interest. 

The IBL’s secrecy provision is only applied to depositors’ information. It does not 

apply to debtors’ information. Indeed, other financial institutions can access the debtors’ 

information through the debtor information system managed by Bank Indonesia.142 

Since debtor information is not confidential, banks within a financial conglomerate can 

provide this information to other financial institutions within the group. For example, a 

bank can provide a debtor’s information to a securities company within its group. The 

securities company can then use the information for buying or selling on its own 

account or advising a client in buying or selling the securities of the debtor. As 

discussed in Section 3.2.1.3, a securities company is only prohibited from using the 

confidential information of clients obtained in the course of its own business activities. 

 
136  Law No 7 of 1992 on Banking as Amended by the Law No 10 of 1998 art 40(1). 
137  Law No 7 of 1992 on Banking as Amended by the Law No 10 of 1998 general elucidation. 
138  Law No 7 of 1992 on Banking as Amended by the Law No 10 of 1998 arts 47(1)–(2). 
139  Law No 7 of 1992 on Banking as Amended by the Law No 10 of 1998 art 41A(1). 
140  See also Winnie Y Rolindrawan and Meta N Mustikaningrum, ‘Bank Secrecy and Data Protection in 

Indonesia’ on SSEK Law Firm, Indonesian Law Blog (26 October 2017) 

<https://www.ssek.com/blog/bank-secrecy-and-data-protection-in-indonesia>. 
141  Ibid. 
142  See Peraturan Bank Indonesia Nomor 9/14/PBI/2007 Tentang Sistem Informasi Debitur [Bank 

Indonesia Regulation No 9/14/PBI/2007 on Information System of Debtor] (Indonesia). 
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Thus, this gap in the IBL provides a way for securities companies within a financial 

conglomerate to use the information of bank’s customers. This gives rise to conflicts of 

interest and potential insider trading. 

The asset allocation rules require banks to diversify their assets to minimise exposure to 

risk. Under these rules, a bank is prohibited from providing lines of credit to one party 

or a group of parties above a certain regulatory limit and at a non-arm’s length basis.143 

This is known as the legal lending limit. Specific limits apply to banks’ related parties. 

Specifically, a bank is prohibited from providing lines of credit above 10% of its capital 

to its related parties.144 Related parties include shareholders, board members, 

employees, subsidiaries, sister companies and any other company that shares financial 

interdependence with the bank or any of the listed parties.145 The main purpose of the 

legal lending limit for related parties is to minimise contagion risk arising from the 

failure of related parties including other companies within a group. However, the IMF 

found a weakness of the legal lending limit in preventing contagion risk,146 specifically, 

that the legal lending limit does not include a bank’s equity participation in its 

subsidiaries.147 It also found that the legal lending limit does not address non-credit 

transactions between a bank and its related parties, such as acceptance and 

concentration of deposits of other companies within the group, outsourcing contracts, 

sourcing of supplies and many others.148 The IMF noted that a bank’s equity 

participation in subsidiaries and non-credit transactions with related parties might prove 

to be harmful to the bank149 and may become sources of contagion risk (risks in 

subsidiaries and related parties spread to the bank as a result of its equity participation 

and non-credit transactions). Thus, the legal lending limit has not fully addressed the 

potential contagion risk within financial conglomerates. 

 
143  Lines of credit include being in the form of a loan, placement in securities, acceptance and off-

balance sheet items (eg, derivative contract and bank guarantee). See Peraturan Bank Indonesia 

Nomor 7/3/PBI/2005 tentang Batas Maksimum Pemberian Kredit Bank Umum [Bank Indonesia 

Regulation No 7/3/PBI/2005 on Legal Lending Limit for Commercial Banks] (Indonesia) art 1(3). 
144  Bank Indonesia Regulation No 7/3/PBI/2005 on Legal Lending Limit for Commercial Banks art 4. 
145  Bank Indonesia Regulation No 7/3/PBI/2005 on Legal Lending Limit for Commercial Banks arts 

8(1)–(2). 
146  IMF, ‘Indonesia: Financial Sector Assessment Program—Basel Core Principles Assessment—

Detailed Assessment of Compliance’ (Report, IMF, December 2012) 61. 
147  Ibid. 
148  Ibid. 
149  Ibid. 
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The banking regulations, however, specify rules regarding consolidated risk 

management.150 These rules stipulate that a parent bank is responsible for the risk 

management of its group as a whole.151 Under these rules, a parent bank must assess the 

entire risks of its group as a whole.152 These risks include credit risk, market risk, 

liquidity risk, operational risk, strategic risk, legal risk, compliance risk and reputational 

risk both for a parent company and its subsidiaries.153 In assessing those risks, a parent 

bank must ensure that non-credit-related parties’ transactions are conducted on an arm’s 

length basis and consider the potential contagion risk of its subsidiaries to its business 

activities and the group’s business activities as a whole.154 The parent bank must also 

ensure its capital adequacy on consolidated basis to absorb its group risks.155 

Accordingly, these requirements can address the IMF-identified weaknesses of the legal 

lending limit rules relating to non-credit transactions. Importantly, these rules aim to 

enhance the risk management practice in the banking group or vertical financial 

conglomerates that comprises a parent bank and its subsidiaries.  

However, critical analysis of the consolidated risk management rules in Indonesian 

banking regulations shows that they have gaps in regard to addressing financial 

 
150  See Peraturan Bank Indonesia Nomor 8/6/PBI/2006 tentang Penerapan Manajemen Risiko Secara 

Konsolidasi Bagi Bank Yang Melakukan Pengendalian Terhadap Perusahaan Anak [Bank 

Indonesia Regulation No 8/6/PBI/2006 on Implementation of Consolidated Risk Management for 

Banks Performing Control on Subsidiary Companies] (Indonesia). This regulation was annulled by 

the OJK’s Regulation, but the latter maintains all the provisions of the former. See Peraturan 

Otoritas Jasa Keuangan Nomor 28/POJK.03/2017 tentang Penerapan Manajemen Risiko Secara 

Konsolidasi Bagi Bank Yang Melakukan Pengendalian Terhadap Perusahaan Anak [OJK 

Regulation No 28/POJK.03/2017 on the Implementation of Consolidated Risk Management for 

Bank That Control Other Companies as Its Subsidiaries] (Indonesia). 

This regulation applies to the parent bank that owned other financial institutions as its subsidiaries. 

It requires the parent bank to assess its group risks, but it does not require the parent bank to 

establish a group risk management policy or to ensure the implementation of risk management of its 

subsidiaries. As will be shown in Chapter Four, the Integrated Regulations also adopted similar 

approach in that they require the lead entity of financial conglomerate to assess risk management of 

its group as a whole. While the banking regulation on consolidated risk management and Integrated 

Regulations have similar legal hierarchy, there has been no debate regarding the banking regulation 

on consolidated risk management. Indeed, all the parent banks supported the banking regulation on 

consolidated risk management. As will be shown in Chapter Five, the vertical financial 

conglomerates (comprising the parent bank and its subsidiaries companies) also supported the 

Integrated Regulations. 
151  Bank Indonesia Regulation No 8/6/PBI/2006 on Implementation of Consolidated Risk Management 

for Banks Performing Control on Subsidiary Companies art 2(1). 
152  Bank Indonesia Regulation No 8/6/PBI/2006 on Implementation of Consolidated Risk Management 

for Banks Performing Control on Subsidiary Companies art 13(1).  
153  See Surat Edaran Bank Indonesia Nomor 13/24/DPNP tanggal 25 Oktober 2011 tentang Penilaian 

Tingkat Kesehatan Bank Umum [Bank Indonesia Circular Letter No 13/24/DPNP dated 25 October 

2011 on the Assessment of Bank Soundness] (Indonesia). 
154  Ibid. 
155  Ibid.  
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conglomerates. First, these rules exclude the risks of an insurance company that is a 

subsidiary of a parent bank.156 The consolidated risk management rules treat the risks 

inherent in an insurance company separately as a black box, meaning that the banking 

supervisors do not assess the risks of the subsidiary insurance company. Moreover, the 

bank supervisors do not pay attention to the activities of the subsidiary insurance 

company despite the fact that it is connected to the bank through capital and operational 

activities (eg, cross-selling or bancassurance). Thus, the consolidated risk management 

rules have not fully captured the risks of a vertical financial conglomerate. 

Second, these rules do not address risk concentration and risk aggregation involved in a 

financial conglomerate and, thus, fail to mitigate the adverse impact of those risks to the 

safety and soundness of the financial conglomerate and the stability of the financial 

system. Joint Forum found that the failure of many banks and financial regulators to 

identify and assess risk concentration and risk aggregation was an important factor 

contributing to the GFC.157 

Third, the consolidated risk management rules do not apply to horizontal financial 

conglomerates. As such, they do not address the group risks involved in horizontal 

financial conglomerates. Moreover, they are not adopted in the securities and insurance 

regulations. Hence, the risks involved in securities and insurance companies within a 

financial conglomerate are managed separately by each entity within the group due to 

non-existence of the consolidated risk management rules in those financial sectors. 

These gaps have given rise to the consolidated risk management issue in financial 

conglomerates. This issue is discussed in detail in Section 3.3.1. 

The above discussion demonstrates that the IBL fails to adequately address financial 

conglomerates. Its requirements only relate to some aspects of financial conglomerates 

and have a number of gaps, all of which are exploited by financial conglomerates. 

 
156  The main reason for such exclusion is that the risks inherent in insurance companies are very 

different from those in banks and, therefore, difficult to consolidate with the risks inherent in banks. 

Under these rules, the parent bank is required to separate the risks of bank products and insurance 

products when the parent bank and its insurance subsidiary offer a bundling product that combines a 

banking product and insurance product. See Bank Indonesia Regulation No 8/6/PBI/2006 on 

Implementation of Consolidated Risk Management for Banks Performing Control on Subsidiary 

Companies art 4; Bank Indonesia Circular Letter No 13/24/DPNP on the Assessment of Bank 

Soundness 138. 
157  Joint Forum, ‘Principles for Effective Risk Data Aggregation and Risk Reporting’ (Report, Joint 

Forum, January 2013) 1. 
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3.2.1.6. Multi-Finance Regulations 

Multi-finance companies are subject to multi-finance regulations and the ICL. The 

primary regulation governing multi-finance companies is the Presidential Regulation No 

9 of 2009 on Financing Companies.158 This regulation mandated the Minister of Finance 

to regulate and supervise multi-finance companies.159 The Minister of Finance delegated 

its mandate to Bapepam-LK which promulgated prudential regulations to implement the 

Presidential Regulation.160 The multi-finance regulation requires a company to obtain a 

license from the Minister of Finance to carry out financing business activities.161 It 

focuses on the multi-finance company as a single entity. 

The multi-finance regulation aims to promote alternative forms of financing for the 

public to support economic development.162 In the literature, alternative forms of 

financing are often discussed as a part of the shadow banking system163 which is 

defined by the Financial Stability Board as ‘credit intermediation involving entities and 

activities (fully or partially) outside the regular banking system’.164 This alternative 

form of financing is particularly needed by consumers (companies and persons) who 

have difficulty obtaining bank loans or debt securities.165 

 
158  Peraturan Presiden Nomor 9 Tahun 2009 tentang Lembaga Pembiayaan [Presidential Regulation 

No 9 of 2009 on Financing Companies] (Indonesia). 
159  Presidential Regulation No 9 of 2009 on Financing Companies art 8. 
160  The mandate to regulate, administer and supervise multi-finance sector was taken over by OJK on 

31 December 2012 per the OJK’s Law art 55(1). 
161  This requirement is stipulated in the Minister of Finance’s Regulation No 84/PMK.012/2006 on 

Multi-Finance Company. However, this regulation was annulled by the OJK Regulation No 

29/POJK.05/2014 on Licensing and Organisation of Multi-Finance Companies, but the latter 

maintained all the provisions of the former. See Peraturan Menteri Keuangan Nomor 

84/PMK.012/2006 tentang Perusahaan Pembiayaan [Minister of Finance’s Regulation No 

84/PMK.012/2006 on Multi-Finance Company] (Indonesia) art 8(1); Peraturan Otoritas Jasa 

Keuangan Nomor 29/POJK.05/2014 tentang Perizinan Usaha dan Kelembagaan Perusahaan 

Pembiayaan [OJK Regulation No 28/POJK.05/2014 on Licensing and Organisation of Multi-

Finance Companies] (Indonesia) art 76(1). 
162  Presidential Regulation No 9 of 2009 on Financing Companies, consideration. 
163  See Tobias Adrian and Adam B Ashcraft, ‘Shadow Banking: A Review of Literature’ in Garrett 

Jones (ed), Banking Crises: Perspectives from the New Palgrave Dictionary of Economic (Palgrave 

MacMillan, 2016) 282; Swati Ghosh, Ines Gonzalez del Mazo and İnci Ötker-Robe, ‘Chasing the 

Shadows: How Significant is Shadow Banking in Emerging Markets?’ (2012) 88 World Bank 

Economic Premise 1; Bryan J Noeth and Rajdeep Sengupta, ‘Is Shadow Banking Really Banking?’ 

(2011) 10 The Regional Economist 8; Zoltan Pozsar, ‘The Rise and Fall of the Shadow Banking 

System’ (2008) 44 Regional Financial Review 13. 
164  Financial Stability Board, ‘Global Shadow Banking Monitoring Report 2017’ (Report, Financial 

Stability Board, 10 May 2017) 1. 
165  See Waymond A Grier, Credit Analysis of Financial Institutions (Euromoney, 2nd ed, 2007) 240. 



93 

 

The multi-finance regulation specifies that a multi-finance company can provide 

consumer loans, leasing financing and factoring financing.166 However, it prohibits a 

multi-finance company from accepting funds from the public in form of savings or 

deposits.167 As such, a multi-finance company has three available sources of funding: 

raising capital, issuing bonds and obtaining loans from banks or other parties.168 

The multi-finance regulation is more relaxed compared to the regulation of other 

financial sectors (capital markets, insurance and banking). There are almost no 

requirements to minimise the risks in a financial conglomerate. 

The multi-finance regulation allows a multi-finance company to obtain debts up to 10 

times its capital.169 This requirement enables a multi-finance company to conduct 

financial leverage and, hence, take excessive risk for the purpose of increasing its 

market share and obtaining high return. If the multi-finance company obtained its debts 

from other companies within the group and got into financial distress, it could create 

contagion risk to those other entities and the group as a whole. 

The multi-finance financial regulation allows a multi-finance company to provide loans 

to related parties up to 50% of its capital.170 As such, a multi-finance company can get 

into financial distress if those related parties get into financial distress and fail to repay 

their debts. Thus, a multi-finance company becomes more susceptible to contagion risk 

arising from its related parties. 

The multi-regulation allows a multi-finance company to collect a 5% credit deposit (or 

‘down payment’) from automobile/vehicle loan borrowers.171 This requirement is much 

lower than the banking regulation (which requires a bank to collect a 25% credit deposit 

from automobile/vehicle loan borrowers).172 The main purpose of the credit deposit is to 

 
166  Presidential Regulation No 9 of 2009 on Financing Companies art 3. 
167  Presidential Regulation No 9 of 2009 on Financing Companies art 9. 
168  See World Bank, above n 95, 184. 
169  OJK Regulation No 29/POJK.05/2014 on Licensing and Organisation of Multi-Finance Companies 

art 46(1). 
170  OJK Regulation No 29/POJK.05/2014 on Licensing and Organisation of Multi-Finance Companies 

art 39(1). 
171  See Surat Edaran Otoritas Jasa Keuangan Nomor 47/SEOJK.05/2016 tentang Besaran Uang Muka 

Pembiayaan Kendaraan Bermotor Bagi Perusahaan Pembiayaan [OJK Circular Letter No 

47/SEOJK.05/2016 on Down-Payment Requirement in Financing Motor Vehicles for Multi-Finance 

Companies] (Indonesia). 
172  See Peraturan Bank Indonesia Nomor 18/16/PBI/2016 tentang Rasio Loan to Value untuk Kredit 

Properti, Rasio Financing to Value untuk Pembiayaan Properti, dan Uang Muka untuk Kredit atau 

Pembiayaan Kendaraan Bermotor [Bank Indonesia Regulation No 18/16/PBI/2016 on Loan-to-
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minimise credit risk. The lower the credit deposit, the higher the credit risk incurred by 

the lender. As such, a multi-finance company has a higher credit risk compared to a 

bank. Consequently, it creates a higher credit risk for the financial conglomerate as a 

whole. 

The multi-finance regulation requires a multi-finance company to secure its loans with 

credit insurance.173 Further, a multi-finance company must require its debtors to insure 

the pledged assets.174 The purpose of these requirements is to minimise the credit risk to 

a multi-finance company. However, these requirements could encourage a multi-finance 

company to conduct tying by requiring its debtors to obtain insurance from an affiliated 

insurance company. Thus, although the credit risk is shifted from the multi-finance 

company to its affiliated insurance company, it still remains in the financial 

conglomerate. 

The above discussion shows that under the traditional legal regime in Indonesia, a 

multi-finance company may become the source of risks in a financial conglomerate due 

to the relaxed multi-finance regulatory regime. 

3.2.1.7. Brief Comment on Traditional Regulatory Regimes 

The above discussions show that traditional regulatory regimes failed to address 

financial conglomerates and contributed to the issues posed by them. While several 

rules in the traditional regulatory regimes have dealt with some aspects of financial 

conglomerates, such as a piercing the corporate veil provision of the ICL, requirement 

for consolidated financial statements, the Chinese Wall policy of the ICML, investment 

limitations of the IIL, and a legal lending limit and the consolidated risk management of 

the IBL, several loopholes exist that can be exploited by financial conglomerates to 

circumvent those rules, putting customers and the financial market at risk. 

3.2.2. Issues in the Traditional Financial Supervisory Regimes 

As previously mentioned, the traditional regulatory regimes divided financial 

supervisory responsibility and authority among two agencies (Bank Indonesia for 

banking and Bapepam-LK for securities, insurance and multi-finance companies). This 

 
Value Ratio for Property Loan, Financing-to-Value Ratio for Property Loans, and Down Payment 

for Auto Loans] (Indonesia) art 18. 
173  OJK Regulation No 29/POJK.05/2014 on Licensing and Organisation of Multi-Finance Companies 

art 18(2). 
174  Ibid. 
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silo-sectoral arrangement resulted in a number of issues in dealing with financial 

conglomerates in their entirety as a group, as follows:175 

First, silo-sectoral supervisory agencies overlooked cross-sectoral activities conducted 

by financial conglomerates due to limited authority. Bank Indonesia, which oversaw the 

banking sector, could not obtain or act on information regarding cross-selling activities 

of mutual funds and insurance products conducted by banks, because those products 

were under the authority of Bapepam-LK.176 Bapepam-LK did not oversee the cross-

selling practices of mutual funds and insurance products conducted by banks, because it 

did not have authority to inspect banks.177 Moreover, those agencies had no power to 

take supervisory action against financial institutions outside their authority. As a result, 

they failed to detect and prevent fraudulent cross-selling activities of mutual funds and 

insurance products.178  

Second, silo-sectoral supervisory agencies failed to capture the entire risks of financial 

conglomerates due to the different supervisory focus. Each agency focused on the risks 

involved in financial institutions on a stand-alone basis in accordance with the nature of 

financial institutions under its supervision and employed a particular supervisory 

approach and applied different sets of skill and knowledge.179 The Bapepam-LK as 

capital market supervisor focused on business conduct and disclosure to protect 

 
175  Other issues of the silo model or sectoral supervisory agencies arrangement were a lack of 

accountability of the supervisory agencies, cost inefficiencies and inconsistent supervisory 

treatment. See David T Llewellyn, ‘Institutional Structure of Financial Regulation and Supervision: 

Some Basic Issues’ (Seminar Paper presented at Aligning Supervisory Structures With Country 

Needs, Washington DC, 6–7 June 2006); Jose de Luna-Martinez and Thomas A Rose, ‘International 

Survey of Integrated Financial Sector Supervision’ (Policy Research Working Paper No 3096, 

World Bank, July 2003); Richard K Abrams and Michael W Taylor, ‘Issues in the Unification of 

Financial Sector Supervision’ (Working Paper No WP/002/213, IMF, December 2000). 
176  See Bank Indonesia, ‘Banking Supervision Report 2005’ (Report, Bank Indonesia, 2006) 41. 
177  Ibid. 
178  Ibid. 
179  The focus of each supervisory agency’s risk assessments are reflected in their supervisory aim and 

the business nature of the financial institution under their authority. The banking supervisor focused 

on the asset side of the balance sheet, ‘with a view toward ensuring a proper valuation of those 

assets’ to ensure the safety and soundness of the bank. It emphasised credit risk, market risk, 

liquidity risk and operational risk as well as monitoring strategic risk, legal risk and compliance risk. 

The multi-finance supervisor focused on the asset side of the balance sheet. It emphasised credit 

risk. The insurance supervisor focused on the liability side of the balance sheet, with a view to 

proper valuation of those liabilities to protect policyholders’ interests. It emphasised technical 

(underwriting) risk and claim risk. The securities supervisor focused on disclosure to protect 

investors’ interests. It emphasised the compliance of the securities firm with the disclosure rules. 

See generally Joint Forum, ‘Risk Management Practices and Regulatory Capital: Cross-Sectoral 

Comparison’ (Report, Basel Committee on Banking Supervision, November 2001). 
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investors’ interests.180 It employed compliance-based supervision which involved 

checking compliance with the prescribed rules. It focused on a security company as a 

single entity and thus it does not adopt consolidated supervision that covers the 

securities company and its subsidiaries or sister companies. As the insurance supervisor, 

Bapepam-LK focused on the liability-side of the balance sheet, with a view towards 

ensuring a proper valuation of those liabilities to protect the policyholders’ interests.181 

It employed risk-based supervision which involved the identification, assessment, and 

mitigation of the major risks posed by the insurance companies under its supervision 

since 2014.182 It focuses on each insurance company as a single entity and thus, it did 

not adopt consolidated supervision that covers the insurance company and its 

subsidiaries or sister companies. The Banking Regulator (Bank Indonesia) has been 

focusing on the asset-side of the balance sheet, ‘with a view toward ensuring a proper 

valuation of those assets’ to ensure the safety and soundness of the bank.183 Moreover, 

the agencies had insufficient staff to adequately conduct supervisory risk assessment of 

the financial institutions under their authority.184 They did not take into account risk 

concentration arising from similar risk factors across entities within a financial 

conglomerate, risk aggregation resulting from interaction of those risks factors, and 

cross-sectoral risk transfer through intragroup transactions (eg, the transfer of credit risk 

from a bank to an insurance company).185 As a result, the risks involved in financial 

conglomerates were either unassessed or underestimated, although they threatened the 

stability of the financial system.186 

Third, the agencies did not establish good coordination among themselves.187 In fact, 

poor coordination and information sharing between financial supervisors is a well-

 
180  In many other countries, the securities regulator has been focusing on the business conduct via rules 

on information disclosure, rules relating to internal controls, and rules concerning so-called Chinese 

Walls to protect investors’ interests. See Lumpkin, above n 88, 85. 
181  Ibid. 
182  See Annisa Aninditya Wibawa, ‘OJK Rilis Penguatan Risk Based Supervision IKNB’ [OJK 

Introduces Risk Based Supervision for Non-Bank Financial Institutions] (Indonesia), Kontan 

(Online) 26 July 2013 <http://keuangan.kontan.co.id/ news/ojk-rilis-penguatan-risk-based-

supervision-iknb> 
183  See Bank Indonesia, Banking Supervisory Report 2012 (Bank Indonesia, 2013) 77. 
184  World Bank, above n 95, 8. 
185  See also Andrew Kuritzkes, Til Schuermann and Scott M Weiner, ‘Risk Measurement, Risk 

Management, and Capital Adequacy in Financial Conglomerates’ (2003) 2003(91) Brookings-

Wharton Papers on Financial Services 141. 
186  Ibid. 
187  Kenward, above n 105, 104. 
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known problem in Indonesia.188 The IMF and World Bank in 2010 found that ‘both 

formal and informal arrangements for ongoing information sharing and coordination’ 

between Bank Indonesia and Bapepam-LK are largely absent.189 Pradiptyo et al 

revealed in 2011 that coordination between Bank Indonesia and Bapepam-LK amounted 

to a formal meeting without meaningful information sharing and no measures were 

taken to address cross-sectoral issues.190 As a result, those agencies failed to address 

financial conglomerates in their entirety as a group. 

In short, the silo-sectoral supervisory agencies arrangement failed to capture the 

activities conducted by financial conglomerates and consider the risks arising from 

those activities and their impacts on consumers and the financial market. It also created 

supervisory gaps that could be exploited by financial conglomerates. To address this 

issue, the policymakers should eliminate silo-sectoral supervisory agencies arrangement 

and adopt integrated supervisory agency model. 

3.3. Issues Posed by the Financial Conglomerates and Their Adverse 

Impacts 

Having discussed the gaps in traditional Indonesian regulation and supervision 

pertaining to financial conglomerates, this section turns to explore the issues that arise 

for financial supervisors as well as financial markets and customers of financial 

conglomerates,  in dealing with those financial conglomerates. It outlines the impacts of 

those gaps and draws upon literature to provide a better understanding of the issues 

generally. It also discusses several cases involving financial conglomerates in 

Indonesia. While the specific issues that arise in dealing with financial conglomerates 

are interrelated, they are discussed as if they were distinct from each other for ease of 

discussion. 

3.3.1. Risk Management Issue 

An overarching issue of financial conglomerates is related to risk management. Nelson 

Tampubolon, former OJK Chief Executive for Banking Supervision, commented in 

 
188  Ibid 109. 
189  See The IMF and World Bank, ‘Indonesia: Financial System Stability Assessment’ (Report, The 

IMF and World Bank, September 2010) 45. See also, The IMF and World Bank, ‘Indonesia: 

Financial Sector Assessment Program—Basel Core Principles Assessment—Detailed Assessment of 

Compliance (Report, The IMF and World Bank, December 2012) 37. 
190  See also Rimawan Pradiptyo et al, ‘A Bridge Too Far: The Strive to Establish a Financial Service 

Regulatory Authority (OJK) in Indonesia’ (Paper No 32004, Munich Personal RePec Archive, 4 

July 2011) 16 <https://mpra.ub.uni-muenchen.de/32004/1/MPRA_ paper_32004.pdf>. 
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2015 that ‘there are…more risks in financial conglomerates’ compared to individual 

financial institution.191 The IMF stated that ‘the risks faced by the conglomerate as a 

whole may be larger than the sum of risks faced by individual units since the results of 

one unit may be affected by the actions of another unit’.192 This statement indicates that 

a financial conglomerate structure exacerbates the risks involved in various financial 

institutions and brings about new risks. The diagram in Appendix 1 provides a summary 

of the new risks in relation to financial conglomerates. The new risks include risk 

concentration, risk aggregation, risk contagion and systemic risk. These risks are 

discussed below. 

3.3.1.1. Risk Concentration  

Financial conglomerate brings about new risk concentration at a group level. The Joint 

Forum defines risk concentration as ‘an exposure with the potential to produce losses 

large enough to threaten a financial institution’s health or ability to maintain its core 

operations’.193 Risk concentration could occur from ‘both concentrations arising from 

large single risks involving exposures across the conglomerate and concentrations 

arising from the interaction of risks, which affect exposures in more than one sector’.194 

Risk concentration can take many forms including exposure to a similar counterparty, 

geographic area, industry sector and service providers.195 For example, a bank might 

have a large mortgage exposure in a geographical area in which an insurance company 

in the same financial conglomerate has provided home insurance. When a natural 

disaster occurs in the area, the bank might suffer bad loans, because the debtors are 

unable to repay their mortgage debts, and the insurance company must pay the 

mortgage insurance claims to policyholders for housing recovery. Accordingly, the risk 

concentration in a specific geographical area may create large losses for the financial 

conglomerate in its entirety as a group. The Joint Forum provides several other 

examples of how concentration risk could create large losses for a financial 

conglomerate in its entirety as a group, as follows: 

 
191  Nelson Tampubolon quoted in Cindy Silviana and Eveline Danubrata, ‘Indonesia Regulator to Issue 

Rules to Manage Risk at Financial Conglomerates’, Reuters (online), 26 June 2015 

<http://uk.reuters.com/article/indonesia-banks-idUKL3N0ZC1X520150626>. 
192  IMF, ‘Financial Sector Regulation: Issues and Gaps—Background Paper’ (IMF Background Paper, 

17 August 2004) 6. 
193  Joint Forum, ‘Risk Concentration Principle’ (Guidance, Joint Forum, December 1999) 2. 
194  Joint Forum, ‘Trends in Risk Integration and Aggregation’ (Report, Joint Forum, Basel Committee 

on Banking Supervision, August 2003) 5. 
195  Ibid 4. 
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Losses at the conglomerate level can reflect the aggregate of losses on similar types 

of exposures (e.g., bonds, loans and investments with the same obligor) across the 

sectors. These are the types of major losses which large exposure rules have 

traditionally tried to prevent. Losses can not only strain overall capital resources, 

but short-term liquidity may also be impaired if the position is very large relative to 

market size or market-making capacity. Positions can reach a large size relative to 

the market, even if the conglomerate adheres to large exposure rules at group level, 

because of the large capital base of some conglomerates. 

Losses could also reflect the interaction of risk factors. For example, the loss 

potential in a derivative or exchange rate contract resulting from an exchange rate 

depreciation may be intensified if the same price movement adversely affects the 

repayment ability of a counterparty or the financial stability of the counterparty’s 

country of residence. 

Losses can be further compounded in a conglomerate when the same external 

developments generate large losses in separate, apparently unrelated sectors, such 

as simultaneous losses after devaluation in foreign exchange trading in the bank 

and emerging market bond portfolios in the securities firm. 

Losses could also reflect the breakdown of previously observed correlations, such 

as occurs in a flight to quality in which all risky assets decline in value, where 

previously many of them were measured to be uncorrelated.196 

These examples show that large losses can arise from large exposures that could ‘be 

simply aggregated across sectors within the conglomerate or more complex 

concentrations arising from the correlation or interaction of risks’.197 Such large losses 

could adversely affect the safety and soundness of each entity within a financial 

conglomerate and the financial conglomerate as a whole. Traditional regulatory and 

supervisory regimes focus exclusively on the risk concentration in an individual entity 

and, thus, fail to capture or consider risk concentration in the financial conglomerate as 

a whole. 

3.3.1.2. Risk Aggregation 

Another risk posed by financial conglomerates is risk aggregation. Risk aggregation 

refers to the aggregation of risk factors across different entities within a financial 

conglomerate.198 It arises from the interaction of seemingly unrelated similar risk 

factors across different entities within a financial conglomerate at a group level.199 For 

example, credit risks involved in a bank, multi-finance company, insurance company 

and securities company are aggregated at the group level. Traditional regulatory and 

supervisory regimes treat risks involved in entities within financial conglomerates 

 
196  Ibid 7. 
197  Ibid. 
198  See Kuritzkes, Schuermann and Weiner, above n 185, 149. 
199  Ibid. 



100 

 

separately and, thus, fail to fully address risk aggregation at a group level.200 The Joint 

Forum showed that many international financial conglomerates do not properly measure 

risk aggregation across business lines within their groups and, thus, fail to consider risk 

aggregation at a group level and its adverse impact on their business operations and 

financial conditions.201 It also showed that silo-sectoral supervisors do not fully 

consider risk aggregation at a group level.202 Importantly, it revealed that such failure 

contributed to the 2008 GFC (global financial crisis).203 

3.3.1.3. Risk Contagion 

Risk contagion is another significant risk posed by financial conglomerates.204 It relates 

to the possibility that the problems in a member entity could have an adverse impact on 

other healthy member entities and the entire group.205 It can arise from two sources.206 

The first source is a direct financial connection or transaction between two or more 

entities within the group.207 For instance, an entity provides loans to other entities 

within the group. When a recipient entity gets into financial distress and fails to pay its 

debts, the provider entity could suffer financial distress. To mitigate risk contagion 

arising from financial connections or transactions, traditional regulatory regimes have 

regulatory limits for each type of financial institution in term of lending to related 

parties (discussed in Section 3.2). However, these regulatory limits do not address a 

financial conglomerate in its entirety as a group. As such, a financial conglomerate can 

easily circumvent the regulatory limits. As Bennet found, in Indonesia prior to the AFC 

(Asian Financial Crisis), many banks used complex group structures to conceal their 

intragroup loans that had exceeded the legal lending limits to affiliated companies from 

Bank Indonesia.208 He revealed that: 

 
200  See Luc Henrard and Ruben Olieslagers, ‘Risk Management of a Financial Conglomerate’, Risk 

Management Newsletter (Society of Actuaries, Illinois), March 2004, 13, 13. 
201  Joint Forum, ‘Development in Modelling Risk Aggregation’ (Report, Basel Committee on Banking 

Supervision, October 2010) 4–6. 
202  Ibid. 
203  Ibid. See also Grant Kirkpatrick, ‘The Corporate Governance Lessons From The Financial Crisis’ 

(2009) 2009(1) OECD Journal: Financial Market Trends 61, 67–73. 
204  See Tripartite Group, ‘The Supervision of Financial Conglomerates’ (Report, Tripartite Group, 

Basel Committee on Banking Supervision, January 1995) 6. 
205  Ibid 18. 
206  Ibid. 
207  Ibid. 
208  See Michael S Bennett, ‘Banking Deregulation in Indonesia: An Updated Perspective in Light of the 

Asian Financial Crisis’ (1999) 20(1) University of Pennsylvania 1, 22. 
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banks used various conduits to channel funds indirectly to affiliated companies. 

The types of conduits used for this purpose included nonbank finance companies, 

unrelated companies that would receive a fee for their role in such transactions and 

special purpose vehicles setup by the bank or the borrower specifically to act as 

conduits. In the simplest conduit structure, a bank lends money to the conduit 

entity, which in turn lends that money to the bank's affiliate. The loan generally is 

nonrecourse to the conduit entity, with the conduit's only obligation being to pass 

on to the bank the interest and principal payments that it receives from the affiliate. 

The transaction is recorded in the bank's records as simply a loan to the conduit 

entity without any reference to the fact that the bank's ultimate credit exposure with 

respect to the loan is to an affiliate. Although use of some variation of this simple 

structure was not uncommon, more complex conduit structures also were 

developed to evade detection by bank regulators.209 

He showed that the result of risky loans to affiliated companies was a high percentage 

of non-performing loans due to the failure of those affiliated companies to repay their 

debts which contributed to the Indonesian financial crisis in 1997.210  

The second source of risk contangion is reputation.211 This source occurs because the 

individual entities use a similar logo and, therefore, customers might perceive those 

entities as a single entity.212 The Tripartite Group argues that this source of risk is 

particularly acute for those individual entities ‘which depend on market confidence 

either for funding or for trading purposes’.213 It provides an illustration that ‘the 

question for banks would be the extent to which depositors’ funds would be perceived 

to be at risk if another member of the financial group of which it was a part encountered 

financial difficulties’.214 It further explains that ‘whatever means a bank employs to 

distance itself from a troubled affiliate, there is a risk that its good name could suffer 

and it could feel compelled to protect itself’.215 Verhezen argues that  

reputational risk is beyond the legal boundaries of the firm and are often related to 

moral disgust or emotional fear. The reputational crises are almost always about 

trust. The most difficult crises are those in which the organization believes that it 

does not bear any wrongdoing, but everyone thinks it does.216  

 
209  Ibid 23–4. 
210  Ibid 28. 
211  See Tripartite Group, above n 204, 19; Thea Josefina Natalia W Santos and Andy Mullineux, ‘The 

Supervision of Financial Conglomerates in the Philippines’ (2009) Bangko Sentral ng Pilipinas 

Review 1, 6. 
212  Tripartite Group, above n 204, 19. 
213  Ibid. 
214  Ibid. 
215  Ibid. 
216  Peter Verhezen, The Vulnerability of Corporate Reputation: Leadership for Sustainable Long-Term 

Value (Palgrave MacMillan, 2015) 18. 
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Such a situation was experienced by Bank Central Asia (BCA) in 1998. BCA was one 

of the largest, most reputable and profitable banks in Indonesia. It was owned and 

controlled by Sudono Salim, who was close to former President Soeharto and a wealthy 

person. Despite BCA’s good reputation and strong financial condition, it experienced a 

bank rush in 1998 due to negative news about its controlling owner. Dieleman noted, 

‘all kinds of rumours spread … a newspaper reported that an angry mob burnt Salim 

house … Salim caught the next flight to Singapore … Other sources tell a different 

story and claim that Salim had used the bank’s money to save other companies’.217 

Because of the negative press about Salim, ‘people were lining up to withdraw their 

money’ from BCA.218 BCA lost 42% of its total deposits due to the rush.219 As a result, 

BCA was bailed out and taken over by the Indonesian Government in May 1999. This 

example shows that although a financial institution does not have direct intragroup 

transactions with a controlling shareholder or other companies within the group, it can 

easily get into financial trouble due to the reputational risk contagion arising from the 

bad reputation of its controlling shareholder or other companies within the group. 

Traditional regulatory and supervisory regimes have not adequately addressed this 

source of contagion risk as those regimes focus on the reputation risk of a financial 

institution as a single entity. 

3.3.1.4. Systemic Risk 

Risk contagion is related to systemic risk which is an important concern of financial 

regulators. Systemic risk arises from the interconnectedness of financial institutions in 

which a shock in a financial institution can spill over to other financial institutions and, 

eventually, disrupt the stability of the financial system.220 As noted in Chapter 2, a 

financial conglomerate is characterised by high interconnectedness among various 

entities. As such, the simultaneous failure of entities within a financial conglomerate 

due to contagion risk creates systemic risk and, thus, disrupts the stability of the 

financial system. Such a situation occurred when Lehman Brothers, a large international 
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financial conglomerate, collapsed and brought down other large international financial 

conglomerates, thereby precipitating the GFC.221 

To minimise particular risks in financial conglomerates, the Joint Forum suggests that 

financial regulators should require financial conglomerates to put in place ‘an 

independent, comprehensive and effective risk management framework, accompanied 

by a robust system of internal controls, effective internal audit and compliance 

functions’.222 The requirements should address potential risk concentration, risk 

aggregation, risk contagion and systemic risk.223 They should include risk management 

policy that sets out the risk tolerance limit of the financial conglomerate in its entirety as 

a group and application of stress testing of the major source of risks in the financial 

conglomerate.224 However, in Indonesia, this suggestion may conflict with the secrecy 

provisions of the IBL and ICML. In particular, the assessment of risk concentration may 

require information regarding depositors or investors, especially for assessing funding 

concentration risk (risk that arises when the funding of financial conglomerate depends 

on one or a few large depositors or investors). The IBL prohibits banks from disclosing 

their deposit information,225 and the ICML prohibits securities companies from 

disclosing their clients’ investments.226 This issue is investigated in Chapters 4 and 5.  

3.3.2. Regulatory Arbitrage 

Regulatory arbitrage is another important supervisory concern associated with financial 

conglomerates. The Tripartite Group defines regulatory arbitrage as ‘the shifting of 

certain activities or positions within a conglomerate’ to avoid a situation of relatively 

more strict prudential regulation and supervision.227 Specifically, regulatory arbitrage 

aims to obtain ‘the lowest regulatory burden, both in terms of capital requirements and 

in terms of administrative burden’.228 It is made possible because of different rules 
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regarding risk treatment in the banking, insurance, securities and multi-finance 

sectors.229 Nouy, the Chair of the European Supervisory Board of European Central 

Bank, stated that ‘the result of regulatory arbitrage is that the risk becomes 

insufficiently regulated’230 and poses a threat to financial system stability.231 

Financial conglomerates can conduct regulatory arbitrage in numerous ways. For 

instance, Demyanyk and Loutskina found that the parent bank can evade ‘regulatory 

capital requirements, avoid recognizing costly loan losses, and pursue risky lending 

while still adhering to banking regulations’232 when it provides loans through multi-

finance companies. The Development Bank of Singapore showed that in Indonesia, 

many banks provided automobile/vehicle loans through their affiliated multi-finance 

companies.233 Part of the reason for this is to lower their capital regulatory requirements 

and avoid recognizing costly loan losses. Additionally, the Insurance Association of 

Insurance Supervisors (IAIS) revealed that banks and other financial institutions within 

a conglomerate often transferred their credit risk by obtaining credit default insurance 

from their affiliated insurance company as a means of minimising their regulatory 

capital requirements.234 This also occurred in Indonesia. Ghosh found that ‘although 

data are scarce, market observers confirm that banks are net sellers of credit risk and 

insurance companies are net buyers’ in Asian countries including Indonesia.235 

Furthermore, Gerding showed that ‘the lighter capital treatment of mortgage-backed 

securities turned them into attractive instruments for engaging in regulatory capital 

arbitrage’.236 He further revealed that ‘the use of securitization for undermining 

regulatory capital rules’ masked ‘the leverage and systemic risk of important financial 

institutions, and thus contributing significantly to the severity of the [2008] crisis’.237 

Santoso, Soekro and Sihaloho found that many banks in Indonesia have conducted 
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securitisation of their assets to improve their lending capacity.238 Many of those banks 

used their affiliated investment managers to conduct securitisation of assets. Overall, 

these studies showed that financial conglomerates are using their structures to conduct 

regulatory arbitrage or circumvent regulatory requirements. As a consequence, they 

may have undertaken excessively risky activities and have insufficient regulatory 

capital. The result is a greater sensitivity to credit risk and the potential for contagion 

risk and systemic risk. 

To minimise regulatory arbitrage, the Tripartite Group argued that harmonisation of 

banking, securities and insurance regimes might be necessary, but this might be 

impractical due to the different nature of these financial sectors.239 A more pragmatic 

approach is ‘to establish an early warning system whereby supervisors would be 

required to inform each other of any significant transfer of assets, liabilities or 

contingent liabilities (or activities in general) between different parts of a 

conglomerate’.240 This means that financial supervisors should closely monitor the 

shifting of activities in financial conglomerates and enhance their cooperation and 

information sharing to minimise regulatory arbitrage in financial conglomerates.  

3.3.3. Moral Hazard 

It has been said that financial conglomerates exacerbate the moral hazard problem 

‘implicit in the financial safety net’.241 Moral hazard problem refers to a situation in 

which one party gets involved in a risky event knowing that it is protected against the 

risk and another party will incur the cost.242 It occurs because of the ‘too big to fail’ 

doctrine—the idea that the government will not allow a big financial institution to fail 

as this may threaten the stability of the financial system—and provides a financial 

safety net.243 A review of literature shows that financial conglomerates could exacerbate 
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moral hazard problems in several ways. First, a financial conglomerate can become so 

large that it is considered as too big to fail by financial regulators and market 

participants.244 Second, a NBFI within the group might try to gain access to bank safety 

net programs, such as deposit insurance schemes, an emergency lending facility and 

lender of last resort, ‘by being associated with the financial conglomerate’.245 Third, the 

risk taking activities of a financial institution within the group might significantly 

increase due to the expectation that it will be supported by the parent entity or other 

member entities in the event of financial distress.246 All of these suggest that excessive 

risk taking behaviour by financial conglomerates is the core of the moral hazard 

problem. Accordingly, the risk management steps suggested by the Joint Forum might 

minimise excessive the risk-taking behaviour of a financial conglomerate in its entirety 

as a group. 

3.3.4. Intensified Conflicts of Interest 

Intensified conflicts of interest often occur in financial conglomerates.247 A review of 

literature shows that conflicts of interest occur in two circumstances.248 The first 

circumstance is when a party serves multiple interests and may favour one party’s 

interests at the expense of other parties.249 The second circumstance is when an 

individual or entity bears two or more mutually exclusive duties to others.250 Walter 

argues that ‘the potential for conflicts of interest covers various degrees and intensities, 

but the broader the range of clients and products, the more numerous are the potential 
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conflicts of interest and the more difficult is the task of keeping them under control’.251 

As a financial conglomerate comprises a number of entities under common control and 

offers a broad range of services to numerous clients simultaneously, the risk of conflicts 

of interest are exacerbated.252 

Types of conflicts of interest in a financial conglomerate include the following: 

1. Conflicts of interest between the controlling shareholder and individual entities 

within the financial conglomerate. These conflicts can arise in many situations. Teen 

and Bennet find that ‘the most obvious situation [of this conflict] is where the group 

entity and the parent group engage in transactions with each other in a way that 

favours the parent entity at the expense of the group entity’.253 Frederick stated that: 

the parent [company’s] interest may harm a subsidiary in a variety of 

ways…such as intragroup transfers. Other less visible ways might include 

requiring a subsidiary to make a loan to the affiliate of a home country client 

operating in a host country, booking loans in different parts of the group for 

accounting purposes, low-interest loans, uncollateralized liquidity pooling, 

pricing decisions for shared services that the group performs for the 

subsidiary, and so on.254 

Other situations include where the controlling shareholder orders individual entities 

to engage in transactions that could benefit a certain entity, such as the placement of 

insurance premiums in the affiliated bank rather than investing more widely in 

appropriate assets;255 where the controlling shareholder seeks confidential 

information from individual entities;256 or where the controlling shareholder directs 

the boards of individual entities to engage in imprudent business practices. The 

latter situation occurred in the Plaza Indonesia Realty (PIR) case. A conflict arose 

between PIR and its underwriter, Jardine Fleming Nusantara (JFN), over the 

valuation of its subsidiary during the IPO process.257 JFN found that the share price 

was overvalued and, therefore, the IPO should be stopped.258 Because Bambang 
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Trihatmojo owned PIR and JFN, he was able to ensure ‘that the JFN dropped its 

objection and that the IPO went ahead’.259 Disappointed by such practice, several 

top executives at JFN resigned.260 This case shows that when conflicts of interests 

occur between the controlling shareholder and individual entities within the 

financial conglomerate, the controlling shareholder’s interest can prevail over the 

interests of those entities. As a result, the entities within a financial conglomerate 

suffer losses. 

2. Conflicts of interest between two or more individual entities within the group. 

Berghe and Veiwere considered these as internal conflicts that may occur due to 

several factors such as competition between the business units for market share, 

struggles between different distribution outlets, market cannibalisation (the growth 

of one company by taking sales from other companies) and cross-subsidisation (the 

use of profits derived from one product to subsidise other product losses).261 Such a 

conflict of interest between two or more entities within a financial conglomerate 

results in the inefficiency of a financial conglomerate in its entirety as a group and 

affects its financial condition. 

3. Conflicts of interest between a financial conglomerate and its customers. There are 

numerous situations where such conflicts might occur, such as:262 

a) Tying practice, which is the practice of requiring customers to obtain other 

products or services to get their desired products or services.263 In this case, a 

financial institution within the financial conglomerate uses its power to require 

its customers to obtain services from its affiliated company; otherwise, it can 

refuse to provide a particular service to them. Walter argues that tying practice 

harms customers because costs are imposed on them ‘in the form of higher-

priced or lower-quality services’.264 Rendra et al note that tying practice ‘can 

reduce the variance between consumers’ reservation prices, allowing price 
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discrimination with a larger extraction of the consumer’s surplus and a reduced 

deadweight loss’.265  

The Bank Rakyat Indonesia (BRI) case in 2015 is an example of tying practice. 

BRI is the third largest bank in Indonesia and owned BRIngin Life Insurance. 

BRI required its mortgage customers to obtain a life insurance product from the 

consortium of BRIngin Life Insurance and Heksa Life Insurance.266 This 

requirement was intended to reduce BRI’s credit risk in the event of the death of 

its mortgage customers.267 Although the banking regulation requires a bank to 

provide at least three insurance products for its customers to choose from,268 

BRI’s mortgage customers were not given such a choice. Customers’ choices 

were restricted to products offered by the consortium of BRIngin Life and Heksa 

Insurance. If they did not purchase a life insurance product, BRI denied their 

mortgage applications.269 Bank Indonesia did not take any action against BRI. 

But, the Commission for the Supervision of Business Competition (KPPU) 

investigated the issue. KPPU found that BRI had engaged in unfair business 

competition practices due to its loan terms and conditions which were 

considered to have involved tying practice which was prohibited under 

Indonesian Competition Law. KPPU then imposed administrative sanctions on 

BRI. BRI filed a lawsuit with the Supreme Court to challenge the KPPU’s 

decision. When this matter was heard by the Supreme Court of Indonesia, the 

Court held that the terms and conditions set by BRI did not constitute tying 

practice, because they are part of the implementation of risk management to 

reduce the credit risk of the bank.270 However, Ma’arif J dissented, stating that 

such tying practice should not be allowed because it was not implementation of 
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risk management and it might lead to unfair business practice and monopolistic 

activity that may harm the bank’s customers.271 In contrast to the majority 

judgment, the dissenting opinion of Ma’arif J is in line with the relevant 

literature and identifies the way in which tying practices distort business 

competition and harms consumers’ interests. From a business competition 

perspective, Whiston asserts that ‘tying [practice] provides a mechanism 

whereby a firm with monopoly power in one market can use the leverage 

provided by this power to foreclose sales in, and thereby monopolize, a second 

market.’272 Thus, the competitor cannot enter into the market. From consumers’ 

interests, Rendra et al show that tying practice restricts the consumers to shop 

around for the best deal.273 As such, this thesis argues that tying practices also 

need to be addressed. 

b) Misuse of a fiduciary role when a financial institution within a financial 

conglomerate in which customers have placed the utmost trust to manage their 

money misuses the customers’ money to gain benefit for itself, its affiliates, or 

its group.274 For example, where mutual fund managers have invested a large 

amount of their customers’ funds in the shares of affiliated companies.  

The Bakrie Life Insurance (BLI) case provides an example of misuse of a 

fiduciary role. BLI was owned by Bakrie Capital Indonesia (BCI), a subsidiary 

of Bakrie and Brother (BNBR). In 2005, BLI offered a unit-linked product,275 

Diamond Investa, to its customers. This product provided life insurance 

coverage of up to IDR1 billion and a guaranteed investment return of 12–13% 

annually.276 In the prospectus, BLI mentioned that the money would be invested 

in bonds (80%), stocks (15%) and bank deposits (5%).277 The investment would 
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be based on the discretion of the investment manager of BLI.278 BLI stated that 

the product was fully guaranteed by its group, including BCI and BNBR, as 

guarantors.279 This product attracted more than 600 customers with total 

investments of around IDR400 billion or USD40 million.280 The customers 

received periodic reports on their overall investment performance, but they did 

not get information on the investment portfolio. Bapepam-LK did not pay 

attention to the investment portfolio of Diamond Investa. In practice, BLI 

invested 80% of the fund into stocks, around half of which were stocks issued by 

its affiliated companies to help those affiliated companies to increase their stock 

price.281 When the GFC occurred and impacted the stock prices of public 

companies in Indonesia, the net asset value of Diamond Investa investments 

deteriorated due to the significant decrease in the stock prices of the affiliated 

companies.282 As a result, BLI was unable to pay back the initial investment of 

its customers (around IDR350 billion).283 In 2016, BLI was liquidated and its 

customers lost their investment.284 This is an example of mutual fund managers 

misusing their fiduciary role in conflict with and harming their customers’ 

interests. 

c) Misuse of customers’ private information,285 for instance, as a lender, a bank 

may obtain certain private information about a client and this information may 

be used by its affiliated company to conduct proprietary trading.286  

Backman argued that the misuse of customers’ private information was 

prevalent in Indonesia.287 He observed that: 

[a] borrower may approach a bank or some other finance arm that 

belongs to a conglomerate for a loan for a new venture. A copy of the 

business plan will generally be required with the loan application. If the 
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plan looks promising, the bank might refuse a loan but pass the plan to an 

affiliate so that it can start up a business along the same lines.288 

Novianto provides a case of a bank misusing its depositors’ information.289 As 

mentioned in Section 3.2.1.5 above, the IBL requires a bank to keep its 

depositors’ information confidential,290 but depositors may approve the release 

of their information.291 Novianto found that a commercial bank put an additional 

clause in the terms and conditions of its deposit, stating that the customer or 

depositor granted approval to the bank to disclose their customer identity 

information to other parties including the bank’s subsidiaries and other 

companies that cooperated with the bank in developing products or services for 

commercial purposes.292 He also found that the bank’s officers did not explain to 

customers or depositors the purpose of such disclosure or the associated risks.293 

This is a clear example of a bank misusing its depositors’ information in conflict 

with its customers’ interests. 

d) Misselling, which is deceptive and manipulative marketing, selling or advice in 

relation to a financial product or service to an end user in the knowledge that the 

product or service is unsuitable for that specific end user’s needs, but would 

create profit for the individual entities within the group and the financial 

conglomerate as a whole.294  

The PT Bank Negara Indonesia (BNI) case provides an example of misselling. 

In 2002, BNI and its subsidiary, BNI Securities, entered into a cross-selling 

agreement in which BNI became the selling agent of BNI Securities’ fixed 

income mutual fund, BNI Investment.295 The fund invested mainly in 

government bonds and promised a fixed return of 2.5% above the deposit 

interest rate.296 Besides acting as the selling agent, BNI also acted as standby 
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buyer for the underlying mutual fund.297 As agreed, BNI then marketed the fund 

through its branches all over Indonesia. The BNI employees who acted as the 

selling agents were not well informed about the mutual fund product298 and 

failed to explain the nature of the product to investors.299 They told investors 

that the product was a fixed income fund, similar to their banking products, and 

could be redeemed at any time.300 With this explanation, investors believed that 

the mutual funds provided a fixed return and fixed value.301 They did not 

understand the risks of the fund302 and did not carefully read the fund’s 

disclosures. Bapepam-LK was not aware of such practices, because the selling 

was conducted within the bank.303 Bank Indonesia was not concerned with the 

cross-selling activities, because the mutual fund was not a banking product and, 

thus, was outside its regulatory area.304 When the net asset value of the fund 

deteriorated, the customers complained to BNI and BNI Securities, demanding 

full restitution of their funds including the investment return. BNI and BNI 

Securities refused. The customers finally decided to cut their losses and 

redeemed their investments because they had lost confidence in BNI and BNI 

Securities. By the end of December 2005, the BNI Securities managed fund had 

dropped from IDR9.1 trillion in June 2005 to IDR1.2 trillion.305 The massive 

redemption caused BNI Securities’s financial performance to deteriorate which 

impacted its parent company, BNI. Because BNI Securities was a major player 

in the mutual fund market, the news of the redemption of its mutual fund 

triggered a massive redemption of other mutual funds.306 As a result, the total 

assets of mutual funds in Indonesia decreased from IDR104 trillion in 2004 to 

IDR29 trillion in 2005.307 This case is an example of the misselling of a mutual 
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fund adversely impacting investors, the public interests and the mutual funds 

industry. 

Overall, the above cases demonstrate that conflicts of interest between a financial 

conglomerate and its customers are pervasive in Indonesia. Such conflicts result in 

the losses for customers and affect the functioning of the financial market. 

4. Conflicts of interest between two or more customers. This occurs because of the 

financial conglomerate’s incompatible duties to two or more customers. An example 

of such conflicts is when one arm of a financial conglomerate acts as an investment 

adviser which has the fiduciary duty to keep client information confidential, while 

the other arm acts as a broker-dealer which has the fiduciary duty to disclose 

material information in its possession to its clients. Tuch argues that ‘to satisfy a 

duty of disclosure to the latter client is to violate a duty of confidence to the former 

client’.308 He further stated that ‘the existence of incompatible duties occurs many 

times over in the financial conglomerate, considering that the firm will often 

represent many thousands of clients at any one time, owing manifold duties in doing 

so’.309 Accordingly, a financial conglomerate should determine which duty to 

breach or which clients to cease serving or which function to stop providing.310 

These decisions ultimately create losses for particular customers and affect the 

confidence of those customers and the public at large. 

Considering the potential adverse impacts of conflicts of interest in financial 

conglomerates, the Joint Forum suggested that financial regulators should require those 

conglomerates to put in place adequate policies and procedures that ‘enable the 

potential conflicts of interest to be avoided and actual conflicts of interest to be 

identified and managed’.311 Financial regulators should also require a financial 

conglomerate to have effective internal audit and compliance functions to ensure that 

the group avoids potential conflicts of interest and conducts its affairs with a high 
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degree of integrity.312 Importantly, financial regulators must periodically assess the 

implementation of those policies and procedures.313 

3.3.5. Lack of Accountability 

As a financial conglomerate comprises a number of individual entities, the 

accountability of the financial conglomerate in its entirety as a group is a concern.314 

Accountability means to hold someone to account for the affairs of a financial 

conglomerate in its entirety as a group.315 This concern arises due to traditional 

regulatory regimes for the most part not recognising the financial conglomerate in its 

entirety as subject to legal obligation. As previously discussed, the ICL prohibits the 

imposition of legal obligation on a group of companies or a company as a proxy of the 

group as a whole. Further, it implicitly prohibits the imposition of legal obligation on 

the controlling shareholder of a financial conglomerate as it considers shareholders to 

not be involved in the company’s affairs. In practice, the controlling shareholder of a 

financial conglomerate may involve themselves in the management or decision-making 

of companies within the financial conglomerate through various internal governance 

mechanisms (as discussed in Chapter 2). The controlling shareholder could then use the 

ICL to shield themselves by arguing that they are not involved in the management of the 

individual entities within the group to avoid legal accountability and ensure they are 

shielded by the limited liability principle.316 Although the ICL includes a provision for 

piercing the corporate veil, this provision has not been effective due to the difficulty in 

gaining evidence of illegal conduct of a controlling shareholder. The ICL’s provisions 

permeate the regulations governing the insurance, securities and multi-finance sectors. 

The IBL, however, eschews the ICL’s provisions and holds the parent bank accountable 
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for its subsidiaries or the group as a whole. This addresses the lack of accountability of 

some vertical financial conglomerates, but it does not address horizontal financial 

conglomerates. Consequently, a lack of accountability persists for some financial 

conglomerates, particularly horizontal financial conglomerates where the controlling 

shareholder is a person, non-financial company or foreign financial institution and 

vertical financial conglomerates where the parent company is either a securities, 

insurance or multi-finance company. 

Lack of accountability may give rise to several issues for financial supervisors. First, 

financial supervisors might not be informed about the real or actual means of control in 

the financial conglomerate.317 Second, evidence that the controlling shareholder of a 

financial conglomerate is involved in management could be difficult to find since the 

controlling shareholder could direct the boards of individual entities within the financial 

conglomerate in informal ways.318 Third, they might not be able to hold the controlling 

shareholder accountable and responsible for individual entities within the group or the 

financial conglomerate as a whole due to the limited liability principle.319 As a result, 

they might not be able to ensure that individual entities within a financial conglomerate 

and the financial conglomerate as a whole are managed in a prudent manner.320 

Lack of accountability also gives rise to issues for the protection of consumers and 

public interests. This is evidenced by the BLI case (discussed in Section 3.3.4). As 

noted, Diamond Investa was guaranteed by BCI and BNBR. However, when customers 

demanded BNBR as guarantor pay BLI’s debts, BNBR stated that it did not have a legal 

obligation to pay BLI’s debts because they are separate legal entities.321 The customers 

turned to Bapepam-LK for assistance. Bapepam-LK stated that it could ask BNBR as 

the parent company of BLI to pay for the BLI’s debts, but it could not enforce this due 

to the limited liability principle.322 In the end, the customers did not get their investment 
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back as they could not establish liability on the part of the BNBR. In short, this case 

illustrates that the individual entities within a financial conglomerate can avoid its 

obligation to its customers by using separate legal entity and limited liability principles 

provided in the ICL. The principles adopted in the ICL give rise to the lack of 

accountability of a financial conglomerate. They create difficulties in imposing liability 

on the entity within the group that may be regarded as being responsible for the wrong 

conduct. They thus give rise to the lack of accountability of financial conglomerate and 

harm the consumers’ and public’s interests. 

To address the lack of accountability of financial conglomerates, the Joint Forum 

suggests that regulators should put in place a legal framework that holds the entity that 

is the head of a financial conglomerate accountable for the entire group.323 The Joint 

Forum defines the head of a financial conglomerate as ‘the entity which controls or 

exerts dominant influence over the financial conglomerate’.324 This refers to the parent 

company.325 Further, the Joint Forum recommends that the legal framework should 

address and perhaps mandate the structure of the financial conglomerate.326 These 

recommendations indicate that policymakers should enact a law addressing financial 

holding companies. However, financial conglomerates might oppose such law as they 

would need to restructure their organisation. This issue is investigated in Chapter 5. 

3.3.6. Lack of Transparency 

Financial conglomerates have been criticised for lack of transparency. Per Skipper, 

‘transparency concerns the extent to which accurate, complete, timely, and relevant 

information about the financial group is readily available to regulators and to other 

interested parties’ (such as investors, creditors, credit rating agencies, public 

accountants, marketing intermediaries and consumers).327 Transparency is concerned 

with disclosure of information.328 An important form of disclosure is financial 

statements. Financial regulators and other interested stakeholders are concerned about 

the availability and adequacy of financial statements of a financial conglomerate in its 
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entirety as a group, without which they cannot accurately assess the overall financial 

conditions, business operations and risks of a financial conglomerate.329 

The lack of transparency of financial conglomerates is attributed to the gaps in 

accounting standards. As previously discussed, accounting standards in Indonesia do 

not require horizontal financial conglomerates to provide consolidated financial 

statements. While vertical financial conglomerates are required to provide consolidated 

financial statements, the accounting consolidation process aggregates the accounts of 

the parent company and its subsidiaries and eliminates inter-company transactions. Such 

aggregation conceals the financial difficulties, potential insolvencies and poor 

performance of member entities. Moreover, it obscures information about intragroup 

transactions and exposures, such as shared services, cross-contribution arrangements, 

cross-guarantees, transfer pricing and profit shifting. Other shortcomings of the 

accounting standards are associated with off-balance transactions, fair-value accounting 

and loan loss provisioning requirements.330 Those requirements are used by complex 

financial conglomerates to conceal large amounts of complicated transactions such as 

credit default obligations and credit default swaps.331 The accounting standards fail to 

ensure adequate information is provided on the financial conglomerate in its entirety as 

a group and results in a lack of transparency as discussed in Section 3.2.1.2. 

To address this, the Joint Forum suggests that policymakers should provide a legal 

framework that enables financial supervisors to collect information on the financial 

conglomerate in its entirety as a group.332 Moreover, policymakers should enact 

prudential standards that require financial conglomerates to disclose information in 

relation to their ‘financial condition and performance, risk exposures, risk management 

strategies and corporate governance policies and processes’.333 The Joint Forum 

recommends that ‘such disclosure should be made in a manner that is easily accessible 

and comprehensive’.334 However, since the consolidated accounting procedures create a 

number of drawbacks to providing an accurate picture of financial conglomerates as 
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discussed in Section 3.2.1.2 above, this thesis finds that the best possible way to address 

the lack of transparency of financial conglomerates is requiring those conglomerate to 

provide combined (rather than consolidated) financial statements which detail 

intragroup transactions and exposures. This will be discussed further in Chapter Six. 

3.3.7. Rubber-Stamp Boards 

Given that controlling shareholders are often directly involved in the management of the 

entities within a financial conglomerate,335 the boards of those entities become 

powerless figureheads or rubber-stamp boards that follow the directions of the 

controlling shareholder without any deliberation.336 Teen and Bennett found that: 

the law in most jurisdictions typically expects the boards of such entities to define 

the best interests of their companies in an independent and objective manner. And 

yet the ownership structure of such entities – and the constraints that such 

ownership places on directors and boards – means that such independence is very 

difficult to achieve in practice.337 

Similarly, Daniel found that independent directors and commissioners in Indonesian 

companies are ‘only acting in the best interests of the controlling shareholders. They 

have been regarded as ineffective due to the fact that many of them lack the required 

competence and fail to maintain their independence’.338 Basyith, Fauzi and Idris found 

that independent company boards often acted in the interests of the controlling 

shareholder,339 often contrary to their fiduciary duty to act in the best interest of the 

company. Based on these findings, it can be argued that decision-making has shifted 

from the boards of companies within a financial conglomerate to the controlling 

shareholder. When this occurs, ‘it [becomes] difficult for a supervised entity to comply 

with supervisory requirements or to maintain supervisory standards’.340 Moreover, such 

a condition could lead to fraudulent actions by the controlling shareholder. 
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3.3.8. Tunnelling (Self-Dealing) 

Financial conglomerates are susceptible to tunnelling or self-dealing, because their 

ownership is highly concentrated, and the controlling shareholder involved in their 

affairs. Conac, Enriques and Gelter define self-dealing as a situation where the 

dominant shareholder diverts corporate assets to themselves.341 Johnson et al define 

tunnelling as ‘the transfer of resources out of a company to its controlling 

shareholder’.342 Tunnelling is often used in the literature discussing corporate 

governance in Asian countries. This thesis uses tunnelling and self-dealing 

interchangeably. According to Johnson et al, tunnelling can be conducted through legal 

or illegal methods.343 For instance, the controlling shareholder can increase their 

shareholding through dilutive share issues, minority freeze-outs, creeping acquisitions 

and other legal transactions that result in expropriation of minority investors’ 

interests.344 They can also conduct abusive self-dealing transactions such as insider 

trading and non-arm’s length intragroup pricing.345 Tunnelling can occur because the 

controlling party has decisive power through the GMS including the power to appoint 

board members and senior management. In this way, they can direct the daily operations 

of each member entity within the group and the financial conglomerate as a whole. 

Empirical studies show that tunnelling is more extensive in countries with weak legal 

investor protection such as Indonesia. Obata found that in Indonesia, large business 

groups often ‘intentionally keep their financial groups at the bottom of the pyramid of 

the group structure as tools to expropriate outsiders because there is more room to 

manipulate accounting numbers in financial institutions and to conduct tunnelling 

through them’.346 Nurazi, Santi and Usman found that most companies in Indonesia 

‘had experienced expropriation in the form of tunnelling’.347 Tunnelling not only harms 

the individual companies within a financial conglomerate, but is also detrimental to 

customers and the financial system, as shown in the BC case. 
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Robert Tantular was the controlling shareholder of the commercial bank BC and the 

securities company Antaboga Delta Sekuritas (ADS).348 He appointed most of the board 

members for both companies. In 2002, he directed the boards and employees of BC to 

sell the mutual fund of ADS.349 The mutual fund contracts used the BC and ADS 

logos.350 The use of both logos was purportedly to misrepresent the product as a 

banking product.351 BC’s staff convinced depositors that the mutual fund was safe.352 

BC was able to sell around IDR1.4 trillion of the mutual fund.353 In 2005, Bank 

Indonesia found that BC had not obtained approval from Bapepam-LK to act as a 

selling agent of mutual funds.354 Bank Indonesia ordered BC to stop selling the mutual 

fund and informed Bapepam-LK about the illegal selling practice.355 Bapepam-LK 

found that the mutual fund of ADS had not been approved,356 but did not take any 

action against ADS.357 Moreover, despite the order from Bank Indonesia, BC continued 

to offer the mutual fund to its customers,358 using only the ADS’s logo on the mutual 

fund contracts.359 Bank Indonesia was aware of this, but it could not take any 

supervisory action because the mutual fund was not under its authority.360 It informed 

Bapepam-LK,361 but Bapepam-LK did not take any action against BC because it could 

not impose sanctions against a bank.362 In 2008, BC got into financial problems due to 
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other internal fraud conducted by Mr Tantular.363 Many mutual fund investors learned 

of this and tried to redeem their investment.364 BC did not respond to investors’ 

demands to redeem their investment.365 Bank Indonesia conducted further investigation 

and found that BC did not transfer the money from the mutual fund to a custodian bank, 

but to the account of Mr Tantular.366 The investors continued to demand that BC and Mr 

Tantular pay out their mutual fund investment,367 but did not receive a response.368 BC’s 

financial distress369 caused concern as the bank was considered a systemic bank. 

Consequently, it was bailed out and taken over by the Indonesian Deposit Insurance 

Corporation (IDIC).370 Investors heard of this and demanded IDIC pay out their mutual 

fund investment. IDIC announced that it could not pay out their investment in the 

mutual fund because the mutual fund was not a deposit or banking product.371 As a 

result, the customers lost their investment. 

The above cases are examples of the controlling shareholder of a financial conglomerate 

engaging in tunnelling. They also showcase that the use of mutual funds through cross-

selling created an inability on the part of Bank Indonesia and Bapepam-LK to intervene. 

This demonstrates the importance of putting in place a regulatory and supervisory 

regime that can address the cross-sectoral activities conducted by financial 

conglomerates. Following the BC scandal, the Commission XI of the House of 

Representatives blamed Bank Indonesia and Bapepam-LK for failing in their 
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supervisory duties. Subsequently, the House of Representatives decided to undertake 

financial reform to establish an integrated financial service authority. 

3.4. Summary 

This chapter has detailed the issues posed by financial conglomerates in Indonesia, the 

major issues being risk management, regulatory arbitrage, moral hazard, intensified 

conflicts of interest, lack of accountability, lack of transparency, rubber-stamp boards 

and tunnelling (self-dealing). These issues have adversely affected the effectiveness of 

financial supervision, customers’ interest and stability of the financial system. This 

chapter showed that many of these issues arise due to the discrepancies between 

traditional regulatory and supervisory regimes and the business reality of financial 

conglomerates. Traditional regulatory regimes have focused on the financial institution 

as a separate legal entity with no or little contemplation of the financial conglomerate in 

its entirety as a group. As such, they have not only failed to address financial 

conglomerates, but provided many loopholes that give rise to a number of issues. 

Specifically, the separate legal entity concept in the ICL has given rise to the lack 

accountability of financial conglomerates as it implicitly prohibits imposing legal 

obligations on a financial conglomerate in its entirety as a group or to an entity as a 

proxy of the group. The accounting standards through their consolidated process 

requirements have allowed vertical financial conglomerates to conceal intragroup 

transactions. Moreover, they do not address horizontal financial conglomerates. As a 

result, they give rise to a lack of transparency. While the regulations in the banking, 

securities and insurance sectors have put in place rules that may be used to address the 

issues posed by financial conglomerates, such as piercing the corporate veil, conflicts of 

interest, legal lending limits, investment limits and consolidated risk management, those 

rules also have loopholes and are undermined by enforcement shortcomings. Moreover, 

traditional regulatory regimes divided supervisory power among two agencies based on 

sectors. Such silo-sectoral supervisory agencies failed to address financial 

conglomerates that conducted cross-sectoral activities through a network of separate 

legal entities under common control. 

This chapter outlined several suggestions to address the issues posed by financial 

conglomerates from the Joint Forum, Tripartite Group and other sources. These include 

enacting laws for financial holding companies; explicitly holding the head of a financial 
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conglomerate or financial holding company accountable for the entire group; setting 

minimum regulatory requirements regarding risk management, conflicts of interest, 

financial disclosure and internal control functions; and eliminating silo-sectoral 

supervisory agencies arrangements. 

The financial reform undertaken in the aftermath of the BC scandal aimed to establish 

an integrated financial service authority. In 2011, the OJK’s Law was enacted, 

establishing OJK with the mandate to develop and establish integrated regulation and 

supervision to address financial conglomerates in Indonesia. OJK formulated the 

Integrated Regulations and Integrated Supervision in 2014. The next chapter assesses 

the adequacy of these in regard to addressing financial conglomerates.  
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Chapter Four:  

The Current Regulation and Supervision of Integrated 

Corporate Governance of Financial Conglomerates 

 
Policymakers should ensure that all financial groups are subject to supervision and 

regulation that captures the full spectrum of their activities and risks.1 

The legal and regulatory requirements that affect corporate governance practices 

should be consistent with the rule of law, transparent and enforceable.2 

4.1. Introduction 

Chapter 3 discussed various issues posed by financial conglomerates in Indonesia and 

showed that these arise because of the gaps in traditional regulatory and supervisory 

regimes. The issues are a significant concern for Indonesian policymakers,3 given that 

the rapid development of financial conglomerates with activities across financial sectors 

has created a complex, dynamic and interrelated financial system and has affected the 

effectiveness of financial supervision, the protection of customers and public interests, 

and the functioning of financial markets.4 Indonesian policymakers also recognised the 

failure of silo-sectoral financial supervisory agencies to deal with financial 

conglomerates.5 Thus, they undertook financial reform and established an integrated 

financial service authority—OJK6—through the enactment of the OJK’s Law.7  

The OJK’s Law heralded a new era in the regulation and supervision of financial 

service activities in Indonesia. Regulatory and supervisory power, previously held by 

two separate agencies, was gradually transferred to OJK. Having adopted regulatory and 

supervisory power over the capital markets and non-bank financial sectors on 31 

 
1  Joint Forum, ‘Review of the Differentiated Nature and Scope of Financial Regulation: Key Issues 

and Recommendations’ (Report, Joint Forum, January 2010) 41.  
2  OECD, G-20/OECD Principles of Corporate Governance (OECD, 2015) 14. 
3  See Tim Panitia Antar Departemen Rancangan Undang-Undang Otoritas Jasa Keuangan [Team of 

Inter-Government Agencies on the Draft of the Law on the Indonesian Financial Service Authority], 

‘Naskah Akademik Pembentukan Otoritas Jasa Keuangan’ [Academic Paper on the Establishment 

of Indonesian Financial Service Authority] (Team of Inter-Government Agencies on the Draft of the 

Law of Indonesian Financial Service Authority, 2010) 2. 
4  Ibid 9. 
5  Ibid 10. 
6  Ibid 11. 
7  See Undang-Undang Nomor 21 Tahun 2011 tentang Otoritas Jasa Keuangan [Law No 21 of 2011 

on the Financial Service Authority] (Indonesia). 
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December 2012 and over the banking sector on 31 December 2013,8 OJK was fully 

established as an integrated financial service authority in early 2014. 

The OJK’s Law not only established an integrated financial supervisory authority, but 

also aimed to address concerns and issues related to cross-sectoral financial activities 

and financial conglomerates.9 To achieve this, it mandated OJK to establish an 

integrated regulatory and supervisory system over all activities in financial sectors.10 

This mandate required OJK to establish an integrated regulation and supervision of 

financial conglomerates.11 However, the OJK’s Law did not include any provisions 

regarding governance of financial conglomerates. Further, it set up OJK based on its 

predecessors’ systems by dividing regulatory and supervisory functions according to 

financial sectors (banking, capital markets and NBFIs).12 Given such a structural and 

legal basis, some commentators questioned OJK’s ability to fulfil its mandate, given 

that it does not have the power to enact primary law (a power held only by Indonesia’s 

national legislature) to address the gaps in traditional laws that have contributed to the 

issues posed by financial conglomerates and maintained silo-sectoral regulatory and 

supervisory regimes.13 

Nevertheless, OJK strove to establish integrated regulation and supervision of financial 

conglomerates. In 2014, it enacted a set of delegated regulations concerning the 

integrated corporate governance of financial conglomerates—the Integrated 

Regulations—and established the integrated supervisory framework for overseeing 

financial conglomerates—the Integrated Supervision. As will be shown, the Integrated 

Regulations and Supervision do not provide a sound legal basis for addressing the 

financial conglomerates. 

 
8  Law No 21 of 2011 on the Financial Service Authority art 55(1)–(2). 
9  Law No 21 of 2011 on the Financial Service Authority general elucidation. 
10  Law No 21 of 2011 on the Financial Service Authority art 5. 
11  Law No 21 of 2011 on the Financial Service Authority general elucidation. 
12  Law No 21 of 2011 on the Financial Service Authority elucidation art 9(b). 
13  See ‘Kerangka Hubungan Konglomerasi Keuangan Dinilai Perlu Pertimbangan UU PT’ [The 

Financial Conglomerate Framework Should Consider Company Law], Hukumonline (online), 10 

June 2015 <http://www.hukumonline.com/berita/baca/lt557800dd1e493/kerangka-hubungan-

konglomerasi-keuangan-dinilai-perlu-pertimbangkan-uu-pt>; Yunus Husein, ‘Tata Kelola 

Terintegrasi Bagi Konglomerasi Keuangan dari Perspektif Hukum’ [Integrated Corporate 

Governance for Financial Conglomerates from a Legal Perspective] (Paper presented at the National 

Committee on Corporate Governance, Jakarta, 26 January 2015); Chandra Kusuma, ‘Restructuring 

Financial Supervision in Indonesia’, Jakartapost (online), 7 May 2014 

<http://www.thejakartapost.com/news/2014/05/07/restructuring-financial-supervision.html>; Arie 

Prasetyo, ‘Challenges on Integrated Financial Service Supervision’, Jakartapost (online), 6 February 

2014 <http://www.thejakartapost.com/news/2014/02/06/challenges-integrated-financial-services-

supervision.html>. 
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As previously mentioned, the Integrated Regulations and Integrated Supervision have 

been hotly contested. The provisions of the Integrated Regulations contravene those of 

the traditional laws and regulations. Thus, the Integrated Regulations risk being 

annulled if an interested party submits a petition to the Supreme Court for judicial 

review on the grounds that they alter or contravene the primary laws. Additionally, this 

inconsistency creates legal uncertainty and ambiguity for regulated entities as 

compliance with the Integrated Regulations results in violation of primary laws. Very 

few studies have analysed the Integrated Regulations and Integrated Supervision or 

proposed solutions to enhance them. This chapter fills this gap in the literature. 

This chapter critically analyses the rules of the Integrated Regulations and Integrated 

Supervision and considers the grounds for their contestation in detail.14 It draws on the 

findings of the IMF and World Bank,15 the Joint Forum’s principles for supervision of 

financial conglomerates and other relevant literature to enrich the analysis and outline 

potential solutions for enhancing the Integrated Regulations and Integrated Supervision. 

As will be shown in this chapter, the Integrated Regulations do not provide a sound 

legal basis for governing financial conglomerates and OJK encounters difficulties to 

perform Integrated Supervision. 

This chapter is structured as follows. Section 4.2 reviews the OJK’s Law. Section 4.3 

examines the purpose and design of the Integrated Regulations, adequacy of their rules 

to address the issues posed by financial conglomerates and their coherence with 

traditional laws and regulations. Section 4.4 investigates the Integrated Supervision 

framework. Section 4.5 summarises and concludes the chapter. 

4.2. The OJK’s Law 

The OJK’s Law was the centrepiece of the recent Indonesian financial reform to 

strengthen financial regulatory and supervisory regimes to address cross-sectoral 

financial activities and financial conglomerates.16 It aimed to address complex, dynamic 

and interrelated financial service activities in terms of products and institutions as well 

 
14  As mentioned in Chapter 1, I was involved in developing the Integrated Regulations and Integrated 

Supervision. This chapter is an evaluative study of these and considers the contestation of them as 

positive input to enhance them. 
15  Three reports from the IMF and World Bank on the Integrated Regulations and Integrated 

Supervision were received from the OJK’ staff during the fieldwork for the present thesis. Two are 

in the form of technical notes and are unpublished and one is published. 
16  Law No 21 of 2011 on the Financial Service Authority general elucidation. 
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as financial conglomerates themselves.17 It intended to enhance financial supervision, 

protect customers’ interests and ensure the stability of financial markets.18 

To achieve its regulatory objectives, the OJK’s Law established OJK as an integrated 

financial service authority and gave regulatory and supervisory power over all financial 

service activities to OJK.19 It mandated OJK to establish integrated regulation and 

supervision of all financial service activities to ensure these are conducted in a prudent, 

transparent and fair manner; protect consumers and the public interest; and realise a 

financial system conducive to sustained and stable growth.20 As mentioned above, this 

required OJK to establish integrated regulation and supervision to address various issues 

posed by financial conglomerates.21 

Yet, despite intending to address various issues related to financial conglomerates, the 

OJK’s Law does not include any provisions regarding governance of financial 

conglomerates. Instead, it stipulates that financial institutions are still subject to the 

traditional regulatory and supervisory regimes of their pertinent sector.22 As such, it 

fails to address the issues posed by financial conglomerates. It also implicitly requires 

OJK to operate through the traditional entity-centric and silo-sectoral laws and 

regulations. This inadequate legal framework impedes OJK’s ability to fulfil its 

mandate to regulate and supervise financial conglomerates. 

The IMF and World Bank found that the absence of law governing financial 

conglomerates hinders their effective supervision.23 They suggested that OJK needs a 

strong legal framework to fulfil its mandate24 and recommended Indonesian 

policymakers to amend the OJK’s Law to include provisions to govern financial 

conglomerates and provide OJK with the power to enact delegated regulation to 

implement those provisions.25 To date, this has not occurred. As a result, and as will be 

demonstrated in Section 5.4.2 of Chapter Five, OJK has not been able to effectively 

 
17  Law No 21 of 2011 on the Financial Service Authority general elucidation. 
18  Law No 21 of 2011 on the Financial Service Authority general elucidation.  

19  Law No 21 of 2011 on the Financial Service Authority art 6.  

20  Law No 21 of 2011 on the Financial Service Authority art 5.  

21  Law No 21 of 2011 on the Financial Service Authority general elucidation.  

22  Law No 21 of 2011 on the Financial Service Authority general elucidation. 
23  IMF and World Bank, ‘Indonesia: Financial Sector Assessment Program 2017’ (Report, IMF, June 

2017) 20. 
24  Ibid. 
25  Ibid. 
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fulfil its mandate to regulate and supervise financial conglomerates due to the 

inadequate legal framework. 

One can look to a comparative Australian example in this regard. The collapse of HIH 

Insurance in 2001 is an example of an inadequate legal framework impeding the 

Australian Prudential Regulatory Authority (APRA)—an integrated financial 

regulator—to detect the difficulties in HIH. HIH Insurance was the second largest 

insurance company in Australia, and its sudden and spectacular collapse led to the 

Australian Government launching a Royal Commission. As Pearson discussed, ‘the 

APRA Submission to the HIH Royal Commission, held to investigate reasons for HIH 

collapse, highlights the then inadequate legal framework for the prudential regulator’.26 

In its submission, APRA stated several legal issues, as follows: 

At present, APRA is required to operate with a series of industry-based Acts that, 

in many cases, contain disparate power in relation to the same issue. This creates 

unnecessary complexity in training staff and in establishing a consistent 

supervisory framework. It also has the potential to significantly complicate 

APRA’s capacity to act in the event of difficulties within a financial 

conglomerate…APRA has sought to harmonise its policies and approaches 

wherever possible and to develop an approach based on risks rather than 

institutional labels…This objective is shared by every integrated regulator in the 

world … In pursuing this vision, APRA has encountered a significant 

hurdle…That hurdle is the handicap imposed by a legal framework in which all 

APRA material power resides, not in the APRA Act, but in the individual industry 

laws that govern the regulated industry groups. These laws vary significantly in the 

powers and flexibility that they afford APRA…Not only do variations in APRA’s 

power across the different sectoral laws create conflict in our ability to develop a 

consistent approach to enforcement across APRA, they are a direct inhibition to the 

development of consistent framework…The prudential framework could be 

strengthened much more comprehensively and quickly in our view by addressing 

the broader problem of inconsistency.27 

This statement stresses that the establishment of an integrated financial service authority 

is not in and of itself sufficient to address financial conglomerates, and policymakers 

should review traditional laws and regulations and provide a sound legal framework for 

the integrated financial service authority to fulfil its mandate, especially in regard to 

conglomerates.28 

 
26  Gail Pearson, Financial Service Law and Compliance in Australia (Cambridge University Press, 

2009) 31. 
27  Ibid 32–3. 
28  See Jose de Luna Martinez and Thomas A Rose, ‘International Survey of Integrated Financial Sector 

Supervision’ (Policy Research Working Paper No 3096, World Bank, July 2003) 27. 
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Article 9 of the OJK’s Law specifies that supervisory responsibility rests with the three 

chief executives, each responsible for a financial sector.29 Other members of the OJK’s 

Board of Commissioners (BoC) must not intervene in the chief executives’ supervisory 

efforts.30 This reduces OJK to a silo-sectoral supervisory authority and hinders OJK’s 

ability to effectively fulfil its mandate. Many international organisational bodies have 

highlighted the adverse impact of the silo-sectoral organisation of OJK in regard to 

regulating and supervising financial conglomerates. The Financial Stability Board stated 

that ‘the current legally mandated governance structure, with separate Chief Executives 

for each sector, raises the risk that OJK will not be able to leverage cross-sectoral 

knowledge or adopt a fully integrated approach to supervision’.31 The IMF stated that 

‘the silo-based governance arrangements embedded in the OJK’s Law impede the 

transition toward a fully integrated agency’.32 The IMF and World Bank recommended 

Indonesian policymakers amend the OJK’s Law to remove the silo-sectoral 

arrangements of individual chief executives to establish a genuine and effective 

integrated supervisory agency to address financial conglomerates.33 To date, this has not 

occurred. As a result, OJK continues to operate under a silo-sectoral organisational 

structure, although it established the Integrated Supervision as an attempt to overcome 

this (see Section 4.4). 

The silo-sectoral operation of the Financial Service Authority United Kingdom (FSA-

UK) was shown to have contributed to its failure to prevent the collapse of Royal Bank 

of Scotland (RBS).34 The House of Commons Treasury Committee’s report on the 

failure of RBS referred to ‘the FSA as operating in silos, with the result that the 

Executive Committee did not discuss major supervisory issues’ and ‘some aspects of 

the regulation of RBS was not taken up’.35 This report found that in the FSA-UK, while 

the supervisors in one department have considerable expertise in one financial sector, 

they ‘were not able to share their expertise easily with the supervisors’ in other financial 

 
29  Law No 21 of 2011 on the Financial Service Authority art 9. 
30  Ibid. 
31  Financial Stability Board, ‘Peer Review of Indonesia’ (Report, Financial Stability Board, 28 

February 2014) 6. 
32  IMF and World Bank, above n 23, 12. 
33  Ibid. 
34  See House of Commons Treasury Committee, ‘The FSA’s Report Into the Failure of RBS: Fifth 

Report of Session 2012–13 – Report, Together With Formal Minutes, Oral and Written Evidence 

(Report, House of Commons Treasury Committee, 16 October 2012) 

<https://publications.parliament.uk/pa/cm201213/cmselect/cmtreasy/640/640.pdf>. 
35  Ibid 11. 
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sectors due to silo-sectoral operation’.36 As a result, the FSA-UK failed to capture all 

activities of the RBS and consider the impact of those activities on the safety and 

soundness of the RBS and financial system stability, contributing to what the Treasury 

described as the biggest bail out in history.37 This report extensively demonstrated that 

the silo-sectoral organisation of an integrated financial service authority hinders its 

ability to effectively supervise financial conglomerates. 

Another issue arising from the OJK’s Law was related to the staffing. The OJK’s Law 

art 63(3) allowed Bank Indonesia and Bapepam-LK staff to stay with OJK or return to 

their agencies.38 Per the Joint Forum, ‘effective and comprehensive oversight of 

financial conglomerates requires’ sufficient experienced human resources ‘to carry out 

group-wide risk assessments and monitoring’.39 Thus, this article undermined OJK as a 

financial supervisor.40 Around 10% of 1,031 staff from Bapepam-LK and 25% of 1,173 

staff from Bank Indonesia chose to return to their agencies.41 These agencies lacked 

sufficient staff to perform their supervisory duties before the advent of OJK. 

Accordingly, OJK lacks sufficient experienced staff to effectively fulfil its mandate to 

supervise financial conglomerates. OJK has recruited to address this shortcoming.42 

However, the recruitment of new staff puts pressure on training resources and thus, 

hinders effective financial supervision in the short term.43 As the IMF and World Bank 

state, ‘‘replacing more than 30% of experienced supervisory staff is likely to impact the 

quality of the supervisory work in short term’.44 This statement indicates that the lack of 

staff impedes the effective implementation of the OJK’s supervision, including the 

supervision of financial conglomerates. 

 
36  Ibid. 
37  See ibid 3–4. 
38  Law No 21 of 2011 on the Financial Service Authority art 63(3). 
39  Joint Forum, ‘Principles for the Supervision of Financial Conglomerates (Joint Forum, September 

2012) 11. 
40  See Section 1.2. 
41  See Yanuar Riezqi Yovanda, ‘293 Pegawai OJK Pulang Kampung ke BI’ [293 Employees of OJK 

Returned to Bank Indonesia], Sindonews (online), 30 December 2015 

<https://ekbis.sindonews.com/read/1073329/33/293-pegawai-ojk-pulang-kampung-ke-bi-

1451465265>; Astri Kharina Bangun, ‘90% Pegawai Bapepam-LK bedol desa ke OJK’ [90% of 

Staffs of Bapepam-LK Moved to OJK], Kontan (online), 18 October 2012 

<http://keuangan.kontan.co.id/news/90-pegawai-bapepam-lk-bedol-desa-ke-ojk>. 
42  IMF and World Bank, ‘Indonesia: Financial Sector Assessment Program—Technical Note: Progress 

Toward Integrated Supervision’ (Unpublished Technical Note, IMF and World Bank, February 

2017) 7. 
43  Ibid 16. 
44  Ibid 16. 
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A lack of resources on the part of the FSA-UK meant that the financial authority failed 

to adequately supervise HBOS, a financial conglomerate.45 The reports of the Financial 

Conduct Authority and Prudential Regulatory Authority showed that the resource 

constraints of FSA-UK ‘had implications for the intensity with which HBOS was 

supervised’.46 It revealed that: 

[t]he FSA Board and executive management failed to ensure that adequate 

resources were devoted to the supervision of large systemically important firms 

such as HBOS. This gave rise to a risk assessment process that was too reactive, 

with inadequate consideration of strategic and business model related risks; 

insufficient focus on the core prudential risk areas of asset quality and liquidity in a 

benign economic outlook; and too much trust being placed in the competence and 

capabilities of firms’ senior management and control functions, with insufficient 

testing and challenge by the FSA.47 

This report discussed that insufficient supervision stemming from the financial service 

authority’s lack of resources contributed to the failure of the financial conglomerate in 

question which had ramifications for the financial system. It concluded that a financial 

service authority must have sufficient resources to deal with financial conglomerates. 

In principle, the establishment of an integrated financial service authority to address 

financial conglomerates requires several conditions to be fulfilled. Abram and Taylor 

discuss those conditions that include the following:48  First, a regulatory system that is 

‘comprehensive and free of regulatory gaps’.49 This means that gaps in traditional laws 

and regulations should be addressed.50 To do so, policymakers should amend them by 

enacting a law to govern financial conglomerates.51 Second, the institutional structure of 

the financial service authority ‘should reflect, at least to some degree, the structure of 

industry it is called upon to regulate’.52 This means that the structure of the financial 

 
45  See Financial Conduct Authority and Prudential Regulatory Authority, ‘The Failure of HBOS plc 

(HBOS): A Report by the Financial Conduct Authority (FCA) and the Prudential Regulation 

Authority (PRA)’ (Report, FCA and PRA, November 2015) <https://www.bankofengland.co.uk/-

/media/boe/files/prudential-regulation/publication/hbos-summary-and-recommendations>. 
46  Ibid 33. 
47  Ibid 14–15. 
48  Abram and Taylor also outline other pre-conditions for establishing effective regulation and 

supervision of financial conglomerates. The other pre-conditions include clear objective of the 

regulatory agency, independence and accountability of the regulatory agency, effective enforcement 

power, and cost-efficient regulation. The OJK’s Law has addressed most of these conditions. See 

Richard Abrams and Michael Taylor, ‘Issues in the Unification of Financial Sector Supervision’ 

(IMF Working Papers No.WP/00/213, IMF, December 2000). 
49  Ibid 8. 
50  Ibid. 
51  Ibid 16. 
52  Ibid 8. 
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service authority should not be silo-sectoral, but integrated to promote effective 

oversight of the cross-sectional activities of financial conglomerates.53 Third, the 

financial service authority must have adequate resources to discharge its task 

effectively.54 This includes the ability ‘to retain a cadre of professional experienced 

staff’.55 If these conditions are not met, the financial service authority will not be able to 

effectively regulate and supervise financial conglomerates.56 

The Joint Forum also outlines similar conditions.57 It suggests that effective supervision 

of financial conglomerates requires a strong legal framework to govern those 

conglomerates, the need to grant necessary power to financial supervisors to conduct 

comprehensive group-wide supervision, and the need to furnish financial supervisors 

with sufficient resources to carry out group-wide risk assessment and monitoring of 

financial conglomerates.58 If these conditions are not met, financial supervisors will 

likely fail to fully capture all the activities of financial conglomerates or fully consider 

the risk these activities may pose to the financial system.59 

Building on the above discussions, it can be argued that the recent Indonesian financial 

reform was half-hearted. Indonesian policymakers enacted the OJK’s Law to establish 

OJK as an integrated supervisory authority, but they did not provide a sound legal basis 

for OJK to fulfil its mandate to regulate and supervise financial conglomerates. The 

OJK’s Law does not govern financial conglomerates, did not establish a truly integrated 

financial service authority, did not address the gaps in traditional regulation and 

supervisory regimes, and failed to ensure OJK retained experienced financial 

supervisory staff. This undermines its regulatory objective and hinders OJK in 

effectively regulating and supervising financial conglomerates. Consequently, the issues 

arising from financial conglomerates persist. 

Drawing from the IMF and World Bank recommendations, Indonesian policymakers 

should undertake further financial reform to address the shortcoming of the OJK’s Law. 

They should establish a law to govern financial conglomerates and mandate OJK to 

enact delegated regulation to implement this law. They should also amend the OJK’s 

 
53  Ibid. 
54  Ibid 7. 
55  Ibid. 
56  Ibid 16. 
57  See Joint Forum, above n 39. 
58  Ibid 9. 
59  Ibid 1. 



134 

 

Law to remove the division of supervisory power among three chief executives. More 

resources should be directed towards OJK and OJK should accelerate recruitment of 

new staff and staff training to resolve its staff shortage. 

4.3. The Integrated Regulation  

Despite the issues discussed above, OJK enacted the Integrated Regulations in an 

attempt to regulate financial conglomerates. This section analyses the Integrated 

Regulations. It considers their purpose and design, the adequacy of their rules to address 

the issues posed by financial conglomerates, and the coherence of their rules with 

traditional laws and regulations. As will be discussed, the Integrated Regulations are not 

a suitable legal instrument to govern financial conglomerates. Further, their rules are 

inconsistent with those of traditional laws and regulations, giving rise to legal 

uncertainty and ambiguity for regulated entities. They are also incomplete, containing 

unclear provisions and failing to include important requirements to address the full 

range of issues posed by financial conglomerates. 

4.3.1. Purpose and Design  

The Integrated Regulations are the legislation governing financial conglomerates in 

their entirety as groups. They specify the minimum regulatory requirements regarding 

integrated GRC that must be met by financial conglomerates. They aim to ensure that a 

financial conglomerate conducts its business in a prudent manner; implements the good 

corporate governance principles of transparency, accountability, responsibility and 

fairness; and properly manages all risks emerging from various entities within the group 

and the group as a whole.60 

In a press release following the enactment of the Integrated Regulations, OJK stated that 

the Integrated Regulations do not replace the traditional laws and regulations governing 

individual entities within financial conglomerates.61 Instead, the Integrated Regulations 

aim to close regulatory and supervisory gaps in the traditional regulatory and 

 
60  See Peraturan Otoritas Jasa Keuangan Nomor 18/POJK.03/2014 tentang Penerapan Tata Kelola 

Terintegrasi Bagi Konglomerasi Keuangan [OJK Regulation No 18/POJK.03/2014 on the 

Implementation of Integrated Corporate Governance for Financial Conglomerates] (Indonesia) 

general elucidation. 
61  See Otoritas Jasa Keuangan, ‘OJK Monitors 50 Financial Conglomerates’ (Press Release No SP-

5/DKNS/OJK/06/2015, 26 June 2015) <http://www.ojk.go.id/Files/201511/EngSiaran 

Persforpdf26Juni2015OJKAwasi50KonglomerasiKeuangan_1447821384.pdf>. 
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supervisory regimes and stipulate additional requirements for financial conglomerates.62 

They apply to all entities within a financial conglomerate.63 As such, entities within a 

financial conglomerate are subject to the traditional laws and regulations and the 

Integrated Regulations. 

The Integrated Regulations are delegated regulations. Yet, they set a new legal norm by 

recognising a financial conglomerate (a group of legal entities under common control) 

as a single entity, thus, eschewing the legal norm of separate legal entity present in 

traditional laws.64 As discussed in Chapter 3, the Indonesian legal system has a 

hierarchy of legislation.65 This hierarchy signifies the hierarchy of legal norms as 

discussed by Hans Kelsen who stated that legal norms are structured in hierarchy in 

which the lower legal norm is based on higher legal norm until the point that it meet 

with the basic norm or grundnorm.66 Based on this, primary law stipulates higher legal 

norms to serve as the basis of the validity of lower legal norms.67 To put it inversely,  

delegated regulation cannot specify a legal norm without a primary law that specifies a 

comparable higher legal norm; otherwise its validity can be challenged.68 Kelsen’s 

theory is implemented in the Indonesian judicial review system.69 As discussed in 

Chapter 3, the Law No 12 of 2011 specifies that in the event that delegated regulation 

conflicts with primary law, a party can submit a petition for judicial review of the 

regulation to the Supreme Court.70 The Supreme Court can partially or entirely annul 

the delegated regulation that contravenes primary law. At the time of writing, no such 

petition for a judicial review of the Integrated Regulations had been made, but this 

remains a possibility. Thus, the Integrated Regulations do not provide a strong legal 

basis for establishing a new legal norm to govern the financial conglomerate in its 

entirety as a group. Should the Integrated Regulations be annulled (in part or in whole) 

 
62  Ibid. 
63  Ibid. 
64  See Section 3.2. 
65  Ibid. 
66  See Simon Butt, The Constitutional Court and Democracy in Indonesia (Brill Nijhoff, 2015) 78; 

Damos Dumoli Agusman, Treaties Under Indonesian Law: A Comparative Study (Rosdakarya 

International, 2014) 20; Hans Kelsen, The Pure Theory of Law (Max Knight trans, The Law Book 

Exchange Ltd, 2005) 8 [trans of: Reine Rechtslehre (first published in 1934)]. 
67  See Hans Kelsen, above n 66, 31. 
68  Ibid. 
69  See Pan Mohammad Faiz, ‘Legal Problems of Dualism of Judicial Review System in Indonesia’ 

(2016) 16(2) Jurnal Dinamika Hukum 187, 188. 
70  See Section 3.1. See also Undang-Undang Nomor 12 Tahun 2011 tentang Pembentukan Peraturan 

Perundang-undangan [Law No 12 of 2011 on the Establishment of Law and Regulation] 

(Indonesia) art 9; Hamid Chalid, ‘Dualism of Judicial Review in Indonesia: Problems and Solutions’ 

(2017) 7(3) Indonesian Law Review 367. 
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following a judicial review, financial conglomerates would once again be unregulated 

and may threaten the consumers’ and public interests as well as the functioning of 

financial markets. 

4.3.2. Scope  

The scope of the Integrated Regulations is associated with their definition of financial 

conglomerates. As Tsuzuki aptly notes, ‘definitions play an important role in the 

regulatory sphere as they assist in establishing the subject matter and scope of what is to 

be regulated’.71 The Joint Forum suggests that the definition of financial conglomerate 

should clearly ‘set the parameters for the identification of a financial conglomerate and 

the entities within the scope of supervision, particularly those entities that could pose 

risks to regulated entities or the broader financial system’.72 A clear definition avoids 

legal ambiguity. 

However, as discussed in Chapter 2, the Integrated Regulations broadly define 

‘financial conglomerate’ as a group of financial institutions under common control.73 

This definition is unclear and has created legal ambiguity as to whether this includes 

heterogeneous74 and homogeneous groups.75 This could result in unintended non-

compliance and ineffective enforcement. For instance, homogeneous groups might not 

consider themselves subject to the Integrated Regulations and, therefore, not take the 

necessary actions to meet their requirements. Similarly, the OJK’s supervisors might not 

enforce the Integrated Regulations on homogeneous groups. Either would undermine 

the goal of ensuring financial conglomerates conduct their business in a prudent 

manner. Given this, the definition of ‘financial conglomerate’ should be clarified and 

refined to include both heterogeneous and homogeneous groups. 

The IMF and World Bank argued that the definition of financial conglomerate 

stipulated in the Integrated Regulations is insufficient.76 They noted that the definition 

 
71  See Takuya Tsuzuki, Nanotechnology Commercialization (Pan Stanford Publishing, 2013) 273. 
72  Joint Forum, above n 39, 9. 
73  See Section 2.1. See also OJK Regulation No 18/POJK.03/2014 on the Implementation of Integrated 

Corporate Governance for Financial Conglomerates art 1(2). 
74  A heterogeneous group refers to a financial conglomerate involving financial institutions operating 

in two or more financial sectors (eg, a bank and a securities company). 
75  A homogeneous group refers to a financial conglomerate involving financial institutions operating 

in one financial sector (eg, a group of insurance companies). 
76  IMF and World Bank, ‘Indonesia: Financial Sector Assessment Program—Technical Note: 

Supervision and Regulation of Mixed and Financial Conglomerates’ (Unpublished Technical Note, 

IMF and World Bank, February 2017) 14. 
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does not include non-financial institutions that are part of a financial conglomerate.77 

They considered this to hinder the effectiveness of the Integrated Regulations and 

Integrated Supervision in regard to financial conglomerates that have a non-financial 

institution as their parent company ‘due to the lack of a regulated entity with clear 

ascendance over all the entities that form the conglomerate’.78 They also noted that the 

OJK’s supervisors require access to information from non-financial institutions to 

effectively overseeing financial conglomerates.79 Without such access, the OJK’s 

supervisors cannot properly assess the risks those non-financial firms pose to a financial 

conglomerate.80 IMF and World Bank emphasised that the ‘the problem is not relevant 

among the largest [financial conglomerates] that are vertical groups led by banks but is 

the prevailing situation in horizontal and mixed financial conglomerate that are the 

majority in Indonesia’.81 To address this issue, they recommended that the definition of 

financial conglomerate should be refined to include non-financial institutions that are 

part of financial conglomerates.82 Given that OJK does not have authority over non-

financial institutions, this suggestion could be difficult to implement. Nevertheless, OJK 

could enhance the Integrated Regulations by requiring financial conglomerates to 

periodically submit the necessary information regarding non-financial institutions that 

are part of its group. 

4.3.3. Lead Entity Concept and Its Expanding Obligation 

While a financial conglomerate comprises a number of legally separate financial 

institutions and can freely set its organisational structure in either vertical , horizontal or 

mixed structure, the Integrated Regulations operate on the basis that one entity should 

be held accountable for implementing the integrated GRC (Governance, Risk, and 

Compliance) of a financial conglomerate in its entirety as a group.83 The Integrated 

Regulations require financial conglomerates to appoint a lead entity (Entitas Utama) for 

this purpose.84 They specify that the lead entity is the parent company for a vertical 

 
77  Ibid. 
78  Ibid. 
79  Ibid. 
80  Ibid. 
81  Ibid. 
82  Ibid. 
83  OJK Regulation No 18/POJK.03/2014 on the Implementation of Integrated Corporate Governance 

for Financial Conglomerates art 1(3). 
84  OJK Regulation No 18/POJK.03/2014 on the Implementation of Integrated Corporate Governance 

for Financial Conglomerates art 6(1). 
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financial conglomerate.85 For a horizontal or mixed financial conglomerate, the 

controlling shareholder must appoint one financial institution within the group as the 

lead entity (the ‘appointed sister company’).86 The Integrated Regulations require that it 

should appoint the financial institution within the group that has the largest total assets 

and/or sound risk management practice.87 The main reason behind this requirement is 

that the lead entity must act as a source of managerial strength for all entities within the 

group with regard to the integrated GRC—it must establish a comprehensive and 

consistent integrated GRC framework and ensure effective implementation of that 

framework across entities within the group.88 It must also perform integrated risk 

management and integrated internal control and act as the primary contact or focal point 

for information regarding the integrated GRC of the group, especially for the OJK’s 

supervisors. The lead entity concept, both in theory and in practice, addresses the lack 

of accountability of financial conglomerates (discussed in Section 3.3.5). 

The appointed lead entity is dissimilar to the head of a financial conglomerate as 

recommended by the Joint Forum. As mentioned in Section 3.3.5 of chapter three, the 

Joint Forum suggested that the head of a financial conglomerate, the parent company, 

be held accountable for the financial conglomerate.89 It also advocated that regulators 

‘seek restructuring’ of financial conglomerates if necessary.90 In Indonesia, financial 

conglomerates are variably organised into vertical, horizontal and mixed structures and 

may refuse to restructure themselves into vertical financial conglomerates. Moreover, 

the ICL prohibits the establishment of a NOHC (Non-Operating Holding Company). 

The appointed lead entity required by the Integrated Regulations addressed these issues. 

It enables horizontal and mixed financial conglomerates to continue using their existing 

organisational structures. The appointed lead entity acts as a proxy for the financial 

conglomerate in its entirety as a group. 

 
85  OJK Regulation No 18/POJK.03/2014 on the Implementation of Integrated Corporate Governance 

for Financial Conglomerates art 6(3). 
86  OJK Regulation No 18/POJK.03/2014 on the Implementation of Integrated Corporate Governance 

for Financial Conglomerates art 6(4). 
87  OJK Regulation No 18/POJK.03/2014 on the Implementation of Integrated Corporate Governance 

for Financial Conglomerates art 6(6). 
88  OJK Regulation No 18/POJK.03/2014 on the Implementation of Integrated Corporate Governance 

for Financial Conglomerates art 7. See also Peraturan Otoritas Jasa Keuangan Nomor 

17/POJK.03/2014 tentang Penerapan Manajemen Risiko Terintegrasi Bagi Konglomerasi 

Keuangan [OJK Regulation No 17/POJK.03/2014 on the Implementation of Integrated Risk 

Management for Financial Conglomerates] (Indonesia) art 2. 
89  See Section 3.5. See also Joint Forum, above n 39, 9. 
90  Joint Forum, above n 39, 20. 
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Theoretically, the lead entity concept reflects enterprise law theory. Enterprise law 

theory adopts ‘a unitary view of the corporate group in practical terms requires the 

rights and duties of the corporate group to attach to the parent corporation or to another 

member of the corporate family’.91 This description suggests that any entity within the 

business group can act as a proxy of the group as a whole. Further, enterprise law theory 

‘implies that legal responsibility for the network could be imputed to some or all group 

members, not just to the group’s headquarters or parent’.92 Under the Integrated 

Regulations, the legal responsibility of a financial conglomerate to implement integrated 

GRC is not only held by the lead entity, but all member entities within a financial 

conglomerate. The administrative sanction provision of the Integrated Regulations 

states that a financial conglomerate that fails to meet the requirements of the Integrated 

Regulations will be subject to administrative sanction93—the financial conglomerate as 

a group and all entities therein.94 

As the lead entity holds overall responsibility for ensuring the implementation of 

integrated GRC across all member entities within a financial conglomerate, it is subject 

to the vicarious liability provision. Vicarious liability is provided for under the 

Indonesian Civil Code art 1367, stating that an individual is not only responsible for the 

damage caused by their own act, but also for the losses caused by the acts of individuals 

for whom they are responsible or caused by matters under their supervision.95 In the 

context of the Integrated Regulations, this provision may provide for the lead entity to 

be held liable for a wrongful act of member entities. The Indonesian Civil Code art 

1367 has never been applied to a group of companies due to the separate legal entity 

 
91  Virginia Harper Ho, ‘Theories of Corporate Groups: Corporate Identity Reconceived’ (2012) 42(3) 

Seton Hall Law Review 879, 907. The enterprise theory reflects the reality of a financial 

conglomerate as a polycorporate enterprise. Gunther described a polycorporate enterprise as 

characterised by personified webs of relationship with a special capacity for collective action and 

multiple interrelated decision centres, and not characterised by hierarchy. In the financial 

conglomerate, individual entities can make their own decisions with high consideration of the 

interests of the group or controlling shareholder. See Gunther Teubner, ‘The Many-Headed Hydra: 

Network as Higher Order of Collective Actors’ in Joseph McChaery, Sol Picciotto and Colin Scott 

(eds), Corporate Control and Accountability (Clarendon Press, 1993) 41, 43. See also Jose Engracia 

Antunes, Liability of Corporate Group: Autonomy and Control in Parent-Subsidiary Relationships 

in US, German and EU Law (Kluwer Law and Taxation Publisher, 1994) 20–51; John Scott, 

‘Corporate Groups and Network Structure’ in Joseph McChaery, Sol Picciotto and Colin Scott (eds), 

Corporate Control and Accountability (Clarendon Press, 1993) 291. 
92  Ho, above n 91, 908. 
93  OJK Regulation No 18/POJK.03/2014 on the Implementation of Integrated Corporate Governance 

for Financial Conglomerates art 53. 
94  Ibid. 
95  Kitab Undang-Undang Hukum Perdata [Indonesian Civil Code] (Indonesia) art 1367. 
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and limited liability principles of the ICL.96 The Integrated Regulations may enable the 

use of this provision to hold the lead entity liable for the member entities, but this 

conflicts with other legal requirements. For example, the lead entity and its expanding 

obligation requirements appear to contravene the corporate governance requirements in 

individual sectoral regulations. In particular, the corporate governance regulations for 

the banking, insurance, securities and multi-finance sectors prohibit shareholders 

(including controlling shareholders) from intervening in the operation of a company, 

and the insurance and securities regulations subject a shareholder who does to 

administrative sanction.97 This conflicts with the expanded obligations of a lead entity 

that requires it to establish and ensure the implementation of integrated GRC across 

entities within the group. As noted above, the lead entity that violates the Integrated 

Regulations is subject to administrative sanction. Accordingly, a parent company which 

is both a controlling shareholder and lead entity would certainly receive an 

administrative sanction, because compliance with the Integrated Regulations would 

contravene the requirement not to intervene in the operations of other companies. This 

creates legal uncertainty for the lead entity. To address this issue, the Integrated 

Regulations should be amended to include a provision exempting lead entities from the 

administrative sanctions of the sectoral regulations if they are intervening in the 

operations of other companies only to implement the requirements of the Integrated 

Regulations. Importantly, such exemption should be promulgated in the new law to 

provide a sound legal basis. Furthermore, the OJK’s supervisors must also ensure that 

the lead entity’s intervention does not harm the interests of the other companies within a 

 
96  See Isabella Leoni Simatupang and Kenny Regina, ‘Implementation of Vicarious Liability to Parent 

Company for Its Subsidiaries in Indonesia’ in Fakultas Hukum Universitas Indonesia [Faculty of 

Law, University of Indonesia], Percikan Pemikiran Makara Merah dari FHUI untuk Indonesia 

[Splash of Thought of Red Makara from the Faculty of Law, University of Indonesia] (Faculty of 

Law University of Indonesia, 2018) 10. 
97  See Peraturan Otoritas Jasa Keuangan Nomor 57/POJK.04/2017 tentang Penerapan Tata Kelola 

Perusahaan Efek Yang Melakukan Kegiatan Usaha Sebagai Penjamin Emisi dan Perantara Efek 

[OJK Regulation No 57/POJK.04/201i on the Implementation of Corporate Governance of 

Securities Companies that Perform Underwriter and Broker-Dealer Activities] (Indonesia) arts 4(1), 

58(1); Peraturan Otoritas Jasa Keuangan Nomor 73/POJK.05/2016 tentang Tata Kelola 

Perusahaan Yang Baik Bagi Perusahaan Asuransi [OJK Regulation No 73/POJK.05/2016 on the 

Good Corporate Governance for Insurance Company] (Indonesia) arts 47(1), 80(1); Peraturan 

Otoritas Jasa Keuangan Nomor 30/POJK.05/2014 tentang Tata Kelola Perusahaan Yang Baik Bagi 

Perusahaan Pembiayaan [OJK Regulation No 30/POJK.05/2014 on the Good Corporate 

Governance for Multi-Finance Company] (Indonesia) arts 7(1), 59(1); Peraturan Bank Indonesia 

Nomor 11/1/PBI/2009 tentang Bank Umum [Bank Indonesia Regulation No 11/1/PBI/2009 on the 

Commercial Bank] (Indonesia) arts 19(1), 80(1). 
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financial conglomerate in performing its duty to implement the requirements of the 

Integrated Regulations. 

The requirement to appoint a sister company as lead entity has been hotly contested. 

Tumbelaka, a compliance director of a bank (an appointed lead entity), argued that the 

appointed sister company does not have any legal authority to impose the integrated 

GRC framework on other sister companies within its group.98 She claimed that this 

impedes implementation of integrated GRC across entities within the group and, thus, 

compliance with the Integrated Regulations.99 Allmen and Kang agreed that ‘the lead 

entity lacks legal authority to impose OJK’s regulatory requirements on the group’.100 

The IMF and World Bank contended that: 

The lack of formal authority by the leading entities limit their power in establishing 

group wide policies and creates challenges to (i) establish an accounting and 

transparency framework; (ii) determine with certainty the highest-ranking contact 

person in the [financial conglomerate]; and (iii) impose group wide prudential and 

structural organization requirements.101 

This indicates that the appointed sister company would not be able to perform its duty to 

implement integrated GRC across the financial conglomerate due to its lack of authority 

to do so. 

OJK is aware of this. In a recent press release, it stated that the lead entity concept 

currently in use ‘has a drawback in that it does not have control over other financial 

institutions within the group and this may hamper’ the implementation of integrated 

GRC.102 In a draft regulation, OJK has proposed a NOFHC (Non-Operating Financial 

Holding Company) formed by the financial conglomerate to replace the lead entity 

concept.103 OJK stated that ‘applying this requirement might change the ownership 

 
98  Lydia Wulan Tumbelaka, ‘Tantangan Perusahaan Jasa Keuangan Milik Asing 

Mengimplementasikan Peraturan Konglomerasi Keuangan di Indonesia’ [Challenges of the 

Financial Institution Owned by Foreigner in Implementing Financial Conglomerate Regulation in 

Indonesia] (PowerPoint presented at the Seminar and Executive Roundtable on Financial 

Conglomerates in Indonesia, Centre for Risk Management Studies Indonesia, Jakarta, 14 January 

2016) 9. 
99  Ibid. 
100  Ulric Eriksson von Allmen and Heedon Kang, ‘Reinforcing Financial System Stability’ in Luis E 

Breuer, Jaime Guajardo and Tidiane Kinda (eds), Realizing Indonesia’s Economic Potential (IMF, 

2018) 271, 288. 
101  IMF and World Bank, ‘Indonesia: Financial Sector Assessment Program—Technical Note: Progress 

Toward Integrated Supervision’ (Unpublished Technical Note, IMF and World Bank, February 

2017) 15. 
102  See OJK, ‘Financial Conglomerates Required to Set Up Holding Companies: OJK Draft Regulation’ 

(Press Release SP 66/DKNS/OJK/VI/2017, 12 June 2017). 
103  Ibid. 
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structure’ of the financial institutions within financial conglomerates and the 

organisational structure of financial conglomerates.104 Particularly, mixed and 

horizontal financial conglomerates would need to be restructured into vertical financial 

conglomerates. At the time of writing, this draft regulation had not been finalised. A 

critical legal issue impeding its finalisation is the ICL prohibiting establishing a non-

operating holding company. This prohibition would make it impossible for horizontal 

and mixed financial conglomerates to comply with the proposed regulation. 

One way of addressing the lack of authority of the appointed lead entity would be 

implementing a contractual agreement between the parent and subsidiary companies or 

sister companies within a financial conglomerate. Graefe highlighted that, in Germany, 

the law recognises the contractual corporation or contractual concern (Vertragskonzern) 

that is based on the contractual arrangement or control agreement between a parent 

company and controlled subsidiary company.105 Under the contractual arrangement, the 

parent company acquires control of the subsidiary and is permitted to exercise ‘far-

reaching management powers over the subsidiary and its operations’.106 However, the 

parent must exercise the controlling power in the best interests of the group and must 

not render the subsidiary insolvent.107 The contractual agreement must be made publicly 

available, thus, contract creditors can access information about the group.108 Drawing 

from the Vertragskonzern, the Integrated Regulations should be amended to include a 

legal provision requiring the appointed lead entity and member entities to establish a 

contract in relation to the implementation of integrated GRC and to disclose the contract 

to the public.109 This contract can define the rights and obligations of the appointed lead 

 
104  Ibid. 
105  Ibid 788. 
106  René Reich-Graefe, ‘Changing Paradigms: The Liability of Corporate Groups in Germany’ 

(2005) 37 Connecticut Law Review 785. 
107  Ibid 789. 
108  Meredith Deaborn, ‘Enterprise Liability: Reviewing and Revitalizing Liability for Corporate 

Groups’ (2009) 97(1) California Law Review 195, 218. 
109  Indonesia and Germany both share some basic similar features derived from their classification as 

civil law legal systems. For example, both have adopted the two-tier board system. Additionally, 

many nations around the world have been adopting law or legal concepts from other countries. 

While some scholars argue that a ‘legal transplant’ can be problematic and may not perform as 

expected in its new environment, Zweigert and Kotz aptly state that ‘one cannot resist such a 

proposal simply because it is foreign and ipso facto unacceptable…the reception of foreign legal 

institutions is not a matter of nationality, but of usefulness and need’. Drawing from Zweigert and 

Kotz and considering the potential utility of a legal transplant, I recommend that Indonesia should 

adopt the contractual agremeent concept. This recommendation will be discussed further in chapter 

6. See Jaakko Husa, ‘Developing Legal System, Legal Transplants, and Path Dependence: 

Reflections on the Rule of Law’ (2018) 6(2) The Chinese Journal of Comparative Law 129, 130; 
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entity and member entities. It can include provisions to provide authority to the 

appointed lead entity with regard to the implementation of integrated GRC and the 

obligation of member entities to follow the instruction of the lead entity with regard to 

implementation of integrated GRC. The Indonesian Civil Code art 1338 stipulates that 

contracts are legally binding for the parties who have concluded them.110 Accordingly, 

the contract between an appointed lead entity and member entities would be legally 

binding for them. However, the Indonesian Civil Code provides that a contract can be 

revoked by the consent of those parties.111 Therefore, a legal provision in the Integrated 

Regulations requiring the existence of a contract between the lead entity and member 

entities in relation to the implementation of integrated GRC is important to ensure that 

those parties do not revoke the contract.112 

Another way of addressing the lead entity’s lack of authority would be through 

imposing a fiduciary duty upon the controlling shareholder of a financial conglomerate. 

As discussed in Chapter 2, the controlling shareholder plays an important role in 

managing entities within a financial conglomerate as a group. However, they are 

shielded under the limited liability principle of the ICL. Moreover, the Indonesian legal 

system does not recognise the concepts of a shadow director or de facto director to hold 

the controlling shareholder responsible for the entities within a financial conglomerate. 

Accordingly, the controlling shareholder does not have any legal responsibility to the 

entities within a financial conglomerate beyond their shareholding. Indonesian banking 

regulation stipulates the fiduciary duty of a controlling shareholder of a bank for 

ensuring the bank implements GRC113 and that those controlling shareholders who fail 

this should divest their shareholding.114 This has improved GRC practices in banks. 

 
Konrad Zweigert and Hein Kotz, An Introduction to Comparative Law (Oxford University Press, 2nd 

ed, 1986) 16. 
110  See Kitab Undang-Undang Hukum Perdata [Indonesian Civil Code] (Indonesia) art 1338. 
111  Ibid. 
112  As will be shown in Chapter Five, six financial conglomerates have corporate group charters which 

are the contract among entities within the group to implement the Integrated Regulations.  
113  This regulation was promulgated by Bank Indonesia in 2012. It was amended by OJK in 2016, but 

all provisions were maintained. See Peraturan Otoritas Jasa Keuangan No.56/POJK.03/2016 

tentang Kepemilikan Saham Bank Umum [OJK Regulation No 56/POJK.03/2016 on Banks’ 

Ownership] (Indonesia) art 10(1); Peraturan Bank Indonesia Nomor 14/8/PBI/2012 tentang 

Kepemilikan Saham Bank Umum [Bank Indonesia Regulation No 14/8/PBI/2012 on Banks’ 

Ownership] (Indonesia) art 10(1). 
114  OJK Regulation No 56/POJK.03/2016 specifies that when a bank’s corporate governance rating or 

bank soundness rating is rank 3, 4 or 5 for three consecutive periods, the controlling shareholder 

must divest their shares within five years. Where the controlling shareholder is a bank or non-bank 

financial institution, it may hold a maximum of 40% of a bank’s shares. Where the controlling 

shareholder is non-financial institution, it may hold a maximum of 30% of a bank’s shares. Where 
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Unfortunately, this provision applies to a bank as a single entity, not financial 

conglomerates. The Integrated Regulations do not place any responsibility on a 

controlling shareholder, except that they must appoint a lead entity. Drawing from the 

abovementioned banking regulation provisions, a similar provision could be adopted in 

the Integrated Regulations to establish a fiduciary duty of the controlling shareholder to 

ensure the implementation of integrated GRC within a financial conglomerate and to 

impose an administrative sanction on those who failed to perform this duty. As a 

controlling shareholder has power over all the entities within a financial conglomerate, 

this would address the issue of the lead entity’s lack of authority and support its 

responsibility to ensure implementation of integrated GRC across the financial 

conglomerate. In addition, the proponents of stewardship theory assert that the increased 

controlling shareholder ‘involvement in governance, not just through exercise of market 

power, is essential to creation of sustainable, long-term corporate value, and to holding 

boards of directors and senior business leaders accountable’.115 This recommendation 

and stewardship theory will be drawn upon and referred to in Chapter Six. 

4.3.4. The Duties of the Boards of Lead Entity 

The Integrated Regulations stipulate that the boards116 of the lead entity are responsible 

for establishing and ensuring the implementation of integrated GRC across the entities 

 
the controlling shareholder is a person, they may hold a maximum of 20% of a bank’s shares. See 

OJK Regulation No 56/POJK.03/2016 on Banks’ Ownership arts 2(2), 10(2). 
115  The stewardship theory contrasts with agency theory with regard to the controlling shareholder. As 

Zhang et al reveal, the literature on agency theory contains conflicting arguments regarding the role 

of controlling shareholders, ranging from positive to negative. They find that some scholars argue 

that controlling shareholders are more likely to support the creation of long-term business growth; 

while others contend that controlling shareholders may be short-term oriented and expropriate 

minority shareholders’ interests. They argue that the stewardship theory provides an appropriate 

theoretical perspective to analyse the role of controlling shareholders. The stewardship theory 

suggests that a good relation between controlling shareholders and managers can enhance 

cooperation among them and thereby, improving the performance of the company. In stewardship 

theory, the model of controlling shareholder ‘is based on a steward whose behavior is ordered such 

that pro-organizational, collectivistic behaviors have higher utility than individualistic, self-serving 

behaviors.’ In a broader sense, this steward is not only a person as controlling shareholder, but also 

the directors of the parent company or lead entity. See Feng Zhang, et al, ‘Roles of Relationships 

Between Large Shareholders and Managers In Radical Innovation: A Stewardship Theory 

Perspective’ (2018) 35(1) Journal of Product Innovation Management 88, 88–90; Arad Reisberg, 

‘The Notion of Stewardship From a Company Law Perspective: Re-Defined and Re-Assessed in 

Light of the Recent Financial Crisis?’ (2011) 18(2) Journal of Financial Crime 126, 127; Iris HY 

Chiu, ‘Institutional Shareholders as Stewards: Toward A New Conception of Corporate 

Governance’ (2011) 6 The Brooklyn Journal of Corporate, Financial and Commercial Law 387; 

James H. Davis, F. David Schoorman and Lex Donaldson, ‘Toward A Stewardship Theory of 

Management’ (1997) 22(1) Academy of Management Review 20, 24. 
116  As noted in Chapter 2, ICL adopts a two-tiered board system comprising a BoC and BoD. The 

Integrated Regulations specify a different duty for each board. The BoC of the lead entity has the 
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within the group.117 In performing their responsibility, those boards must establish an 

integrated GRC framework and direct the boards of member entities to adopt and 

implement that framework.118 They must also ensure that the boards of individual 

entities within the financial conglomerate take action to follow up findings and 

recommendations from integrated internal control functions, external auditor, OJK 

supervisors and other authorities.119 To do so, they must have a considerable 

understanding of the business activities, corporate governance and risks of individual 

entities within the financial conglomerate. 

As discussed in Section 1.2, many legal scholars argue that the provision imposing legal 

responsibility on the boards of a lead entity contravenes the fiduciary duty of the boards 

of a company stipulated in the ICL.120 The ICL requires the boards of a company to act 

independently and professionally in the best interests of the company, not for the 

interests of the group or a controlling shareholder.121 This means that the boards must 

‘avoid the occurrence of domination by any party, must not be influenced by any certain 

interests, must be free from conflict of interests and any influence or pressure, so that 

the decision making can be carried out objectively’.122 This creates legal ambiguity for 

the boards of individual entities within a financial conglomerate and there is a high 

possibility that the boards of individual entities within the group will refuse to follow 

 
overall duty to oversee the effective implementation of integrated GRC. Specifically, the BoC of the 

lead entity must 1) monitor the implementation of integrated GRC in each member entity within the 

financial conglomerate, 2) supervise the implementation of the duty and responsibility of the BoD of 

the lead entity as well as provide advice and recommendation to the BoD of the lead entity regarding 

the implementation of integrated GRC and 3) evaluate the effectiveness of the integrated GRC 

framework and propose necessary enhancement. The BoC of the lead entity must meet at least twice 

a year to evaluate the implementation of integrated GRC. The BoD of the lead entity has the overall 

duty to establish and ensure the implementation of integrated GRC. In conducting this duty, it must 

1) develop and establish an integrated GRC framework; 2) direct, monitor and evaluate the 

implementation of integrated GRC; and 3) follow up direction and advice from the BoC of the lead 

entity for enhancing integrated GRC. To support fulfilment of its duties, the Integrated Regulations 

require the BoD of the lead entity to establish an integrated risk management committee, integrated 

compliance unit, integrated internal audit and integrated risk management unit. See OJK Regulation 

No 18/POJK.03/2014 on the Implementation of Integrated Corporate Governance for Financial 

Conglomerates arts 9–16; OJK Regulation No 17/POJK.03/2014 on the Implementation of 

Integrated Risk Management for Financial Conglomerates arts 9–15. 
117  See OJK Regulation No 18/POJK.03/2014 on the Implementation of Integrated Corporate 

Governance for Financial Conglomerates art 10(1). 
118  OJK Regulation No 18/POJK.03/2014 on the Implementation of Integrated Corporate Governance 

for Financial Conglomerates art 10(2). 
119  OJK Regulation No 18/POJK.03/2014 on the Implementation of Integrated Corporate Governance 

for Financial Conglomerates art 11. 
120  See Section 1.2. 
121  See also Undang-Undang Nomor 40 Tahun 2007 tentang Perseroan Terbatas [Law No 40 of 2007 

on Limited Liability Companies] (Indonesia) arts 92(1); 108(2). 
122  See Komite Nasional Kebijakan Governance [National Committee on Governance], Indonesia’s 

Code of Corporate Governance (Komite Nasional Kebijakan Governance, 2006) 6. 
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directions from the boards of the lead entity and will refuse to provide information 

about their companies to the boards of the lead entity on the grounds that they must 

conform to their fiduciary duty. This situation is likely to be more prevalent in 

horizontal and mixed financial conglomerates where the lead entity is an appointed 

sister company that has no legal authority over other member entities. This hampers the 

lead entity in fulfilling its responsibility to ensure implementation of integrated GRC 

across the group and undermines the objectives of the Integrated Regulations. 

Some countries provide specific clarification around any fiduciary duty of the boards of 

subsidiaries to both their own and parent companies.123 In a number of European 

jurisdictions, including the United Kingdom, France, Italy and Switzerland, the laws 

provide that ‘subsidiary boards owe their fiduciary duties primarily to their companies 

as a stand-alone company with an overarching obligation to consider the best interest of 

parent company’.124 This legal doctrine could be expanded in the Integrated Regulations 

by stating that the boards of member entities within a financial conglomerate owe a 

fiduciary duty to their companies with a high consideration to the best interests of the 

financial conglomerate in its entirety as a group. This would mean that the boards of a 

company, when considering what is in the best interests of the company, should also 

take into account the interests of the financial conglomerate in its entirety as a group. 

The adoption of this legal concept could establish legal certainty for the boards of 

individual entities within a financial conglomerate regarding their fiduciary duty. 

Should the interests of the company conflict with the interests of the financial 

conglomerate as a group, the financial conglomerate should have a group policy to 

address such conflicts of interest. An objective of the Integrated Regulations is to ensure 

that the financial conglomerate in its entirety conducts its business in a prudent manner 

 
123  See Maggy Pariente, ‘The Evolution of the Concept of Corporate Group in France’ (2007) 4(3) 

European Company and Financial Law Review 317; Paola Fasciani, ‘Groups of Companies: The 

Italian Approach’ (2007) 4(2) European Company and Financial Law Review 195. 
124  A similar provision is also adopted in the Australian Corporation Act. Specifically, section 187 of 

the Corporation Act 2001 (cth) stipulates that: 

 a director of a corporation that is a wholly-owned subsidiary of a body corporate is 

taken to act in good faith in the best interests of the subsidiary if (a) the constitution of 

the subsidiary expressly authorises the director to act in the best interests of the 

holding company; (b) the director acts in good faith in the best interests of the holding 

company; and (c) the subsidiary is not insolvent at the time the director acts and does 

not become insolvent because of the director’s act. 

See Yannick Hausmann and Elisabeth Bechtold, ‘Corporate Governance of Groups in an Era of 

Regulatory Nationalism: A Focused Analysis of Financial Services Regulation’ (2015) 12(3) 

European Company and Financial Law Review 341, 348; Corporation Act 2001 (Cth) s 187. 
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by requiring the boards of the lead entity to ensure implementation of integrated GRC. 

The boards of a company within a financial conglomerate have the fiduciary duty to 

ensure that the company conducts its business in a prudent manner. Accordingly, the 

boards of the lead entity can support the boards of individual companies within a 

financial conglomerate to fulfil their fiduciary duty by ensuring the financial 

conglomerate as whole conducts its business in a prudent manner. 

4.3.5. Integrated Committees of the Lead Entity 

The Integrated Regulations require the boards of the lead entity to establish two types of 

integrated committees—an integrated corporate governance committee and integrated 

risk management committee. The integrated corporate governance committee has a 

primary function to assist the BoC of the lead entity. It is responsible for evaluating the 

implementation of an integrated GRC framework and providing recommendations for 

enhancing that framework.125 It must involve independent commissioners representing 

each individual entity within the financial conglomerate.126 The integrated risk 

management committee has the primary function to support the BoD of the lead entity 

in ensuring the effective implementation of integrated risk management across the 

financial conglomerate.127 It must involve directors representing each individual entity 

 
125  The integrated good corporate governance committee is expected to enable the members of the BoC 

of the constituent entities within a financial conglomerate to exchange their views, increase synergy 

and make full use of their expertise for handling various issues and risks in a financial conglomerate. 

It is also expected to facilitate the BoC of the lead entity in implementing integrated GRC across the 

entities within the group. It is expected to provide recommendations to improve integrated GRC 

practices and to promote the transparency, accountability, professionalism, responsibility and 

fairness of the financial conglomerate as a group. 
126  As a financial conglomerate involves a number of entities, each with their own BoC, the Integrated 

Regulations require that the members of the integrated corporate governance committee should 

comprise: 1) an independent commissioner of the lead entity, who also acts as a chairman of one of 

committees in the lead entity, as chairman of the committee; 2) independent commissioners 

appointed from each member entity; and 3) members of the Islamic supervisory board of member 

institutions where the financial conglomerate includes Islamic financial institutions. The number and 

composition of the independent commissioners can be adjusted according to the organisational and 

managerial structure of the financial conglomerate, but such adjustment must not hinder the 

effectiveness of the committee. Each individual entity should be represented by an independent BoC 

member. 
127  The integrated risk management committee has the responsibility to: 1) confirm that the financial 

conglomerate as a group has managed the full spectrum of risks within the group in accordance with 

group-wide risk appetite and risk limit as well as considered the interrelationships between various 

risks emerging from different business lines or constituent entities within the group; 2) monitor the 

implementation of the integrated risk management policies and procedures and periodically review 

the overall integrated risk management framework; 3) ensure the risks that the financial 

conglomerate is exposed to are clearly identified and reviewing the measures taken by management 

to adequately manage them; and 4) recommend the enhancement of the integrated risk management 

framework to the BoD of the lead entity, including policies, procedures, process, human resources, 

management information system and internal control. 
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within the financial conglomerate.128 These integrated committees are important 

elements in the efforts of the boards of the lead entity to establish and implement 

integrated GRC across the financial conglomerate and to facilitate coordination, 

cooperation and information sharing among the boards of individual entities within the 

financial conglomerate. 

Importantly, the integrated corporate governance committee requires an independen 

commissioner from each individual entity within the financial conglomerate. This 

requirement implicitly obliges all entities within a financial conglomerate to have 

independent commissioners. This is more stringent than the requirement of the 

regulation of the multi-finance sector which does not require a multi-finance company 

with total assets below IDR200 billion to have an independent commissioner.129 The 

reason behind this is arguably to minimise compliance costs for small multi-finance 

companies. Some multi-finance companies that are part of financial conglomerates have 

total assets below IDR200 billion and, thus, do not have independent commissioners. 

This may hinder the establishment of the integrated corporate governance committee of 

those conglomerates. To address this, the Integrated Regulations should require a 

commissioner from each entity within a financial conglomerate instead of an 

independent commissioner. Although the requirement for independent commissioner 

was aimed at ensuring better and more independent judgements by the decision-makers, 

this does not always occur in practice because the independent commissioners does not 

have the level of knowledge or involvement needed. Therefore, sacrificing the 

independence requirement enables both a representative from each company, as well as 

including commissioners that have a stronger connection to the controlling 

shareholders. Whilst this risks entrenching the power of the controlling shareholder, this 

is mitigated by introducing the rules around shadow/de facto directors which will 

 
128  The Integrated Regulations require that the members of this committee should comprise a director of 

the lead entity responsible for risk management, a director from each member financial institution 

and senior managers from each member financial institution. The number of members can be 

adjusted according to the need, characteristics and complexity of the financial conglomerate; 

however, the committee must include at least a director and a senior manager from each of the 

individual entities within the group so the committee can assess the implementation of integrated 

risk management comprehensively and effectively. The committee is expected to facilitate 

information exchange and coordination among the directors and senior managers of the individual 

entities within the financial conglomerate to ensure effective implementation of integrated risk 

management and to minimise various risks at a group and entity level, particularly, the risks of the 

financial conglomerate (contagion risk, concentration risk, risk aggregation, and intragroup 

transactions and exposure risk). 
129  See OJK Regulation No 30/POJK.05/2014 on the Good Corporate Governance for Multi-Finance 

Company art 23. 
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impose duties upon the controlling shareholder to act in the best interests of the 

companies, as will be discussed further in Chapter Six. 

4.3.6. Integrated GRC Framework 

The Integrated Regulations require the boards of the lead entity to develop an integrated 

GRC guideline. The guideline must contain an integrated GRC framework for the lead 

entity and for individual entities within the group.130 The minimum requirements of an 

integrated GRC guideline are given in Appendix 2. The guideline could serve as a 

policy underpinning the implementation of integrated GRC, establishing the structure 

and processes and laying the groundwork for compliance. 

Critical analysis of the minimum requirements of an integrated GRC guideline finds 

that those requirements do not fully address the issues posed by financial 

conglomerates. In particular, they do not address two major issues. First, they do not 

include the conflicts of interest at the group level (discussed in Section 3.3.4). Second, 

they do not include a code of conduct for the financial conglomerate in its entirety as a 

group. The Joint Forum suggested that the group corporate governance framework must 

include ‘adequate policies and processes that enable potential intra-group conflicts of 

interest to be avoided, and actual conflicts of interest to be identified and managed’ at 

the group level.131 Further, it recommended that regulators ‘should require that the 

corporate governance framework of the financial conglomerate includes a code of 

ethical conduct’.132 Based on the Joint Forum’s suggestions, the Integrated Regulations 

should be amended to address conflicts of interest at the group level and to require 

financial conglomerates to establish a code of conduct.  

4.3.7. Integrated Risk Management 

The Integrated Regulations require the boards of the lead entity to establish and 

implement a comprehensive and effective risk management framework accompanied by 

a robust system of internal controls involving compliance and internal audit functions. 

The Integrated Regulations provide detailed guidance on the requirements of integrated 

risk management. The framework should be designed to be commensurate with a 

financial conglomerate’s business, purpose, size and complexity and include 

 
130  OJK Regulation No 18/POJK.03/2014 on the Implementation of Integrated Corporate Governance 

for Financial Conglomerates art 28(1). 
131  Joint Forum, above n 39, 18. 
132  Ibid 19. 
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determination of risk strategies in accordance with the risk appetite, procedures for risk 

assessment, maintenance of integrated risk management information systems and 

maintenance of integrated internal control systems. Importantly, the framework should 

capture all risks in a financial conglomerate including credit risk, market risk, liquidity 

risk, operational risk, strategic risk, compliance risk, legal risk, reputational risk, 

intragroup transaction and exposure risk, and insurance risk for a financial 

conglomerate involving an insurance company. The framework should also address 

assessment of risk aggregation, risk concentration and risk contagion. Accordingly, the 

framework could address the risk management issues discussed in Section 3.3.1.  

However, the Integrated Regulations do not provide clear guidance regarding the 

procedure for conducting stress testing and assessment of risk aggregation, risk 

integration, risk contagion and risk involved in intragroup transactions and exposures. 

This creates two issues. First, the lead entity may fail to develop appropriate methods 

for conducting those matters, because it may not have sufficient skill and knowledge to 

do so. Second, the OJK supervisor may be unable to properly assess those matters, 

because there is no general standard and there may be inconsistency among financial 

conglomerates on those matters. These issues may hinder the effective implementation 

of integrated risk management. The Joint Forum reported that the GFC evidenced the 

failure of risk aggregation and stress testing methods ‘to fulfil their function of 

providing to management and financial supervisors the information necessary to 

safeguard the firms’.133 The Joint Forum found that some large international financial 

conglomerates only ‘monitored compliance with regulatory requirements and otherwise 

give little attention to intragroup transactions and exposures’ and focused ‘on 

concentrations almost entirely at’ the entity level.134 These findings show that unclear 

guidelines regarding stress testing and assessment of risk aggregation, risk integration, 

risk contagion and risk involved in intragroup transactions and exposures produces 

inadequate assessment and results in the failure of risk assessment to fulfil its function 

of providing reliable information to the boards of the lead entity of financial 

conglomerates, integrated committees and financial supervisors. To address this issue, 

OJK should provide clear guidance regarding stress testing and assessment of risk 

 
133  See Joint Forum, ‘Development in Modelling Risk Aggregation’ (Report, Joint Forum, October 

2010). 
134  Joint Forum, ‘Intra-Group Transactions and Exposures Principles’ (Report, Joint Forum, December 

1999); Joint Forum, ‘Risk Concentration Principles’ (Report, Joint Forum, December 1999). 
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aggregation, risk integration, risk contagion and risk involved in intragroup transactions 

and exposures. 

The Integrated Regulations do not include a provision exempting the secrecy provisions 

of the IBL and ICML for the purpose of implementing integrated GRC. As mentioned 

in Section 1.2 of chapter one, there are concerns that the lead entity or member entities 

within a financial conglomerate might violate the secrecy provisions of the IBL and 

ICML on the grounds that they must conduct integrated risk assessment.135 This concern 

arises because violation of the secrecy provisions is a criminal offense. A review of the 

literature shows that, in some countries, the laws provide exceptions for information 

exchange among entities within a financial conglomerate that would otherwise be 

illegal. For instance, in the United States the Gramm-Leach Bliley Act allows the 

sharing of customer information among affiliates within a financial conglomerate.136 In 

the European Union, the Financial Conglomerate Directive allows natural persons and 

legal persons within a financial conglomerate to exchange information relevant for the 

purpose of implementing its requirements that include the implementation of integrated 

risk management.137 Drawing from this, the Integrated Regulations should have a 

provision to provide legal exception and certainty for individual entities within a 

financial conglomerate to conduct information sharing for the purpose of implementing 

integrated GRC. 

4.3.8. Integrated Internal Control Functions 

The Integrated Regulations oblige the boards of the lead entity to establish independent 

integrated internal control functions (an integrated compliance function and integrated 

audit function).138 They specify that the boards of the lead entity could expand the 

duties and responsibilities of the existing internal control units in its company to 

 
135  See Section 1.2. See also ‘OJK Jamin Kerahasiaan Data Individu Konglomerasi Keuangan’ [OJK 

Guarantees the Confidentiality of Individual Customer Data of the Financial Conglomerate], 

Republika (online), 13 January 2016 

<https://www.republika.co.id/berita/ekonomi/keuangan/16/01/13/o0w696219-ojk-jamin-

kerahasiaan-data-individu-konglomerasi-keuangan>. 
136  See Jolina C Cuaresma, ‘The Gramm-Leach-Bliley Act’ (2002) 17(1) Berkeley Technology Law 

Journal 497, 502. 
137  See Directive 2002/87/EC of the European Parliament and of the Council on the Supplementary 

Supervision of Credit Institutions, Insurance Undertakings and Investment Firms in a Financial 

Conglomerate and Amending Council Directives 73/239/EEC, 79/267/EEC, 92/49/EEC, 92/96/EEC, 

93/6/EEC and 93/22/EEC, and Directives 98/78/EC and 2000/12/EC of the European Parliament 

and of the Council [2003] OJ L 35/1 art 14(1). 
138  See OJK Regulation No 18/POJK.03/2014 on the Implementation of Integrated Corporate 

Governance for Financial Conglomerates arts 21(1), 24(1); OJK Regulation No 17/POJK.03/2014 

on the Implementation of Integrated Risk Management for Financial Conglomerates art 16 point b. 
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perform integrated internal control functions to avoid establishing new integrated 

internal control functions.139 

The integrated internal control functions have the duties to detect and prevent 

misconduct and fraud in the financial conglomerate, promote compliance of the 

financial conglomerate with the Integrated Regulations and other prevailing laws and 

regulations, and support the financial conglomerate in its entirety as a group to 

accomplish its objectives by bringing a systematic and disciplined approach to evaluate 

and enhance the integrated GRC framework and process.140 In performing their duties, 

the integrated internal control functions should closely cooperate with the internal 

control functions within each individual entity within the financial conglomerate.141 

Cooperation should aim to ensure the availability, accuracy and adequacy of 

information on the compliance, internal control and risks of individual entities across 

the financial conglomerate so the integrated internal control units can adequately assess 

the integrated GRC of the financial conglomerate in its entirety as a group and provide 

recommendations on corrective actions to address identified risks and improve the 

implementation of integrated GRC to the boards of the lead entity and integrated 

committees.142 

Critical analysis of these requirements identifies two potential issues. First, the 

Integrated Regulations allow the boards of the lead entity to expand the responsibilities 

of the internal control units in its company to perform integrated internal control 

functions. The boards of the lead entity would likely do that to minimise compliance 

cost. This would result in a dual-hatted role of the integrated internal control functions 

in which the internal control functions staff would be susceptible to poor situational 

awareness of the issues and risks in the financial conglomerate, information overload 

and task saturation (too many tasks and not enough time, tools or resources to undertake 

 
139  See Surat Edaran Otoritas Jasa Keuangan No.15/SEOJK.03/2015 tentang Penerapan Tata Kelola 

Terintegrasi Bagi Konglomerasi Keuangan [OJK Circular Letter No 15/SEOJK.03/2015 on the 

Implementation of Integrated Corporate Governance for Financial Conglomerates] (Indonesia). 
140  See Ibid. See also Institute of Internal Auditors, International Standards for the Professional 

Practice of Internal Auditing (Institute of Internal Auditors, 2016) glossary; Henning Kagermann et 

al, Internal Audit Handbook: Management With the SAP–Audit Roadmap (Springer, 2008) 4. 
141  See OJK Regulation No 18/POJK.03/2014 on the Implementation of Integrated Corporate 

Governance for Financial Conglomerates art 18(2). 
142  Ibid elucidation of art 18(2). 
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them).143 As a result, the internal control functions could fail in their aforementioned 

duties. Given the significant findings in regard to the pre-GFC lack of internal controls 

in financial firms, anything that could likely weaken internal controls should be 

minimised.144 Thus, the Integrated Regulations should remove the provisions allowing 

the dual-hatting arrangement of integrated internal control functions and should require 

the lead entity to establish independent internal control units to promote the 

effectiveness of integrated internal control in the financial conglomerate. While this 

might raise the compliance cost of the financial conglomerate, the benefits of 

independent control units outweigh the cost because these units can protect assets, 

reduce potential fraud, improve efficiency in operations, increase financial reliability 

and integrity, and ensure compliance of the financial conglomerate with the prevailing 

laws and regulations. 

4.3.9. Self-Assessment, Reporting, and Disclosure 

 The Integrated Regulations require the lead entity to perform periodic self-assessment 

(minimum of twice a year) of the implementation of integrated GRC.145 It must also 

perform self-assessment on the implementation of integrated corporate governance at 

least once a year.146 The Integrated Regulations require the lead entity to submit the 

self-assessments to OJK.147 

The Integrated Regulations also require the lead entity to disclose in its annual report on 

the implementation of integrated corporate governance of the financial conglomerate.148 

 
143  See Patrick J Doherty, ‘One Hat Too Many: The JFC and Component Command’ (Monograph, 

School of Advanced Military Studies United States Army Command and General Staff College Fort 

Leavenworth, Kansas) iii, <https://apps.dtic.mil/dtic/tr/fulltext/u2/a393875.pdf>. 
144  See Naveen Kumar and Jatin P Singh, ‘Global Financial Crisis: Corporate Governance Failures and 

Lessons’ (2013) 4(1) Journal of Finance, Accounting and Management 21; Michalis Bekiaris, 

Thanasis Efthymiou and Andreas G Koutoupis, ‘Economic Crisis Impact on Corporate Governance 

and Internal Audit: The Case of Greece’ (2013) 11(1) Corporate Ownership and Control 55; 

William W Lang and Julapa A Jagtiani, ‘The Mortgage and Financial Crises: The Role of Credit 

Risk Management and Corporate Governance’ (2010) 38(2) Atlantic Economic Journal 123. 
145  See OJK Regulation No 17/POJK.03/2014 on the Implementation of Integrated Risk Management 

for Financial Conglomerates art 28(1). 
146  See OJK Regulation No 18/POJK.03/2014 on the Implementation of Integrated Corporate 

Governance for Financial Conglomerates art 45(1). 
147  As a minimum, the lead entity must submit its self-assessment on integrated risk management on 15 

June and 15 December and its self-assessment on the implementation of integrated corporate 

governance on15 February. See OJK Regulation No 17/POJK.03/2014 on the Implementation of 

Integrated Risk Management for Financial Conglomerates art 28(5); OJK Regulation No 

18/POJK.03/2014 on the Implementation of Integrated Corporate Governance for Financial 

Conglomerates art 45(6). 
148  See OJK Regulation No 18/POJK.03/2014 on the Implementation of Integrated Corporate 

Governance for Financial Conglomerates art 46(1). 
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This report should at least contain the result of the self-assessment on implementation of 

integrated corporate governance of the financial conglomerate, the financial 

conglomerate’s structure (and its larger business group structure if the financial 

conglomerate is part of a larger business group), the ownership structure of the financial 

conglomerate, the management structure of financial conglomerate, and its policies and 

procedures on intragroup transactions and exposures.149 This report can be combined 

with the lead entity’s general annual report or provided separately.150 The Integrated 

Regulations also stipulate that the lead entity must upload this report into its homepage 

(at the latest, five months after the end of a financial year) so that stakeholders can 

easily access it.151 This report might, to some extent, minimise the issue of a lack of 

transparency of financial conglomerates. 

However, the Integrated Regulations do not require the lead entity to disclose the 

combined financial statements152 and details of intragroup transactions and exposures. 

These provide important information for the OJK’s supervisors, market participants and 

the public regarding the business activities and financial condition of the individual 

entities within the financial conglomerate and the financial conglomerate in its entirety 

as a group. Their absence hinders assessment of the actual financial condition and risks 

of the financial conglomerate. To address this issue, the Integrated Regulations should 

require the lead entity to disclose this information. 

4.3.10. Preliminary Conclusions on the Integrated Regulations 

The above analysis shows that OJK has attempted to govern financial conglomerates by 

enacting the Integrated Regulations. However, the Integrated Regulations have many 

legal issues. They are delegated regulations that contravene primary laws and, thus, they 

could be annulled through judicial review. The recognition of a financial conglomerate 

 
149  See OJK Circular Letter No 15/SEOJK.03/2015 on the Implementation of Integrated Corporate 

Governance for Financial Conglomerates. 
150  OJK Regulation No 18/POJK.03/2014 on the Implementation of Integrated Corporate Governance 

for Financial Conglomerates art 46(4). 
151  Ibid 46(3). 
152  As DeLoe explained: 

a combined financial statement is different from a consolidated financial statement in that it 

treats each subsidiary as a separate entity on paper, as it is in actual life. The combined 

financial statement reports the finances of the subsidiaries and the parent company separately, 

but combined into one document. Within the one document, the parent's and subsidiaries’ 

financial statements still remain distinct. 

See Ronna L DeLoe, Consolidated Financial Statements vs. Combined Financial Statements: Which 

Should I Use for My Business? (August 2018) Legalzoom 

<https://www.legalzoom.com/articles/consolidated-financial-statements-vs-combined-financial-

statements-which-should-i-use-for>. 
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as a group and the obligations put on the lead entity contravenes the separate legal entity 

principle of the ICL, the duty of the boards of the lead entity conflict with the fiduciary 

duty of the boards of a company, and the requirement to assess funding concentration 

risk may contravene the secrecy provisions of the IBL and ICML. This situation creates 

legal uncertainty and ambiguity for regulated entities, because compliance with the 

Integrated Regulations could result in non-compliance with primary laws. To address 

these legal issues, the Indonesian policymakers should establish a new law by adopting 

enterprise law theory and stewardship theory to govern financial conglomerates. This 

legal proposal will be discussed further in Chapter Six. However, the establishment of 

new law might take a long time, considering the complex and lengthy legislative 

process in Indonesia. 

Furthermore, the Integrated Regulations do not clearly define a financial conglomerate. 

This could result in unintended non-compliance by some financial conglomerates, 

particularly homogeneous groups. Further, the Integrated Regulations are incomplete 

and fail to include important provisions to address the issues posed by financial 

conglomerates. Particularly, they do not govern the controlling shareholder of a 

financial conglomerate; address conflicts of interest at the group level; require the lead 

entity to submit important information, such as the combined financial statements and 

details of intragroup transactions and exposures; and provide clear guidance regarding 

stress testing and assessment of risk aggregation, risk concentration and risk involved in 

intragroup transactions and exposures. They also allow the dual-hatted roles of 

integrated internal control functions that impede the effectiveness of these functions to 

fulfil their main duty to prevent misconduct and fraud in financial conglomerate. As a 

result, the Integrated Regulations may fail to prevent these issues and their 

consequences. To address these issues, OJK should amend the Integrated Regulations. 

This can be conducted by OJK in the short time, considering its regulatory authority.  

4.4. The Integrated Supervisory Framework 

This section analyses the Integrated Supervision. Per Eisenbach et al, financial 

supervision is ‘somewhat opaque to those who are not directly involved’.153 Few studies 

have discussed financial supervisory frameworks for financial conglomerates, thus, this 

section adds to the literature. It analyses the purpose and design of the Integrated 

 
153  See Thomas Eisenbach et al, ‘Supervising Large, Complex Financial Institutions: What Do 

Supervisors Do?’ (2017) 23(1) Federal Reserve Bank of New York Economic Policy Review 57, 58. 
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Supervision, OJK’s integrated supervision organisation and integrated supervisory 

cycle. It examines whether the integrated supervisory framework and activities have 

adequately addressed the OJK’s silo-sectoral governance, inadequacy of sectoral 

supervision and risks posed by financial conglomerates. 

 

 

4.4.1. Purpose of Integrated Supervision 

Broadly, the OJK’s supervision involves three levels (see Figure 4.1), all of which can 

apply to financial conglomerates. The first level is sectoral supervision which focuses 

on financial institutions as a single entity. It is conducted by the OJK’s sectoral 

supervisors and uses the sectoral supervisory framework. The second level is 

consolidated banking supervision which applies to the banking sector, focusing on 

parent company banks and their subsidiaries. The capital markets and NBFIs have not 

adopted consolidated supervision to date. The second level is conducted by the OJK’s 

banking supervisors and used the consolidated banking supervisory framework. The 

third level is the Integrated Supervision which deals with the financial conglomerate in 

its entirety as a group. The third level is conducted by the OJK’s integrated supervisory 

teams. The way in which these supervisory levels applies to individual entities and 

groups is demonstrated in Figure 4.1. 
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Figure 4.1. The Otoritas Jasa Keuangan’s Three Levels of Supervision154 

 

The purpose of the Integrated Supervision is to ensure that the financial conglomerate in 

its entirety as a group conducts its business activities in a prudent manner and the risks 

emerging from those activities do not compromise the customers’ and public’s interests 

and the functioning of financial markets.155 OJK stated that the Integrated Supervision 

aims ‘to reduce systemic risk potentials of the financial services groups, reduce moral 

hazard potentials, optimize the protection of financial services consumers and realize 

financial system stability’.156 The Integrated Supervision intends to remove the 

supervisory blind spot that existed in the silo-sectoral supervisory framework and 

capture all activities and risks in financial conglomerates to allow OJK to minimise 

them.157 The Integrated Supervision does not replace the sectoral supervision,158 but 

provides an additional level to the sectoral supervision.159 

Principally, the Integrated Supervision reflects ‘solo-plus supervision.’ The Tripartite 

Group described ‘solo-plus supervision’ as the solo supervision of an individual entity 

‘complemented by a general qualitative assessment of the group as a whole, and, 

usually, by a quantitative group-wide assessment of the adequacy of capital’.160 It 

further explained that ‘the qualitative approach would use information about the group 

 
154  See OJK, Indonesia Banking Booklet 2016 (OJK, 2017) 73. 
155  Ibid 72. 
156  OJK, above n 61, 2. 
157  Ibid. 
158  Ibid. 
159  Ibid. 
160  Tripartite Group, ‘The Supervision of Financial Conglomerates’ (Report, Tripartite Group, July 

1995) ii. 
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companies to make a judgement about the risks which group companies pose for 

regulated entities and as a source for early warnings about problems elsewhere in the 

group’.161 Schädlich stated that ‘solo-plus supervision combines the solo supervision of 

all licensed financial entities with an assessment of the group context’.162 She showed 

that the United States and many European countries have adopted ‘solo-plus 

supervision.’163 OJK has adopted a similar supervisory framework. 

Critical analysis of the OJK’s broad supervision and Integrated Supervision identifies 

several potential issues. First, it requires numerous staff to conduct both sectoral 

supervision and integrated supervision. As previously discussed, OJK has a shortage of 

staff and, thus, might not be able to deploy sufficient staff. This hinders the 

effectiveness of the Integrated Supervision. Second, the Integrated Supervision requires 

close cooperation, coordination and information sharing among supervisors. The 

dispersion of supervision into three layers complicates this. Third, the three levels of 

supervision create unnecessary duplication of supervisory assessments—sectoral 

supervisors provide their assessment of an individual entity within a financial 

conglomerate and integrated supervisors provide their assessment of a financial 

conglomerate in its entirety as a group—and hinders a comprehensive view of financial 

conglomerates. Supervisory assessments from different levels usually contain similar 

prudential issues with different emphasis. Compiling these assessments to get a 

comprehensive view of the conglomerate is time consuming. All of these issues impede 

the effectiveness of the Integrated Supervision. 

Based on the above discussion, it is suggested that OJK adopts an integrated supervision 

framework in which the supervision of a financial conglomerate as a whole and 

individual entities within a financial conglomerate, regardless of their sectors, is 

conducted by the same supervisory team. However, the OJK’s Law may prevent this 

due to it shaping OJK as a silo-sectoral organisation as discussed in Section 4.2. 

Therefore, Indonesian policymakers should amend the OJK’s Law to remove the OJK’s 

silo-sectoral organisation as a step towards enhancing the Integrated Supervision to 

address financial conglomerates. This recommendation will be discussed further in 

 
161  Ibid. 
162  Kathrin Schädlich, ‘ICP17: Group-Wide Supervision’ (Training Module, International Association 

of Insurance Supervisors, 2006) 12. 
163  Ibid. 
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Chapter Six. Yet, the amendment of the OJK’s Law may take a long time, given the 

complex and lengthy legislative process. 

4.4.2. OJK’s Integrated Supervision Organisation 

OJK has established an integrated supervision organisation to break its silo-sectoral 

organisation and conduct integrated supervision of financial conglomerates. This 

integrated supervision organisation comprises the Integrated Supervision Committee 

and Integrated Supervision Department. These are discussed below. 

4.4.2.1. The Integrated Supervision Committee 

The Integrated Supervision Committee is the centrepiece of the OJK’s initiative to 

break its silo-sectoral structure to implement the Integrated Supervision. It was 

established by the Decree of the BoC of OJK No 43/KDK.02/2013 dated 31 December 

2013.164 It involves three OJK chief executives and eight deputy commissioners.165 All 

are responsible for the supervision of banks, capital markets and NBFIs.166 Decisions 

are made based on consensus and apply to integrated supervisors and sectoral 

supervisors.167 

The Committee has several main duties and responsibilities:168 recommend supervisory 

policy in relation to the integrated risk-based supervision for financial conglomerates, 

approve the supervisory assessment of financial conglomerates and determine 

supervisory actions for financial conglomerates, and report the results of the 

implementation of the integrated risk-based supervision and supervisory actions taken 

against financial conglomerates to the OJK’s BoC periodically. 

In implementing its main duties and responsibilities, the Committee is required to meet 

at least once every month.169 The Committee can invite other members of the OJK’s 

BoC to attend the meeting and other members of the OJK’s BoC can request to attend 

 
164  See OJK, Annual Report 2013 (OJK, 2014) 57; Keputusan Dewan Komisioner OJK 

No.3/KDK.02/2013 tanggal 31 December 2013 tentang Pembentukan Komite Pengawasan 

Terintegrasi Berdasarkan Risiko Terhadap Konglomerasi Keuangan [The Decree of the Board of 

Commissioner of OJK No 43/KDK.02/2013 dated 31 December 2013 on The Establishment of 

Integrated Risk-Based Supervisory Committee for Financial Conglomerates] (Indonesia). 
165  Deputy commissioner refers to a person with a position one level below the OJK’s BoC. 
166  The Decree of the Board of Commissioner of OJK No 43/KDK.02/2013 on The Establishment of 

Integrated Risk-Based Supervisory Committee for Financial Conglomerates. 
167  Ibid. 
168  Ibid. 
169  Ibid. 
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the meeting.170 The Committee is expected to promote effective decision-making in the 

supervision of financial conglomerates.171 

4.4.2.2. The Integrated Supervision Department 

To support the Integrated Supervision Committee, OJK established the Integrated 

Supervision Department in September 2016.172 This department has four integrated 

supervision teams. It is headed by a Deputy Commissioner who reports to the Integrated 

Supervision Committee about the results of an integrated supervisory assessment of 

financial conglomerates and recommendations of supervisory action to be taken. 

OJK relocated its experienced staff from sectoral supervisory departments and allocated 

new staff to the Integrated Supervision Department. The relocation of experienced staff 

from various supervisory divisions aimed to achieve an appropriate mix of cross-sector 

supervisory skill and knowledge. This is important for effective supervision of financial 

conglomerates which involve various types of financial institutions and conduct cross-

sectoral activities. 

The integrated supervision teams are the centre of the Integrated Supervision 

Department. They have overall responsibility to perform the three levels of supervision. 

They have the primary duty to implement the integrated risk-based supervision cycle 

(see Section 4.4.3). They also perform an important role as a primary supervisor 

responsible for ensuring close and ongoing communication, coordination and 

information sharing among sectoral supervisors in relation to financial conglomerates. 

4.4.2.3. Analysis 

The establishment of an integrated supervision organisation aimed to address the issue 

of the OJK’s silo-sectoral organisation, bringing together the separate supervisory 

powers for banking, capital markets and NBFI sectors held by three chief executives 

into one forum. It also set up dedicated supervisory teams to perform integrated 

supervision. The integrated supervision organisation enables OJK to supervise and take 

actions against financial conglomerates in their entirety as a group and individual 

entities within financial conglomerates. 

 
170  Ibid. 
171  Ibid. 
172  According to the OJK’s staff, before this department was established the implementation of 

integrated risk-based supervision was carried out by solo supervisors as additional supervisory work 

(Interview with OJK staff, Jakarta, 13 February 2017). 
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However, the integrated supervision organisation suffers from inefficiency and 

ineffectiveness due to excessive bureaucratic processes. Excessive bureaucratic 

processes ‘implies excessive or meaningless paperwork, high degree of formalization 

and constraint, unnecessary rules and procedures, inefficiency, and unjustifiable 

delays’173 or ‘the collection or sequence of forms and procedures required to gain 

bureaucratic approval for something, especially when oppressively complex and time-

consuming’.174 Excessive bureaucratic processes constrains prompt decision-making. 

As previously discussed, the Integrated Supervision Committee comprises 11 members 

and holds monthly meetings. Integrated supervisory teams provide their reports to those 

members and must wait for the Committee’s approval—voted on in meetings—of their 

assessment and recommendations. This could hinder integrated supervisors taking 

prompt supervisory action to address risks and other prudential issues in financial 

conglomerates. 

Sectoral supervisory teams report to a single chief executive and, thus, often get prompt 

approval to take supervisory actions to address risks and other prudential issues in a 

regulated entity. To remove excessive bureaucratic processes, it is suggested that there 

be an OJK commissioner responsible for conducting integrated supervision. Under the 

OJK’s Law, this could not occur as the OJK’s chairman or vice chairman is not given 

the power to conduct supervision, although they are responsible for OJK as a whole. 

Therefore, Indonesian policymakers should amend the OJK’s Law to give supervisory 

power to the OJK’s chairman to conduct integrated supervision of financial 

conglomerates. 

4.4.3. Integrated Supervisory Cycle 

OJK developed the integrated risk-based supervision cycle (see Figure 4.2) which 

specifies the main supervisory activities to be performed by integrated supervisors. This 

cycle is specified in the BoC Regulation No 1/PDK.03/2013 dated 31 December 

2013.175 It is designed to work as a structured and continuous process that enables 

 
173  Barry Bozeman, ‘A Theory of Government Red Tape’ (1993) 3(3) Journal of Public Administration 

Research and Theory 273, 274. 
174  See Ruhizal Roosli and Phil O’Keefe, A Malaysian Study of Mixed Methods: An Example of 

Integrating Quantitative and Qualitative Methods (Cambridge Scholar Publishing, 2016) 91. 
175  See OJK, above n 154, 57; Peraturan Dewan Komisioner OJK Nomor 1/PDK.02/2013 tentang 

Pengawasan Terintegrasi Berdasarkan Risiko Terhadap Konglomerasi Keuangan [The BoC 

Regulation No 1/PDK.03/2013 dated 31 December 2013 on the Integrated Risk-Based Supervision 

of Financial Conglomerates] (Indonesia). 
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integrated supervisors to identify the important risks and other prudential issues of 

financial conglomerates and take necessary prompt supervisory actions to minimise 

those.176 It involves several sequential steps as presented in Figure 4.2. The following 

sections discuss each step in more detail. 

Figure 4.2. Integrated Risk-Based Supervision Cycle177 

 

4.4.3.1. Collecting data and information 

The starting point of the integrated risk-based supervision cycle is collecting data and 

information on the internal and external factors related to financial conglomerates from 

reliable sources. These sources include the lead entity of the financial conglomerate,178 

the sectoral supervisors of individual entities within the financial conglomerate179 and 

other parties180 such as external auditors and credit rating agencies. The integrated 

 
176  The BoC Regulation No 1/PDK.03/2013 dated 31 December 2013 on the Integrated Risk-Based 

Supervision of Financial Conglomerates. 
177  OJK, above n 154, 72. 
178  Data and information from the lead entity include a self-assessment on the implementation of 

integrated GRC. 
179  Data and information from sectoral supervisors include a risk profile and soundness assessment, on-

site examination report, minutes of prudential meetings, financial statements of individual entities, 

reports on self-assessment of the implementation of risk management and self-assessment of the 

implementation of good corporate governance, and an internal audit submitted by individual entities 

to the sectoral supervisors. 
180  Data and information from other parties include media reports, credit rating reports, market 

intelligence reports (information about competition in the financial market), macro-economic reports 
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supervisory teams must ensure the reliability and validity of the collected information 

and data. 

As previously discussed above, the Integrated Regulations do not require the lead entity 

to submit combined financial statements and details of intragroup transactions and 

exposures. This might obstruct the integrated supervisory teams obtaining important 

data and information to comprehend and assess the actual financial condition and risk of 

a financial conglomerate as a whole. 

4.4.3.2. Know Your Financial Conglomerate 

The second step is developing Know Your Financial Conglomerate which is an 

understanding of the institutional profile of a financial conglomerate in its entirety as a 

group. The integrated supervisory teams must develop a comprehensive understanding 

of a financial conglomerate in its entirety as a group including its ownership and 

individual entities. In doing so, they should identify internal and external factors181 that 

could impact the risk and soundness of the financial conglomerate as a whole. They 

must also prepare a report of their analysis. 

4.4.3.3. Assessment of Risk Profile and Soundness of Financial Conglomerate 

The third step is assessing the risk profile and soundness of a financial conglomerate. 

To provide a systematic and common assessment of the risk profile and soundness of a 

financial conglomerate, OJK developed the Integrated Risk Rating (IRR) framework 

(see Figure 4.3)182 comprising the three major components of good corporate 

governance, risk profile and financial performance (earnings and capital). The 

assessment process of each of those components is provided in Appendix 3. After 

 
and consumer complaints filed against the financial conglomerate as a whole or an individual 

member entity. 
181  Internal factors include ownership structure; business group structure; management structure; office 

network or branches; main business activities; supporting business activities (eg, technology 

information system, human resource management and accounting system); corporate governance 

practices; risk management practices; internal control practices; business plans, strategies and 

policies; financial condition; intragroup-transactions and exposures; key internal and external audit 

findings; key supervisory issues including past supervisory findings and concerns; consumer 

complaints; and other important matters related to the financial conglomerate and its member 

entities. Additionally, the integrated supervisors should also consider the affiliated non-financial 

companies of the financial conglomerate. External factors include competition; socio, legal and 

technological changes; and economic conditions that may impact the risk profile and soundness of 

the financial conglomerate and its member entities. 
182  See Hafid Fuad, ‘OJK Siapkan Integrated Risk Rating September 2014’ [OJK Established Integrated 

Risk Rating September 2014], Sindonews (online), 15 April 2014 

<https://ekbis.sindonews.com/read/854498/33/ojk-siapkan-integrated-risk-rating-september-2014-

1397566752>. 
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assessing all components, the integrated supervisory teams must prepare an assessment 

supervisory report on the risk profile and soundness of a financial conglomerate. This 

report should discuss the significant risks and other issues facing a financial 

conglomerate and contain descriptive analysis of the potential negative impacts of those 

risks and issues to the soundness of a financial conglomerate as a whole and its 

constituent entities. It should also outline key areas of supervisory concern. 

Figure 4.3. Integrated Risk Rating Framework183 

 

Note: KYFC = Know Your Financial Conglomerate. 

The IRR framework is a result of the reconciliation of the assessment used in banking 

supervision and insurance supervision. The consolidated banking supervisory 

assessment approach is used as the basis to reconcile the risks of banks, securities and 

multi-finance companies and the result is further reconciled with the insurance 

supervisory assessment. The process for reconciliation is shown in Figure 4.4. 

 
183  See IMF and World Bank, above n 101, 15.  
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Figure 4.4. Process of Reconciliation of the Insurance Supervision 

Assessment Framework and Consolidated Banking Supervision Assessment 

Framework184 

 

Note: SAF = Supervision Assessment Framework, IRR = Integrated Risk Rating, GCG = Good Corporate 

Governance. 

The IMF and World Bank argued that the IRR framework may be insufficient to ensure 

an integrated approach:185 ‘there are differences in the definitions of risks, the 

granularity of risk ratings and the ratings scale. Reconciliation of the approach is time-

consuming, creates inefficiencies and may hinder the emergence of an integrated view 

of risk in financial conglomerate’.186 They suggested that: 

[h]armonization of the regulatory framework, where it is appropriate, has 

significant advantages. It ensures that like risks are treated in a like manner so that 

no significant differences arise in the regulatory treatment of financial institutions 

with similar risks operating in different sectors. Harmonization creates a common 

language and also simplifies understanding of prudential regulations and 

compliance with them, particularly for groups that operate across financial 

sectors.187 

However, achieving harmonisation of sectoral regulatory frameworks may be 

impractical. The sectoral regulatory frameworks are derived from the international 

standards issued by the Basel Committee on Banking Supervision (for banking), IAIS 

(for insurance) and International Organization of Securities Commissions (for capital 

 
184  Ibid. 
185  Ibid, 11. 
186  Ibid. 
187  Ibid. 
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markets) which are not harmonised.188 The differences in the sectoral regulatory 

frameworks ‘reflect the intrinsic characteristics of the banking, insurance, and securities 

sectors’.189 Because of these differences, there has been no common theory on how to 

harmonise the financial regulatory frameworks of three financial sectors properly and 

effectively.190 Accordingly, the IMF and World Bank recommendation is difficult to 

implement. Nonetheless, OJK can harmonise the definitions of risks, the granularity of 

risk ratings and the ratings scale across financial sectors to facilitate the risk assessment 

of financial conglomerates. 

4.4.3.4. Supervisory Plan 

The fourth step is the preparing of an annual supervisory plan by the integrated 

supervisory teams for a financial conglomerate, setting out the supervisory strategies 

and activities that will be conducted over the course of the year. The supervisory plan 

should be linked to the greatest risks and issues identified during the risk profile and 

soundness assessment. The supervisory plan might include a prudential meeting with 

the management of a financial conglomerate and its constituent entities, meetings with 

external auditors, off-site surveillance, surveillance coordination with sectoral 

supervisors and on-site examination coordination. 

4.4.3.5. On-site Examination Coordination 

The fifth step is on-site examination coordination between integrated supervisory teams 

and sectoral supervisory teams. The coordination involves various aspects of the on-site 

examination, including the nature, materiality and scope of the examination, with a view 

to find out whether the issues have already been addressed by the sectoral supervisors 

and ensure there is no simultaneous on-site examination. Involvement of sectoral 

supervisors in the examination may include determination on on-site examination by 

sectoral supervisors on behalf of integrated supervisory teams, independent on-site 

examination by integrated supervisory teams, or joint on-site examination and sharing 

of findings. 

 
188  See generally Joint Forum, above n 1, 3. 
189  Joint Forum, ‘Core Principles: Cross-Sectoral Comparison’ (Report, Joint Forum, November 2001) 

1. 
190  See Tatyana Filipova, The Concept of Integrated Financial Supervision and Regulation of Financial 

Conglomerates in Germany and the United Kingdom (Nomos, 2006) 65; Lurtgart Van De Berghe, 

‘Convergence in the Financial Service Industry’ in OECD, Insurance Regulation, Liberalisation and 

Financial Convergence (OECD, 2001) 173, 269. 
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Despite an on-site examination coordination procedure being in place, its 

implementation can be challenging. Sectoral supervisors usually have their own 

supervisory concerns regarding an individual entity. They may focus on those concerns 

and may not thoroughly investigate the supervisory concerns provided by the integrated 

supervisors. Conversely, integrated supervisory teams lack the staff to perform on-site 

examination to a financial conglomerate in its entirety as a group. This hinders the 

effectiveness of the Integrated Supervision. 

4.4.3.6. Updating the Assessment of Risk Profile and Soundness of Financial 

Conglomerate 

The sixth step is updating the risk profile and soundness of a financial conglomerate. 

This is primarily conducted based on the new information obtained from on-site 

examination or other sources. On-site examination often reveals new prudential issues. 

Integrated supervisory teams assess the impact of these issues and amend the 

assessment of risk profile and soundness of a financial conglomerate. 

4.4.3.7. Supervisory Action and Monitoring 

The last step is performing supervisory action against, and monitoring, a financial 

conglomerate. Supervisory action is usually taken based on the risk profile and 

soundness assessment and the findings from on-site examination. It is used to address 

the sources of risk or other issues facing a financial conglomerate. Integrated 

supervisory teams may require corrective actions be taken by a financial conglomerate 

or its constituent entities to address those issues. Further, they may impose 

administrative sanctions against the financial conglomerate if non-compliance issues 

were found. They should also monitor the fulfilment of corrective actions and 

administrative sanctions (if any) undertaken by a financial conglomerate. The fulfilment 

of corrective actions may impact the assessment of risk profile and soundness of a 

financial conglomerate. 

4.4.3.8. Coordination and Communication Forum 

In addition to the six steps outlined above, the integrated risk-based supervision cycle 

includes a communication and coordination forum. This is a formal and mandatory 

forum between the integrated supervisors and sectoral supervisors at a technical level in 

addition to ongoing informal communication and coordination between them. The main 

purpose of this forum is to promote effective coordination and communication between 
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the integrated supervisors and sectoral supervisors. It is intended to facilitate 

information sharing and establish effective supervisory mechanisms to address various 

issues posed by financial conglomerates and their individual entities. It also aims to 

minimise regulatory arbitrage (discussed in Section 3.2.2). Importantly, the coordination 

and communication forum is designed to break the OJK’s silo-sectoral organisational 

structure and promote effective integrated risk-based supervision of financial 

conglomerates. This forum is conducted in two phases (see Figure 4.2). In the first 

phase, integrated supervisory teams and sectoral supervisory teams share prudential 

information and discuss various prudential issues relating to a financial conglomerate 

and its constituent entities that require assessment. In the second phase, integrated 

supervisory teams and sectoral supervisory teams share prudential information relating 

to the supervisory actions undertaken against a financial conglomerate at the group and 

entity level. 

4.4.3.9. Panel Forum for Quality Assurance 

The integrated supervisory cycle also includes the forum panel, a peer review panel 

designed to ensure the quality and consistency of the implementation of integrated risk-

based supervision of a financial conglomerate. Specifically, it aims to ensure the quality 

and consistency of the input, process and outputs (including information, analysis, 

procedure and governance) of the integrated risk-based supervision activities. The panel 

comprises three high ranking OJK officers (the deputy commissioner and heads of the 

three supervision departments). The forum panel is conducted at two stages (see Figure 

4.2). The first stage is conducted during the assessment of risk profile and soundness 

which also covers Know Your Financial Conglomerate. The second stage is conducted 

during supervisory action and monitoring which also covers on-site examination 

coordination and updating of the assessment of risk profile and soundness. The forum 

panel evaluates the work of integrated supervisors and provides recommendations for 

enhancement. It is expected that the forum panel promotes effective integrated risk-

based supervision of financial conglomerates. 

4.4.4. A Preliminary Conclusion 

The above analysis shows that OJK has established a comprehensive integrated 

supervisory framework. It has established an integrated supervision organisation 

comprising the Integrated Supervision Committee and Integrated Supervision 
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Department to break its silo-sectoral organisation. It has developed an integrated 

supervisory cycle that specifies integrated supervisory activities. The Integrated 

Supervision aims to fully capture all activities of financial conglomerates and consider 

the impacts of those activities on the safety and soundness of those conglomerates, 

consumers’ and the public’s interests, and the functioning of financial markets. 

However, OJK needs to address its silo-sectoral organisation and staff shortage to 

enhance the effectiveness of the integrated supervision framework. OJK has recruited 

new staff, but cannot address its silo-sectoral organisation as this is prescribed in the 

OJK’s Law. Therefore, Indonesian policymakers should amend the OJK’s Law to 

remove the OJK’s silo-sectoral organisation and provide supervisory power to the 

OJK’s chairman. This will be discussed further in Chapter Six. 

4.5. Summary 

This chapter analysed the Integrated Regulations and Integrated Supervision. The 

Indonesian financial reform to address the issues and challenges posed by financial 

conglomerates saw the enactment of the OJK’s Law to establish an integrated financial 

service authority and required that authority to establish integrated regulation and 

supervision of financial conglomerates. However, this was done without amending the 

existing entity-centric and silo-sectoral laws and regulations or enacting a new law to 

address the gaps in traditional laws. Moreover, the OJK’s Law is inconsistent as it 

divides the OJK’s supervisory power on a sectoral basis among three chief executives. 

This half-hearted financial reform has provided an unsound legal basis for OJK and has 

given rise to legal and practical challenges for OJK in effectively fulfilling its mandate 

to regulate and supervise financial conglomerates. 

OJK has authority to enact delegated regulation and it enacted the Integrated 

Regulations to govern the financial conglomerates. However, this does not provide a 

sound legal basis for governing financial conglomerates. The Integrated Regulations 

contain rules that conflict with fundamental rules stipulated in the ICL, IBL, ICML and 

IIL and, thus, may be annulled on judicial review. These conflicting rules create legal 

uncertainty and ambiguity for regulated entities as compliance with one regulation 

results in non-compliance with others. The Integrated Regulations are also incomplete, 

containing ambiguous provisions and failing to include important provisions to address 

the issues posed by financial conglomerates. They do not provide a clear definition of 
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financial conglomerate and, thus, there is confusion as to whether they regulate both 

heterogeneous and homogeneous groups or only heterogeneous groups. The Integrated 

Regulations do not govern the controlling shareholder of a financial conglomerate (who 

often manages the financial conglomerate); do not require the lead entity to submit 

important information such as combined financial statements and details of intragroup 

transactions and exposures; fail to provide clear guidance regarding stress testing and 

assessment of risk aggregation, risk concentration and risk involved in intragroup 

transactions and exposures; and allow the dual-hatted roles of integrated internal 

controls. As a result, the Integrated Regulations fail to effectively address the issues 

posed by financial conglomerates in Indonesia. Thus, those issues still threaten 

consumers and public interests and financial system stability.  

OJK has established a comprehensive integrated supervisory framework with three 

layers of supervision, all of which may supervise a financial conglomerate. It had also 

established the integrated supervision organisation to address its silo-sectoral 

organisation. It developed the integrated supervision cycle to capture all activities of 

financial conglomerates and assess the impact of those activities on the safety and 

soundness of financial conglomerates, consumers’ and public interests and the 

functioning of financial markets. However, OJK suffers from excessive bureaucratic 

processes which hinders prompt supervisory action and decision-making. As such, it 

could not perform the Integrated Supervision effectively. 

This chapter outlined several potential solutions for enhancing the Integrated 

Regulations and Integrated Supervision. Particularly, Indonesian policymakers should 

enact a new legislation by adopting enterprise theory and stewardship theory to govern 

financial conglomerates and address the relevant gaps in traditional laws. They should 

also amend the OJK’s Law to remove the OJK’s silo-sectoral organisation and provide 

supervisory power to the OJK’s chairman. Such legal reform may take a long time, 

considering the complex and lengthy legislative process. Additionally, OJK should 

amend the Integrated Regulations to address their incompleteness. It should also 

establish the same supervisory team supervise a financial conglomerate as whole and 

the individual entities within regardless of their sectors. This can be conducted by OJK 

in the short time period, given its regulatory authority. 

Despite the issues and challenges related to the Integrated Regulations and Integrated 

Supervision, lead entities have begun to implement the Integrated Regulations and OJK 
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has begun to implement the Integrated Supervision and enforce the Integrated 

Regulations. There is a dearth of information about this implementation and 

enforcement. The next chapter presents the results of interviews with the integrated 

supervisors of OJK and representatives of six lead entities exploring this 

implementation and enforcement in practice and the surrounding issues. 
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Chapter Five:  

The Implementation of the Integrated Regulation and 

Supervision: Results from Interviews 

 
Many aspects of legal process are characterized by the exercise of discretion, and 

by the development of working practices, which do not figure in any account of 

legal rules.1 

5.1. Introduction 

The analysis in the previous chapter revealed a number of issues related to the 

Integrated Regulations and Integrated Supervision which have given rise to questions 

regarding the implementation and enforcement of the Integrated Regulations and 

Integrated Supervision. There is a lack of empirical research addressing these matters. 

Conceptually, the conflicts between the different regulatory regimes may result in 

compliance problems for regulated entities, as compliance with one regulation may 

constitute a breach of others.2 The lack of clarity and absence of regulatory 

requirements in the Integrated Regulations may hinder their implementation3 and 

enforcement.4  However, scholars argue that, in practice, businesses often encounter 

conflicting regulations, but usually know how to address such regulatory issues and 

comply with all prevailing laws and regulations.5 Further, scholars assert that financial 

supervisors have the discretion and flexibility to tailor their rules and approaches to 

 
1  John Baldwin and Gwynn Davis, ‘Empirical Legal Research’ in Peter Cane and Mark Tushnet 

(eds.), The Oxford Handbook of Legal Studies (Oxford University Press, 2005) 880, 886. 
2  See Leni Wild et al, ‘Common Constraints and Incentive Problems in Service Delivery’ (Working 

Paper No 351, Overseas Development Institute, August 2012) 1; Oren Perez, ‘Law in the Air: A 

Prologue to the World of Legal Paradoxes’ in Oren Perez and Gunther Teubner (eds), Paradoxes 

and Inconsistencies in the Law (Hart Publishing, 2006) 1, 7; Fiona Haines and David Gurney, ‘The 

Shadows of the Law: Contemporary Approaches to Regulation and the Problem of Regulatory 

Conflict’ (2003) 25(4) Law and Policy 353, 353. 
3  See Katrina Pistor and Chenggang Xu, ‘Incomplete Law’ (2003) 35(4) New York University Journal 

of International Law and Politics 931; James W Bower, ‘Incomplete Law’ (2001) 62(40) Louisiana 

Law Review 1229. 
4  See Katrina Pistor and Chenggang Xu, ‘Law Enforcement Under Incomplete Law: Theory and 

Evidence From Financial Market Regulation’ (Discussion Paper No TE/02/442, London School of 

Economics and Political Science, December 2002). 
5  See Calvin C Berkey and Paul H Hensel, ‘The Effect and Management of Conflicting Regulation in 

the Marketplace’ (1991) 7(2) The Journal of Applied Business Research 27; Theodore Caplow, 

‘Conflicting Regulations: Six Small Studies and an Interpretation’ in Roger G Noll (ed), Regulatory 

Policy and the Social Sciences (University of California Press, 1985) 284, 284–303. 
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special circumstances to achieve better compliance outcomes and financial supervision.6 

To determine whether this was the case in Indonesia, interviews were conducted with 

the representatives of lead entities of financial conglomerates (Group A) and OJK 

integrated supervisors (Group B). The interviews were conducted to build a better 

understanding of how the lead entities of financial conglomerates perceived and 

implemented the Integrated Regulations, how the integrated supervisors implemented 

the Integrated Supervision and enforced the Integrated Regulations, and to identify the 

key challenges in implementing the Integrated Regulations and Integrated Supervision. 

This chapter presents and discusses the results from the interviews. Section 5.1 provides 

an overview of the key themes of the interviews. Section 5.2 presents how the lead 

entities of financial conglomerates responded to and implemented the requirements 

stipulated in the Integrated Regulations. Section 5.3 discusses how the OJK’s integrated 

supervisors implemented the Integrated Supervision including enforcement of the 

Integrated Regulations, the key challenges in implementation and interviewees’ 

suggestions for enhancing the regulation and supervision. Section 5.4 summarises and 

concludes the chapter. 

5.2. Overview of the Key Results from Interviews 

This section provides an overview of the key results from interviews. As mentioned in 

Chapter One, interviews were conducted with the representatives of six lead entities of 

financial conglomerates (Group A) and the representatives of the OJK’s four integrated 

supervisory teams (Group B) (see Tables 1 and 2 in Section 1.4.3.1 of Chapter One). 

Group A interviews aimed to gain understanding about interviewees’ perception of and 

experience in implementing the Integrated Regulations, while Group B interviews 

aimed to gain understanding about the implementation of the Integrated Supervision. 

Based on these objectives, the results of interviews were classified and analysed 

separately under two main topics—perception and implementation of the Integrated 

Regulations (Group A perspective) and implementation of the Integrated Supervision 

(Group B perspective)—and the data was analysed following the process discussed in 

 
6  See Fernando Restoy, ‘Early Intervention Regimes: The Balance Between Rules vs Discretion’ 

(Speech delivered at FSI-IADI Meeting on Early Supervisory Intervention, Resolution and Deposit 

Insurance, Basel, Switzerland, 12 September 2017); John Palmer, ‘Is There a Need to Rethink the 

Supervisory Process?’ (Paper presented at International Conference on Reforming Financial 

Regulation and Supervision: Going Back to Basics, Madrid, 15 June 2009); Julia Black, ‘Forms and 

Paradoxes of Principles Based Regulation’ (2008) 3(4) Capital Market Law Journal 425, 450–2. 
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Section 1.4.3.5 of Chapter One. The finalised themes and sub-themes and related 

interviewee responses are shown in Table 5.1. 

Table 5.1. Overview of Key Themes and Sub-Themes and Related Interviewee 

Responses 

Theme Sub-Theme Interviewee Response 

Perception and Implementation of the Integrated Regulations (Group A)  

Perception of the 

Integrated Regulations 

General commentary on the 

Integrated Regulations 

The Integrated Regulations are 

needed. 

The lead entity concept and 

its expanding obligation 

The lead entity concept and its 

expanding obligation are 

essential. 

Scope of the Integrated 

Regulations 

The scope of the Integrated 

Regulations is adequate. 

Benefits and costs of the 

Integrated Regulations 

Potential benefits of the 

Integrated Regulations 

The Integrated Regulations may 

provide benefits for financial 

conglomerates in term of creating 

and coordinating policies and 

control across entities within the 

group to enhance business 

synergy and to address various 

risks emerging from each entity 

within the group and the group as 

a whole. 

Costs of the Integrated 

Regulations 

Compliance cost incurred in 

implementing the requirements of 

the Integrated Regulations 

differed among financial 

conglomerates. Large vertical 

financial conglomerates claimed 

the compliance cost was not 

substantial. Mid-sized horizontal 

financial conglomerates claimed 

the compliance cost was 

substantial. 

Strategic actions taken to 

implement the Integrated 

Regulations 

Establishing a practical 

guideline, building common 

understanding across 

individual entities within the 

group, gaining support from 

the boards of individual 

entities within the group and 

involving the controlling 

shareholder, using corporate 

group charters, and 

optimising the Integrated 

Supervision Committee’s 

meetings 

The strategic actions enable a 

financial conglomerate as a group 

to comply with the Integrated 

Regulations. They also allow 

individual entities within a 

financial conglomerate to conform 

with the ICL provisions and the 

secrecy provisions of the IBL and 

ICML. 

Key challenges in 

implementing the 

Integrated Regulations 

Corporate autonomy of 

member entities and the lead 

entity’s lack of authority 

This issue has hindered the lead 

entity in addressing various issues 

in member entities to ensure the 

effective implementation of 

integrated GRC. 

Disharmonised sectoral 

regulations and insufficient 

regulatory guidance on 

There is a lack of guidance for 

developing stress testing methods 

and conducting adequate 
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integrated risk management assessment of risk concentration, 

risk aggregation and intragroup 

transactions and exposures risk. 

 

Dual-hatted role of integrated 

internal control 

This issue has resulted in poor 

assessment of the implementation 

of integrated GRC within 

financial conglomerates, poor 

identification of the issues 

relating to that implementation 

and poor decision-making to 

address these issues. 

Implementation of the Integrated Supervision (Group B) 

Current implementation 

of the Integrated 

Supervision 

Limiting the implementation 

of the Integrated Supervision 

The Integrated Supervision 

focuses on heterogeneous 

financial conglomerates. It has not 

attempted to supervise 

homogeneous financial 

conglomerates. 

Key challenges in 

implementing the 

Integrated Supervision 

Regulators’ dilemma Integrated supervisors have faced 

a dilemma in enforcing the 

Integrated Regulations on small 

financial conglomerates due to 

their financial capability to meet 

the compliance cost. 

Inadequacy of the Integrated 

Regulations to support the 

implementation of the 

Integrated Supervision 

The Integrated Regulations do not 

require financial conglomerates to 

submit consolidated financial 

statements or the details of 

intragroup transactions and 

exposures. This has hindered 

integrated supervisors in 

conducting adequate assessment 

of the risks of financial 

conglomerates. 

Insufficient data and 

information 

This issue mainly arises from two 

factors: 1) integrated supervisors 

do not have access to the sectoral 

financial supervisory system and 

2) the integrated supervisory 

system has not been geared to 

support the implementation of the 

Integrated Supervision. 

Lack of staff This issue has hindered integrated 

supervisors in conducting proper 

assessment of the soundness and 

risk of financial conglomerates 

and performing on-site 

examination to ensure 

implementation of integrated 

GRC. 

Excessive bureaucracy 

processes due to the OJK’s 

silo-sectoral governance 

The silo-sectoral organisation of 

the OJK has created inefficiencies 

that undermine the effectiveness 

of the Integrated Supervision. 
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5.3. Implementation of the Integrated Regulations: Results From 

Interviews (Group A) 

This section discusses the results from Group A interviews, focusing on interviewees’ 

perceptions of and experience in implementing the Integrated Regulations. As 

mentioned in Section 1.4.3.1 of Chapter One, the sampled lead entities comprise two 

from vertical financial conglomerates (A1 and A2) and four from horizontal financial 

conglomerates (A3, A4, A5 and A6). 

The interviews revealed several themes regarding the perception and implementation of 

the Integrated Regulations (see Table 5.1). First, interviewees’ perceptions of the 

Integrated Regulations were generally positive. Second, the interviewees perceived that 

the Integrated Regulations would provide benefits exceeding the compliance cost. 

Third, the interviewees had taken strategic actions to implement integrated GRC as 

required by the Integrated Regulations. Fourth, the interviewees had faced several 

challenges to implementing integrated GRC. The following sections discuss these 

results in more detail. 

5.3.1. Perception of the Integrated Regulations 

Group A interviewees’ perceptions of the Integrated Regulations were quite positive, 

despite the previously discussed contestation of this regulation.7 Those interviewees 

generally considered that the Integrated Regulations are needed; the scope of the 

Integrated Regulations is adequate; and the lead entity concept and its expanded 

obligations are important legal developments. Four of the Group A interviewees—all 

from horizontal financial conglomerates—stated that some member entities in their 

groups had questioned the status and role of the lead entity and this had impeded the 

implementation of integrated GRC in their groups. These themes are discussed below. 

5.3.1.1. General Commentary on the Integrated Regulations 

All Group A interviewees claimed that the Integrated Regulations are needed, although 

they provided different responses as to why. For instance, A3 said that ‘the Integrated 

Regulations recognised the actual business reality that the financial conglomerate is 

 
7  As mentioned in Section 1.4.3.6 of Chapter One, the Group A interviewees knew that I am an OJK 

officer who developed and drafted the Integrated Regulations and Supervision. As such, they may 

have provided responses that they perceived that the regulator wanted to hear. 
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controlled and managed on a unitary basis as an economic unit’.8 This response reflects 

that the Integrated Regulations are needed to acknowledge the business reality of 

financial conglomerates. A2 commented that ‘the Integrated Regulations provide a 

regulatory guideline on how the financial conglomerate should develop its integrated 

GRC’.9 A1 noted that ‘the Integrated Regulations set the bar for developing and 

enhancing the integrated GRC of the financial conglomerate in its entirety as a group’.10 

These responses suggest that the Integrated Regulations are needed to provide guidance 

for developing integrated GRC in a financial conglomerate in its entirety as a group. 

Overall, Group A interviewees considered that the Integrated Regulations have provided 

a fundamental legal basis for the financial conglomerate in its entirety as a group to 

develop and implement integrated GRC. 

All Group A interviewees disclosed that GRC had been their main concern in 

conducting their business. Previously, they had conducted GRC using a silo approach, 

because of the entity-centric and silo-sectoral nature of the regulations11 that required 

them to do so. This silo approach meant that each individual entity developed and 

implemented its own GRC framework separately and distinctly from other entities 

within the group. This caused many issues including inconsistency of GRC framework 

across individual entities within the group, disconnection of GRC functions across 

individual entities in the group, corporate culture clashes, lack of effective oversight of 

all risks of the group, and discrete GRC reporting and a fragmented view of the group. 

These issues led to inefficiency of the financial conglomerate as a whole. 

All Group A interviewees argued that Integrated Regulations have addressed many of 

those issues due to requiring the financial conglomerate to develop an integrated GRC 

guideline and ensure the guideline is consistently implemented across entities within the 

group. A1 said, ‘the Integrated Regulations require us to develop an integrated GRC 

guideline which is important to harmonise GRC guidelines and address cultural clashes 

among individual entities within our group and to improve our group’s business 

 
8  Interview with A3 (Jakarta, 8 March 2017). 
9  Interview with A2 (Jakarta, 21 February 2017). 
10  Interview with A1 (Jakarta, 24 March 2017). 
11  As discussed in chapter three, the entity-centric and silo-sectoral regulations assume ‘the financial 

institution as a stand-alone entity, operating separately from and independently of any other entity’, 

thus, ‘the specific requirements and obligations they comprise are addressed only to an abstract and 

solitary firm without any consideration of the existence of multi-enterprises’ such as a financial 

conglomerate. See Anita K Krug, ‘Escaping Entity-Centrism in Financial Service Regulation’ 

(2013) 13(8) Columbia Law Review 2039, 2039. 
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performance’. All Group A interviewees expressed the belief that the Integrated 

Regulations would improve the GRC practices of individual entities within the group 

and the group as a whole. They also expected that the implementation of integrated 

GRC would improve the performance of individual entities within the group and the 

group as a whole. 

5.3.1.2. Scope of the Integrated Regulations 

As previously mentioned, the IMF and World Bank have argued that the scope of the 

Integrated Regulations is inadequate,12 in particular, that the regulation has not 

considered the non-financial companies affiliated with financial conglomerates.13 As 

such, they may not capture the risk contagion that may arise from those non-financial 

companies due to their intragroup transactions and exposures.14 The IMF and World 

Bank suggested that the Integrated Regulations should be amended to include those 

affiliated non-financial companies.15 

However, all Group A interviewees argued that the scope of the Integrated Regulations 

is sufficient. The Integrated Regulations have captured all financial institutions relevant 

for the safety and soundness of financial conglomerates and the stability of the financial 

system. All Group A interviewees knew there was a suggestion to amend the Integrated 

Regulations to include non-financial companies affiliated with financial conglomerates, 

but they disagreed with the suggestion. 

Three Group A interviewees (A2, A3 and A4) discussed why such an amendment of the 

Integrated Regulations is unnecessary. They provided several reasons: 

A4:  The sectoral regulations have imposed certain limits on the intragroup 

transactions and exposures between each individual financial institution and 

its affiliated non-financial companies and required the financial institution to 

report such intragroup transactions and exposures to OJK and, thus, OJK 

could use the provided information for its supervisory work.16 

A2:  It would be impractical for OJK to require the lead entity to assess the 

potential risk of its affiliated non-financial companies, as the lead entity does 

not have the capability to do that.17 

 
12  See IMF and World Bank, ‘Indonesia: Financial Sector Assessment Program—Technical Note: 

Supervision and Regulation of Mixed and Financial Conglomerates’ (Unpublished Technical Note, 

IMF and World Bank, February 2017) 14. 
13  Ibid. 
14  Ibid. 
15  Ibid. 
16  Interview with A4 (Jakarta, 13 April 2017). 
17  Interview with A2 (Jakarta, 21 February 2017). 
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A3:  OJK does not have the legal power to regulate and supervise non-financial 

companies, except the publicly listed companies in certain areas and, 

therefore, could not take supervisory action against those non-financial 

companies, although it may find potential risks arising from those companies 

to the financial conglomerates.18 

The three reasons given in these responses are the firewall in the form of the intragroup 

limit stipulated in sectoral regulations, incapability of the lead entity to assess risks of 

non-financial companies, and the OJK’s lack of authority to regulate and supervise the 

affiliated non-financial companies. These interviewees suggest that OJK should focus 

on a group of financial institutions, which is under its authority. However, integrated 

supervisors took a different view on this issue (see Section 5.4.1). 

5.3.1.3. The Lead Entity Concept and Its Expanding Obligations 

All Group A interviewees discussed the importance of the lead entity and its expanding 

obligations. A3 stated that: 

A3: the requirement of the lead entity as stipulated in the Integrated Regulations 

is essential. Indeed, this requirement is already appropriate because the 

financial conglomerate must appoint an entity that has the most robust 

corporate governance and risk management practices, among entities in the 

group, to become the lead entity of the group.19 

A3 considered that the lead entity might have the ability to establish a robust integrated 

GRC guideline and ensure and support the implementation of that guideline across 

entities within the group. This response reflects the view that the lead entity’s roles are 

very important for implementing integrated GRC. 

A1 and A5 also discussed the important role of the lead entity in overseeing the risk 

taking activities of individual entities within the group. They argued that such a role 

allows a thorough identification and assessment of the potential risks of the member 

entities in the group with the aim to minimise those risks at an early stage and prevent 

their adverse impact on those member entities and the group as a whole. They discussed 

previous cases that occurred in their organisations due a lack of oversight of member 

entities: 

A1:  We have learned from a previous case when one of our subsidiary companies 

did not follow the group policy and we did not oversee it thoroughly. The 

directors of the company decided to enter into high-risk transactions that 

 
18  Interview with A3 (Jakarta, 8 March 2017). 
19  Ibid. 
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were barred by the group policy. They thus created financial loss to that 

company and also reputation risk to the group as a whole.20 

A5:  Our group previously included another sister company in Indonesia. Due to 

the lack of monitoring, the directors of that company took excessive risks to 

achieve business growth and eventually, they created a huge loss. Our global 

group [the controlling shareholder] then decided to liquidate the company.21 

They argued that, based on their experience, it is very important to have a business unit 

performing a thorough monitoring of the business activities of all entities within the 

group to minimise the potential risks emerging from those activities at an early stage 

and that this should be supported by regulation and supervision. Thus, they supported 

the lead entity concept and its expanding obligations. 

Five Group A interviewees discussed the responses of member entities in their groups to 

the lead entity concept and its expanding obligations. This revealed that the responses of 

those member entities were varied, depending on the structure of the financial 

conglomerate. 

In a vertical financial conglomerate (where the lead entity is a parent company), two 

interviewees (A1 and A2) indicated that their member entities (subsidiaries) supported 

the lead entity concept and its expanding obligations. Those interviewees mentioned 

that, in business practice, the subsidiaries understood that they could not operate in 

isolation from the group and must follow the direction of the parent company. The 

boards of the subsidiaries have full responsibility to ensure that the direction of the 

parent company is implemented in such a way that is suitable to the subsidiaries’ 

conditions, requirements and best interests. Both A1 and A5 said that they had not heard 

any objection from their subsidiaries regarding the lead entity concept and its expanding 

obligations. 

In a horizontal financial conglomerate (where the lead entity is an appointed sister 

company), three interviewees (A3, A4 and A6) revealed that some of the boards of their 

member entities (sister companies) were initially opposed to the lead entity concept and 

its expanding obligations. Those boards questioned the status of the lead entity, which is 

their sister company and not their controlling shareholder, and considered the expanding 

obligations of the lead entity as an unwarranted intervention in their organisations. They 

 
20  Interview with A1 (Jakarta, 24 March 2017). 
21  Interview with A5 (Jakarta, 15 March 2017). Note that this interviewee is a representative of a 

branch of a global financial conglomerate that also controls a securities company in Indonesia as a 

subsidiary. 
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argued that they must conform to their fiduciary duties to act in the best interests of 

their companies, not for the interests of the group, as stipulated in the ICL,22 and that the 

national Code of Good Corporate Governance clearly states that ‘a company must be 

managed independently with an appropriate balance of power, in such a manner that no 

single company’s organ shall dominate the other and that no intervention from the other 

party shall exist’.23 They were somewhat reluctant to cooperate with their lead entities 

to implement integrated GRC as required by the Integrated Regulations. To overcome 

their reluctance, those interviewees explained that they involved their controlling 

shareholders, who are also the controlling shareholders of member entities within the 

group, to influence those member entities to implement integrated GRC. This approach 

was successful, and the boards of member entities followed the direction of their 

respective controlling shareholders. 

The above interview responses show that financial conglomerates largely accepted the 

lead entity concept and its expanding roles, considering this essential because they 

enable those conglomerates to implement integrated GRC. While some member entities 

were initially reluctant to embrace this concept, they eventually understood the 

importance of the lead entity concept and its expanding roles (see Section 5.3.3.2). 

5.3.2. Benefits and Costs of the Integrated Regulations 

The Group A interview responses showed several potential benefits that could be gained 

by a financial conglomerate from implementing integrated GRC as required by the 

Integrated Regulations and the cost for implementing integrated GRC. These are 

discussed below. 

5.3.2.1. Potential Benefits of the Integrated Regulations 

All Group A interviewees discussed the potential benefits that may arise from the 

implementation of integrated GRC as required by the Integrated Regulations. The 

benefits include: 

1) Having an integrated GRC guideline for the group. This framework harmonises the 

disparate GRC framework of the individual entities within the group, thereby 

 
22  See Undang-Undang Nomor 40 Tahun 2007 tentang Perseroan Terbatas [Law No 40 of 2007 on 

the Limited Liability Company] (Indonesia) arts 92(1), 108(2). 
23  See Indonesian National Committee on Governance, Indonesia’s Code of Good Corporate 

Governance (Indonesian National Committee on Governance, 2006) 6 

<http://www.ecgi.org/codes/documents/indonesia_cg_2006_en.pdf>. 
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achieving greater consistency of GRC throughout the group. It also provides a 

common language for GRC for all individual entities within the group and, hence, 

might improve information sharing, coordination and collaboration between those 

involved in managing and conducting GRC functions across entities in the group. It 

might then encourage people in the business units of entities in the group to talk to 

each other about various challenges and risks, assist them to understand those 

challenges and risks in the context of the group’s policies and strategies, and their 

impact on each entity in the group and the group as a whole. 

2) Providing a holistic view of the risks. Such a holistic view would assist the boards 

of the entities within the group to identify and assess various risks emerging from 

each entity within the group and the group as a whole that potentially hinder the 

achievement of business objectives. Those boards can further determine the 

appropriate solutions to address those risks that would benefit all entities within the 

group and the group as a whole. 

3) Enhancing business synergy among entities within the group. The implementation 

of integrated GRC enables all entities in the group to align their business strategies 

and activities to address current business challenges. It also improves business 

agility,24 competitive advantage and the performance of each entity in the group and 

the group as a whole. 

All Group A interviewees indicated that those benefits have encouraged them to 

implement integrated GRC as required by the Integrated Regulations. 

5.3.2.2. Costs of the Integrated Regulations 

Interviews showed that the compliance cost incurred in implementing the requirements 

of the Integrated Regulations differed. Two interviewees (A1 and A2) from large 

vertical financial conglomerates claimed that the compliance cost was not substantial. 

They only incurred cost for upgrading their information system to support the 

implementation of integrated GRC. Those interviewees’ companies already had a 

consolidated risk management framework as required by the banking regulation on 

consolidated risk management,25 thus, they only needed to improve their information 

 
24  Business agility means the ability of the business to respond to a rapid change of the business 

environment. See Evan Leybourn, Directing The Agile Organisation: A Lean Approach to Business 

Management (IT Governance Publishing, 2013) 13. 
25  See Peraturan Bank Indonesia Nomor 8/6/PBI/2006 tentang Penerapan Manajemen Risiko 

Konsolidasi Bagi Bank yang Melakukan Pengendalian Pada Perusahaan Anak [Bank Indonesia 
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system to meet several new requirements stipulated in the Integrated Regulations. A1 

said: 

A1:  The cost for implementing the Integrated Regulations was not significant. 

We only incurred cost for reformatting our information system to meet the 

new requirements stipulated in the Integrated Regulations and to produce 

consolidated reports on the integrated GRC.26 

Conversely, three interviewees (A3, A4 and A6) from mid-size horizontal financial 

conglomerates argued that the compliance cost was quite substantial. A6 said: 

A6:  The cost for implementing the Integrated Regulations has been quite 

significant. We must incur costs for developing new information system, 

guidelines, trainings, and meetings at both group level and entity level. 

However, we believe that the integrated GRC would benefit our group as a 

whole.27 

This response shows that the lead entity has to bear the cost of establishing the 

integrated GRC which includes policies, an information system, personnel and training 

at the group level. The member entities within the group have to bear the cost of 

establishing or improving their individual GRC framework at the entity level. The 

significant cost of doing this has contributed to the initial reluctance of the boards of 

member entities within groups to implement integrated GRC (see Section 5.3.4.1). 

A3, A4 and A6 further mentioned that the process to implement the Integrated 

Regulations has been very slow in their groups due to the significant cost and financial 

capability of the individual entities within their groups. Nevertheless, they expected that 

the implementation would eventually provide benefits that exceed the cost (they were 

still developing integrated GRC at the time of interviews). 

5.3.3. Strategic Actions Taken to Implement the Integrated Regulations 

As previously discussed, the conflict between the Integrated Regulations and the ICL 

and ICML (particularly, the secrecy provisions) has raised concerns. However, all 

Group A interviewees indicated that they had found legal loopholes within the rules that 

enabled them to comply with prevailing laws and regulations. A2 explained: 

 
Regulation No 8/6/PBI/2006 on the Implementation of Consolidated Risk Management for Bank 

that Controls Subsidiary] (Indonesia); Peraturan Otoritas Jasa Keuangan Nomor 28/POJK.03/2017 

tentang Penerapan Manajemen Risiko Konsolidasi Bagi Bank yang Melakukan Pengendalian Pada 

Perusahaan Anak [OJK Regulation No 28/POJK.03/2017 on the Implementation of Consolidated 

Risk Management for Bank that Controls A Subsidiary] (Indonesia). 
26  Interview with A1 (Jakarta, 24 March 2017). 
27  Interview with A6 (Jakarta, 5 April 2017). 
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A2: There is no strict legal inconsistency or conflicting regulations. There are 

always legal loopholes in every regulation and business people tend to use 

those loopholes. We can easily find those legal loopholes and use them to 

comply with the Integrated Regulations, Company Law and financial laws 

and regulations.28 

All Group A interviewees further discussed that they have taken strategic actions to 

implement the Integrated Regulations using the legal loopholes. Those actions involve 

establishing practical principles (or ‘rule of thumb’); building understanding across 

individual entities within the group about the requirements of the Integrated 

Regulations, particularly, the role of the lead entity; gaining support from the board 

members of all member entities within the group and involving the controlling 

shareholder; using the corporate group charter; and optimising the integrated 

committees’ meetings. These actions can be considered as creative solutions to comply 

with the regulations (creative compliance) and are discussed below. 

5.3.3.1. Establishing Practical Principles 

All Group A interviewees mentioned that they had established a ‘rule of thumb’ for 

implementing the Integrated Regulations while ensuring compliance with the ICL, IBL 

and ICML. A ‘rule of thumb is a rough but practical principle or guideline based on 

experience, as distinguished from inflexible rules or a precise measure’.29 A rule of 

thumb guides decision-making, but it is not a written rule or decision.30  

All Group A interviewees stated that they established a rule of thumb after carefully 

considering the provisions of the Integrated Regulations, ICL, IBL and ICML. They 

argued that this has enabled their respective groups and individual entities within to 

comply with the Integrated Regulations, the provisions of the ICL and the secrecy 

provisions of the IBL and ICML. This rule of thumb is as follows. 

First, the decision-making to implement integrated GRC must rest with the boards of 

each individual entity within the group to comply with the ICL. In this case, the lead 

entity should act as a coordinator for the member entities to implement integrated 

 
28  Interview with A2 (Jakarta, 21 February 2017). 
29  James E Clapp et al, Lawtalk: The Unknown Stories Behind Familiar Legal Expressions (Yale 

University Press, 2011) 219. 
30  See Patricia T O’Conner and Stewart Kellerman, Origins of the Specious: Myths and 

Misconceptions of the English Language (The Random House, 2009) 124; William Safire, No 

Uncertain Terms: More Writing From the Popular “On Language” Column in Colum in the New 

York Times Magazine (Simon and Schuster, 2003) 190; Don E Marietta, For People and the Planet: 

Holism and Humanism in Environmental Ethics (Temple University Press, 1994) 187. 
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GRC.31 It should act as a catalyst to raise awareness about the importance of integrated 

GRC across individual entities within the group and influence the boards of those 

entities to make decisions to implement integrated GRC. Importantly, the lead entity 

must not intervene in the decision-making of those entities. A2 explained that: 

A2: because the decision-making to implement the integrated GRC rests with the 

boards of an individual entity and the lead entity does not intervene in the 

decision, it can be argued that the entities within the group and their boards 

conform to the Company Law provisions and the financial conglomerate as a 

group could implement the integrated GRC as required by the Integrated 

Regulations.32 

Second, all entities in the group including the lead entity must not use data and 

information protected by the secrecy provisions of the IBL and ICML. The lead entity 

must use aggregate data and information from all entities in the group to conduct the 

integrated GRC assessment required by the Integrated Regulations. Aggregate data and 

information refers to the data and information that has been compiled into summaries 

for the purpose of assessments. It does not provide detailed information on the 

individual customers of individual entities within the group. Therefore, all entities 

within the group comply with the secrecy provisions of the IBL and ICML and the 

group complies with requirements regarding integrated risk management stipulated in 

the Integrated Regulations. All Group A interviewees further explained that they 

detailed this as a ‘rule of thumb’ in corporate group charters (see Section 5.3.3.4). 

Returning to the first element of this rule of thumb, the Integrated Regulations stipulate 

that the boards of the lead entity have the responsibility to ensure the implementation of 

integrated GRC within the group. However, the first element of the rule of thumb 

indicates that the lead entity has no decision-making authority. A review of the 

literature shows that when responsibility is not accompanied by authority, this will 

 
31  As a coordinator, the lead entity could 1) develop an integrated GRC framework in accordance with 

the Integrated Regulations and available best practices and propose the framework to member 

entities to be discussed and adopted; 2) raise the awareness of member entities about the importance 

of integrated GRC to build a healthy GRC culture throughout the group; 3) gather all relevant 

information, especially that relating to business challenges, strategies, operational activities and 

implementation of integrated GRC as well as individual GRC, and share the information with 

member entities; 4) identify and assess the potential risks emerging from member entities and the 

group as a whole and discuss those with member entities to determine appropriate solutions (the lead 

entity may propose solutions to address those risks, but should let the boards of each entity decide 

whether they want to adopt the proposed solutions); 5) support member entities to improve their 

individual GRC framework; 6) monitor the implementation of integrated GRC; and 7) prepare the 

self-assessment report on the implementation of integrated GRC for the integrated committee 

meetings and OJK and publish the report on its website. 
32  Interview with A6 (Jakarta, 5 April 2017). 
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create problems.33 For instance, Kumar and Samar note that ‘the top most executive 

faces various problems such as bottlenecks in decision making, delay in decision 

implementation, and less motivation of the subordinates’.34 These issues might hinder 

the implementation of the Integrated Regulations.35 

5.3.3.2. Building a Common Understanding Across Individual Entities Within the 

Group 

As a matter of common practice, financial institutions ensure their understanding of any 

new regulations relevant to them. The financial institution identifies new regulatory 

requirements that must be fulfilled, conducts compliance gaps analysis,36 and prepares 

necessary actions to close the compliance gaps. However, the Integrated Regulations are 

an ‘umbrella regulation’ that apply to a group of separate legal entities and their 

regulatory requirements could only be fulfilled by all entities in the group acting in 

concert. Consequently, building a common understanding of the entities in the group 

becomes important, so that each entity knows what its regulatory obligations are and 

how to fulfil them to support group compliance. Considering the contestation of the 

Integrated Regulations, it may be difficult to build common understanding about them 

for some financial conglomerates. 

Two interviewees (A1 and A2), both from vertical financial conglomerates, found no 

issue in building a common understanding of the entities within their groups regarding 

the Integrated Regulations and the expanded role of the lead entity—that is, the 

subsidiaries did not question their respective parent company’s role as lead entity. The 

subsidiaries understood that the parent company has overall control and responsibility 

for all entities in the group. To build a common understanding of the requirements, 

those interviewees explained that the compliance unit in their companies initially 

identified the new requirements in the Integrated Regulations to find the compliance 

 
33  See Ted J Hanson, Authority, Control, or Release! (House of Bread Publishing, 2014); James 

Roughton and Nathan Crutchfield, Safety Culture: An Innovative Leadership Approach 

(Butterworth-Heinemann, 2014) 147; Philippe Aghion and Jean Tirole, ‘Formal and Real Authority 

in Organizations’ (1997) 105(1) Journal of Political Economy 1. 
34  Arun Kumar and Rachana Sharma, Principles Of Business Management (Atlantic Publisher and 

Distributor, 2000) 293. See also Michael Gentile, Ron Collette and Thomas D August, The CISO 

Handbook: A Practical Guide to Securing Your Company (Auerbach Publication, 2006) 65. 
35  See Sections 5.2.4.1 and 5.2.4.2. 
36  Compliance gaps analysis identifies the differences between the current state of the organisation and 

what new regulations require the organisation to have or do. See George W Downs and Andrea W 

Trento, ‘Conceptual Issues Surrounding the Compliance Gap’ in Michael W Doyle and Edward C 

Luck (eds), International Law and Organization: Closing the Compliance Gap (Rowman and 

Littlefield Publisher, 2004) 23. 
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gaps in their individual companies. The compliance unit then discussed the new 

requirements with the subsidiaries to identify overall compliance gaps in the groups. 

The overall compliance gaps assessment, including recommendations, were reported to 

the boards of the parent company. The boards of the parent company discussed the 

overall compliance gaps at the GMS of the individual subsidiaries to build awareness 

among the boards of the subsidiaries and to make shareholders’ resolutions to address 

the compliance gaps. They used both their positions on the boards of the lead entity and 

controlling shareholder to establish common understanding of the Integrated 

Regulations across the entities in the group and address the compliance gaps of the 

group. 

Conversely, three interviewees (A6, A3 and A5) from horizontal financial 

conglomerates found difficulty in building common understanding among the member 

entities in their group about the new requirements, including the role of the lead entity. 

As noted above, some of the boards of their sister companies questioned the new 

requirements, including the expanded role of the lead entity, stipulated in the Integrated 

Regulations. This situation created a tension between the lead entity and member 

entities. To address this, the interviewees’ companies provided training to the member 

entities to build common understanding about the new requirements, specifically, to 

clarify four substantive aspects of the Integrated Regulations to the member entities. 

First, that the Integrated Regulations aim to enhance the GRC practices of individual 

entities within the group and set out minimum requirements on integrated GRC to be 

fulfilled by all entities in the group. Second, that the Integrated Regulations apply to all 

entities in the group. Thus, if one entity failed to comply, the group as a whole would be 

taken as having failed to comply and all would then be sanctioned by OJK. Third, that 

the main duties of the lead entity are developing the integrated GRC framework, 

proposing that framework to the member entities to be discussed and adopted, gathering 

all relevant data and information relating to the implementation of integrated GRC for 

conducting a self-assessment (which must be reported at integrated committees’ 

meetings37 and to OJK) and monitoring the implementation of the integrated GRC 

framework throughout the group. Fourth, that the lead entity would not intervene in the 

business operations and decision-making of the member entities. Some responses on 

this issue were as follows: 

 
37  Integrated committees are discussed in Section 5.3.3.5. 
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A6:  We explained to the member entities that the spirit of the regulation is to 

enhance the GRC of all the companies within the group. We also clarified 

that our main duties are to gather all necessary data and information from all 

entities within the group and to conduct self-assessment of the 

implementation of the integrated GRC as required by the regulation.38 

A3:  I said to them [the member entities] that the regulation applies to all of us as 

a group. If I do not comply with the regulation, you also do not comply with 

the regulation. Each of us would then be sanctioned by OJK.39 

A5:  We told the member entity that we only monitor the implementation of 

integrated GRC. We still maintain the legal independency of member entity 

and we would not intervene in its business operations and decisions.40 

The above responses stress that the role of the lead entity is only monitoring the 

implementation of integrated GRC in member entities within the group. Arguably, this 

is not the role stipulated in the Integrated Regulations which envisage such 

responsibility as meaning that the lead entity should take corrective actions when it 

finds any issues regarding the implementation of integrated GRC. However, 

interviewees A3, A5 and A6 might have responded as they did because their 

companies—the lead entities of horizontal financial conglomerates—do not have legal 

authority to intervene in the decision-making of the member entities (see Section 

5.3.4.1). 

Nevertheless, those interviewees expressed that the training was effective in building 

common understanding among entities in their groups about the new requirements, 

including the expanded role of the lead entity. However, those interviewees also argued 

that building common understanding among the entities in the group about the 

requirements of the Integrated Regulations was not enough—they needed to gain 

support and commitment from the boards of all member entities to implement the new 

requirements. The next section discusses the importance of this. 

5.3.3.3. Gaining Support From the Boards of Individual Entities Within the 

Group and Involving the Controlling Shareholder 

The Midwest Audit Committee Network stated that ‘you can have all the systems and 

procedures in the world, but without senior management buy-in, it’s worthless’.41 A6 

 
38  Interview with A6 (Jakarta, 5 April 2017). 
39  Interview with A3 (Jakarta, 8 March 2017). 
40  Interview with A5 (Jakarta, 15 March 2017). 
41  See Midwest Audit Committee Network, ‘Risk Management: In Search of Practical Approach’ 

(Report, Ernst and Young and Tapestry Network, 2008) 3 

<http://www.tapestrynetworks.com/documents/Tapestry_EY_MWACN_Vantage_May08.pdf>. 
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mentioned that ‘one important aspect for implementing the Integrated Regulations is 

gaining support and commitment of the boards of all entities within the group. Without 

their support and commitment, it would be impossible to implement the Integrated 

Regulations’.42 The importance of the support and commitment of the boards of 

individual entities for implementing integrated GRC as required by the Integrated 

Regulations cannot be overstated. 

The interviews revealed three main reasons for the importance of gaining the support 

and commitment of the boards of member entities in the group to implement integrated 

GRC. First, the boards of individual entities within the group decide on the manner in 

which they will implement integrated GRC with high consideration of their company’s 

interests. This allows those boards to comply with the provisions of the Integrated 

Regulations and ICL. Second, the boards of individual entities within the group that 

support integrated GRC would eagerly deploy their company resources to implement it. 

A2 argued, ‘we expect that the member entities use their own resources to implement 

integrated GRC and that they do not rely on us as the parent company to support them 

financially’.43 Third, the boards of individual entities within the group that support 

integrated GRC would willingly surrender a certain degree of authority to the lead entity 

to perform its duties and responsibilities to ensure the implementation of integrated 

GRC.44 These would all enable the lead entity to perform its roles and ensure 

compliance of the group with the Integrated Regulations. 

The interviews showed that interviewees’ experiences in gaining support and 

commitment from the boards of entities in the group to implement integrated GRC 

varied depending on the structure of the financial conglomerate. A1 and A2, from 

vertical financial conglomerates, said that they had no difficulty in gaining support and 

commitment from the boards of member entities (subsidiaries) to implement integrated 

GRC. Those interviewees stated that the subsidiaries were unwilling to challenge the 

parent company’s decisions and assumed the parent company’s decisions as their own 

decisions. They further explained two important elements shaping the subsidiaries’ 

 
42  Interview with A6 (Jakarta, 5 April 2017). 
43  Interview with A2 (Jakarta, 21 February 2017). 
44  Note that the certain degree of authority of the lead entity refers to obtaining relevant data and 

information, conducting integrated internal audit, and gaining assistance from the staffs of member 

entities to implement the integrated regulation, not to decision-making. 
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behaviour, which were the paternalistic45 nature of Indonesian business culture and the 

parent company’s power as controlling shareholder. A2 said, ‘Indonesian business 

culture is basically paternalistic, and it has been of good value in our group. Hence, the 

top executives of the subsidiaries are unlikely to challenge the decision of the boards of 

the parent company’.46 A1 mentioned that ‘assuming that the subsidiaries questioned 

the parent company’s decisions, the parent company could still make its decisions at 

their general meeting of shareholders. It could easily replace the boards of the member 

entities who disobeyed its directions’.47 Therefore, as the boards of the parent company 

gave their support and commitment to implement integrated GRC, this direction was 

assumed by the boards of subsidiaries. 

Conversely, A3, A4 and A6, from horizontal financial conglomerates, expressed that 

they initially encountered difficulty in gaining support and commitment from the boards 

of member entities within the group to implement integrated GRC. They discussed two 

major issues. First, those boards were quite reluctant because they must, to some extent, 

submit to the boards of the lead entity which is their sister company and not their 

controlling shareholder. Second, those boards were concerned about the costs of 

implementing integrated GRC because their companies have many compliance gaps. 

For instance, their companies did not have an independent commissioner, compliance 

unit or a risk management system.48 To reduce the reluctance of the boards of the 

member entities and to gain their support and commitment to implement integrated 

GRC, two interviewees (A3 and A4) explained that they involved their controlling 

shareholder, specifically, by inviting the controlling shareholder to attend several initial 

meetings that were purportedly held for the boards of entities in the group to discuss 

integrated GRC. They stated that the involvement of the controlling shareholder enabled 

them to gain the support and commitment of the boards of member entities in the group 

to implement integrated GRC. 

 
45  Paternalistic refers to ‘the concept of authoritarian leaders providing absolute guidance, care, and 

protection to the followers’ (Dodi Wirawan Irawanto, Exploring Paternalistic Leadership and Its 

Application to Indonesian Context (PhD Thesis, Massey University, 2011) 59. 
46  Interview with A2 (Jakarta, 21 February 2017). 
47  Interview with A1 (Jakarta, 24 March 2017). 
48  As mentioned in the Chapter 4, the Integrated Regulations require all entities of a financial 

conglomerate to have an independent commissioner, internal audit function, compliance function 

and risk management system. 
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The literature reports that the controlling shareholder has significant influence in the 

decision-making of group companies, especially in Indonesia.49 Sato found that the 

controlling shareholder has ‘the final say in decision making in group management 

(even without having explicit managerial position)’.50 Claessens and Fan observed that 

the controlling shareholder might use its influence to improve the business group’s 

performance (alignment effect), as opposed to using its influence to obtain private 

benefits (entrenchment effect).51 From a legal perspective, Budidjaja and Yeo noted that 

the controlling shareholder does not owe fiduciary duties to the companies, despite 

having a significant influence on the companies, because ‘the concepts of de facto 

directors and shadow directors are not recognized in Indonesia’.52 The ICL art 3(2) 

stipulates that the piercing the corporate veil doctrine can only be used to pursue legal 

action against a shareholder in court when the shareholder, ‘either directly or indirectly, 

exploits the company in bad faith for his/her personal interest’ or ‘unlawfully uses the 

company’s assets that causes the company assets to be insufficient to settle the 

company’s debts’.53 Accordingly, a controlling shareholder using their influence to 

improve the performance of the company would not give rise to grounds for piercing 

the corporate veil. Therefore, there would be no legal consequence for the controlling 

shareholder for influencing the decision-making of group companies, considering such 

influence is in the best interests of the group companies. In regard to the implementation 

of the Integrated Regulations, the interviews showed that the involvement of the 

controlling shareholder played a significant role in implementing integrated GRC the 

financial conglomerate. The Integrated Regulations do not make any comment on the 

controlling shareholder and are silent on their role in supporting implementation of 

 
49  See Vidyata Annisa Anafiah, Vera Diyanty and Ratna Wardhani, ‘The Effect of Controlling 

Shareholders and Corporate Governance on Audit Quality’ (2017) 14(1) The Indonesian Journal of 

Accounting Research 1; I Putu Sugiartha Sanjaya, ‘The Influence of Ultimate Ownership on 

Earnings Management: Evidence from Indonesia’ (2011) 5(5) Global Journal of Business Research 

61; Rahmat Febrianto, ‘The Effect of Ownership Concentration on the Earnings Quality: Evidence 

From Indonesian Companies’ (2005) 8(2) The Indonesian Journal of Accounting Research 105. 
50  Yuri Sato, ‘Corporate Governance in Indonesia: A Study on Governance of Business Groups’ in 

Yasutami Shimomura, The Role of Governance in Asia (Institute of South East Asian Studies, 2003) 

88, 123. 
51  Stijn Claessens and Joseph PH Fan, ‘Corporate Governance in Asia: A Survey’ (2002) 3(2) 

International Review of Finance 71, 76. See also Anafiah, Diyanty and Wardhani, above n 49. 
52  Tony Budidjaja and Jono Yeo, Corporate Governance and Directors’ Duties in Indonesia: 

Overview (1 September 2017) Thomson Reuter Practical Law 

<https://uk.practicallaw.thomsonreuters.com/8-506-

7779?transitionType=Default&contextData=%28sc.Default%29>. 
53  Ibid. See also Law No 40 of 2007 on Limited Liability Company art 3(2). 
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integrated GRC.54 Thus, these regulations should be amended to include a provision 

regarding the fiduciary duty of the controlling shareholder of financial conglomerate. In 

this case, these regulations can adopt source of strength and stewardship doctrines. This 

will be discussed further in Chapter Six. 

5.3.3.4. Using Corporate Group Charters 

Another theme arising out of the Group A interviews is the use of corporate group 

charters, something not required by the Integrated Regulations. These charters provide 

working procedures for each entity in the group to implement the Integrated 

Regulations and conform to the ICL and the IBL and ICML secrecy provisions, 

applying a ‘rule of thumb’ approach discussed above. The charters, as provided by the 

interviewees, included integrated committees’ charters, integrated risk management 

charters, integrated compliance charters and integrated internal audit charters.55 These 

charters are contractual arrangements among individual entities within a financial 

conglomerate to implement integrated GRC. They are quite similar to the contractual 

arrangements of the Vertragskonzern in German law (see Section 4.2.3 of Chapter 

Four). However, unlike the German model, they do not include the provisions to 

provide authority to the lead entity or the obligation of member entities to follow the 

instruction of the lead entity regarding the implementation of integrated GRC. 

Additionally, they do not include a provision stating that the lead entity should 

compensate the losses of member entities resulting from its directions. 

These charters largely restated the duties and responsibilities of the integrated 

committees; the duties and responsibilities of the boards of each entity within the group; 

and the duties and responsibilities of the integrated risk management, integrated 

compliance and internal audit functions, as stipulated in the Integrated Regulations. But 

they also contained rules binding on all entities in the group, providing for the 

 
54  In the Indonesian banking regulatory regime, the controlling shareholder has a certain responsibility 

to ensure the implementation of good corporate governance of the bank. The Bank Indonesia 

Regulation No 14/8/PBI/2012 and succeeding OJK Regulation No 56/POJK.03/2016 stipulate that 

the controlling shareholder must ensure that a bank maintains a good corporate governance rating of 

at least 2 (ratings being from 1 (best) to 5 (worst)). If the bank’s rating is below 2, the controlling 

shareholder must divest their ownership to 20% or lower for an individual, 30% or lower for a non-

financial company, or 40% or lower for a financial institution. See Peraturan Otoritas Jasa 

Keuangan No.56/POJK.03/2016 tentang Kepemilikan Saham Bank Umum [OJK Regulation No 

56/POJK.03/2016 on Bank Ownership] (Indonesia) arts 2, 4. 
55  It is worth noting that several lead entities of financial conglomerates uploaded their corporate 

charters to their websites. One lead entity had also compiled the corporate group’s charters into a 

corporate governance manual and uploaded it to their website. 
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management of conflicts of interest (including the duties of the boards of all entities in 

the group to prioritise the best interests of the company and avoid potential losses, 

engage in intragroup transactions in accordance with the arm’s length principle, and 

disclose any actual or potential conflicts of interest) and information and data sharing 

among entities in the group. 

The Charter rules on data sharing between group entities include: 

1) The boards of all entities in the group permit the integrated committees, integrated 

risk management function, integrated compliance function and integrated internal 

audit function (hereafter collectively referred to as ‘integrated organs’) to access all 

information, data and other related matters of their companies and to receive 

assistance from the personnel of member companies in accordance with the 

prevailing laws and regulations. 

2) Each individual organisation within the integrated organs is prohibited from using 

the information, data and other related matters obtained from member entities for 

its personal benefit, the group’s benefit, or another party’s benefit and must 

disclose any actual or perceived conflicts of interest. 

3) Each individual organisation within the integrated organs should maintain the 

confidentiality of shared information, data and other related matters in accordance 

with the code of professional secrecy and the prevailing laws and regulations 

regarding the confidentiality of customers’ personal data and information. 

According to A1, A3 and A6, the rules regarding data sharing are very important to 

ensure that each entity in the group complies with the relevant investors’ secrecy or 

confidentiality provisions. These rules also allow the integrated organs to obtain all 

relevant data and information from all entities in the group to conduct the integrated 

GRC assessment and evaluation required by the Integrated Regulations while 

safeguarding this data and information from misuse. 

It could be argued that these rules do not provide a guarantee that entities in the 

financial conglomerate will not violate the secrecy provisions, considering that there is 

potential profit in doing so, such as by informing cross-selling marketing to wealthy 

customers.56 Driven by market pressure and potential profit, managers may violate the 

rules, particularly, if such violation is hard to detect, such as the use of customers’ 

 
56  Harry Mc Vea, Financial Conglomerates and the Chinese Wall: Regulating Conflict of Interests 

(Clarendon Press, 1993). 
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personal data and information.57 However, as mentioned in Chapter 4, the Integrated 

Regulations require the integrated internal audit function, which is independent from 

business units, to ensure the compliance of the entities in the group with the internal 

rules and prevailing regulations including secrecy provisions. Moreover, the OJK’s 

financial supervisors might conduct on-site examination or investigation to ensure the 

compliance of entities in the group with those internal rules and secrecy provisions. 

When these two enforcers effectively perform their duties, they should prevent the 

violation of those internal rules and secrecy provisions, thereby protecting the 

customers’ interests. However, interviews showed that there were issues in the 

implementation of the integrated internal audit function and Integrated Supervision.58 

5.3.3.5. Optimising the Integrated Committees’ Meetings 

As discussed in Chapter 4, the Integrated Regulations require the lead entity to establish 

two integrated committees—the integrated governance committee (comprising an 

independent commissioner of the lead entity and independent commissioners from each 

entity in the group) and integrated risk management committee (comprising a director 

of risk management of the lead entity, director of each of the member entities in the 

group and the senior managers59 of all entities in the group). This thesis uses the term 

‘involved members’ to refer to the members of the committees. The Integrated 

Regulations stipulate that the main duties of the committees are to evaluate the 

implementation of integrated GRC and provide recommendations to the boards of the 

lead entity for the improvement of the integrated GRC framework. To do this, the 

committees must meet at least once every six months. 

All Group A interviewees mentioned that these meetings are an important forum within 

their groups to implement integrated GRC. They listed five main benefits of the 

meetings. First, the initial meeting required all involved members to review, discuss, 

endorse and approve the corporate group charters prepared by the lead entity. The 

corporate group charters formalised the support and commitments of the boards of all 

entities in the group, provided working mechanisms across all entities in the group and 

became the point of reference whenever there was a dispute. 

 
57  See Andrew F Tuch, ‘Financial Conglomerates and Information Barriers’ (2014) 39(3) Journal of 

Corporation Law 563. 
58  See Sections 5.3.4.3. 
59  Senior managers are the individuals holding positions one level below the BoD and are responsible 

for the member entities’ risk management, internal audit and compliance functions as well as those 

individuals responsible for integrated internal control functions in the lead entity. 
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Second, the meetings enabled the involved members to work together to review the self-

assessment reports on the implementation of integrated GRC prepared by the lead 

entity. The involved members discussed significant issues and potential risks of the 

group as a whole and provided their recommendations on the necessary actions to be 

taken by the boards of each entity within the group to address those issues and potential 

risks. The decision to implement the recommendations still rests with the boards of the 

individual entities within the group. If the boards of an individual member entity cannot 

implement the recommendations due to their company’s circumstances, they must 

justify this at the integrated committee meetings. The relevant committee may then 

recommend that these explanations be included in the lead entity’s self-assessment 

reports on the implementation of integrated GRC and integrated risk management. 

Third, the periodic meetings allow each involved member to openly discuss the 

potential risks facing their company. Other involved members could share their 

specialised expertise and experience and, hence, contribute to appropriate solutions to 

address those potential risks and improve the GRC practices of that company. 

Additionally, through this information sharing, the involved members improve their 

skill and knowledge about various financial sectors and the condition of the group as a 

whole, including the business environment and regulatory regime in which its group 

operates. 

Fourth, the periodic meetings improve cooperation and coordination among entities in 

the group in many areas. For example, the entities in the group could exchange their 

skilled employees through job attachment programs for enhancing the GRC framework 

of a particular entity and improving its business operation and performance. 

Fifth, the periodic meeting enables the lead entity to monitor and ensure the 

implementation of integrated GRC across entities within the group. Further, it allows 

the lead entity to raise awareness among the member entities about the importance of 

GRC and influence the member entities to follow up on identified GRC issues. 

The Group A interviewees expressed that the periodic meetings of the integrated 

committees empower the lead entities to perform their duties and responsibilities. The 

meeting enables them to influence the boards of individual entities to implement 

integrated GRC and discuss various issues relating to the implementation of integrated 

GRC. Thus, the meetings assist them in ensuring the implementation of integrated GRC. 
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5.3.4. Key Challenges in Implementing the Integrated Regulations 

All Group A interviewees stated that their companies had taken strategic actions to 

implement the Integrated Regulations (see Section 5.3.3) and all stated that they had 

faced many challenges in doing so. The following sections discuss these challenges as 

described in the Group A interviews. 

5.3.4.1. Corporate Autonomy of Member Entities and the Lead Entity’s Lack of 

Authority 

The Group A interviews showed that a main challenge to effectively implementing 

integrated GRC has been the corporate autonomy of each member entity and the lead 

entity’s lack of authority over them. Corporate autonomy refers to the company as a 

separate legal entity that has its own board composition (eg, independent members and 

non-independent members), structure, human resources and financial strength. The 

interviews indicated that those elements of corporate autonomy have hindered the 

implementation of the Integrated Regulations, particularly in horizontal financial 

conglomerates. As the lead entity of a horizontal financial conglomerate is an appointed 

sister company, it does not have legal authority to make decisions for member entities. 

Thus, it faces an issue in persuading member entities to implement integrated GRC as 

required by the Integrated Regulations. 

For example, A4 argued that several member entities in their group do not have 

independent commissioners60 and that had hindered the establishment of the integrated 

governance committee in its group.61 As previously mentioned, the integrated 

governance committee requires an independent commissioner from each individual 

entity within the financial conglomerate. When an entity within the financial 

conglomerate does not have an independent commissioner, the integrated governance 

committee cannot represent all entities within the financial conglomerate and, thus, 

cannot effectively perform its function to ensure the implementation of integrated GRC 

across all member entities or facilitate coordination, cooperation and information 

sharing among all member entities. A4 added that ‘we already informed the member 

entities about the issue, but they have not appointed the independent commissioners to 

date. We do not have any legal authority to make decision for those companies in order 

 
60  Interview with A4 (Jakarta, 13 April 2017). 
61  Ibid. 
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to solve the problem’.62 A4 stated that some member entities were still calculating the 

cost and their financial capacity to appoint an independent commissioner, while others 

were looking for a suitable candidate.63 A4 expressed that the integrated governance 

committee in its group has not met the requirements stipulated in the Integrated 

Regulations. A4’s responses suggest that the requirement of the Integrated Regulations 

have not been effectively implemented due to the corporate autonomy of member 

entities and the lead entity’s lack of authority over them. 

A4, A5 and A6 stated that while Integrated Regulations require each member entity to 

have risk management, internal audit and compliance functions, some of their member 

entities did not have these. Those interviewees stated that their lead entity had 

recommended the boards of those member entities to establish these functions to 

comply with the Integrated Regulations, but the boards had not yet done so due to the 

associated costs and their financial capacity. Those interviewees argued that their lead 

entities did not have legal authority to intervene in the decisions of those member 

entities to address the absence of the functions as they are sister companies and not the 

controlling shareholder of those member entities. Thus, they reported those issues in 

their integrated GRC self-assessment to raise awareness of the impact of those issues to 

their group integrated GRC rating and indirectly inform the controlling shareholder and 

financial supervisors about these issues. 

Given the prominence of this issue of the lead entity’s lack of authority in horizontal 

financial conglomerates, this interviewer asked whether Indonesian policymakers 

should adopt a NOFHC model to address this.64 That is, policymakers would enact a 

law requiring the controlling shareholder to establish a NOFHC and transfer its 

ownership stake in all entities in the group to the NOFHC. This would effectively 

disallow horizontal financial conglomerates in Indonesia. 

 
62  Ibid. 
63  Ibid. 
64  After the fieldwork, the IMF and World Bank published their report on the Indonesian Financial 

Sector Assessment Program 2017 in which it was stated that ‘the lead entity lacks legal authority to 

impose OJK’s regulatory requirements on the group and company law requirements may hinder 

information flows’. They recommended Indonesian policymakers introduce ‘legal provisions for 

licensed non-operating financial holding companies’ to address the issue. OJK has published a draft 

regulation on NOFHCs that requires a horizontal financial conglomerate to form a NOFHC, but this 

draft regulation has not finalised to date. See IMF and World Bank, ‘Indonesia: Financial Sector 

Assessment Program 2017’ (Report, IMF and World Bank, 9 May 2017) 7; Otoritas Jasa Keuangan, 

‘Financial Conglomerate Required to Set Up Holding Companies: OJK Draft Regulation’ (Press 

Release SP 66/DKNS/OJK/VI/2017, 12 June 2017). 
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One interviewee (A4) agreed with the NOFHC model. A4 stated that, in practice, its 

controlling shareholder, a non-financial company, has been directly involved in 

monitoring individual entities within its group. Thus, it would be no issue if the 

regulator required its controlling shareholder to become a NOFHC. A4 added that this 

requirement might improve the implementation of integrated GRC within its group, 

because the controlling shareholder has the power to control and direct all entities in the 

group. 

Conversely, two interviewees (A3 and A6) disagreed with the NOFHC model due to 

two main reasons. First, the NOFHC does not have operational revenue and, thus, 

would be dependent on the dividends from its subsidiaries to cover its expenses. The 

NOFHC might increase the compliance cost that a financial conglomerate must bear, 

such as human resources expenses (eg, for remuneration for the boards and employees 

of the NOFHC) and administrative expenses (eg, building, information system). 

Second, many member entities are publicly listed companies and, thus, may have to 

follow the complicated and costly capital market rules for transferring the controlling 

shareholder’s stake to the new NOFHC. 

A3 and A6 suggested that, instead of requiring the establishment of a NOFHC, OJK 

should cooperate with the lead entity to address the issues in the member entities within 

the group. They argued that their companies have provided their integrated GRC self-

assessment reports to OJK. These reports contain all material issues regarding the 

implementation of integrated GRC. OJK could use those reports to take supervisory 

actions to support the lead entity to address the problems. For instance, it could conduct 

a prudential meeting inviting all the boards of individual entities within the group and 

the controlling shareholder to discuss the issues. It might order those entities and the 

controlling shareholder to provide an action plan to address the issues and report the 

action plan to OJK. The entities and controlling shareholder would certainly follow the 

OJK’s order, lest they face sanctions. The lead entity could then monitor the progress of 

the action plan and report to OJK. In this way, the authority of the lead entity and the 

implementation of integrated GRC could be achieved efficiently and effectively without 

establishing a NOFHC. 
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5.3.4.2. Disharmonised Sectoral Regulations and Insufficient Regulatory 

Guidance on Integrated Risk Management 

Group A interviewees stated that another major challenge hindering the effective 

implementation of integrated GRC is disharmonised sectoral regulations, especially in 

regard to implementing integrated risk management. Four interviewees reported 

problems related to the development of stress testing methods, assessment of risk 

aggregation and risk concentration, and the duplication of consolidated risk profile 

reporting (accounting for intragroup transactions and exposures risk). One reason for 

this is different accounting rules, for example, the accounting rules on the valuation of 

loans, securities, reserve losses and deposit-like products are different between banks 

and insurance companies. This has made it difficult to combine the different risk data. A 

second reason is the different financial regulatory treatments for a similar risk. As one 

interviewee (A6) explained, ‘the risk-weighted assets measurements stipulated in the 

sectoral regulations are different from each other and thus, it created difficulties to 

measure similar type of assets of the bank, securities and insurance companies within 

our group’.65 A third reason is that the parameters and indicators for integrated risk 

assessment provided in the Integrated Regulations are mainly derived from the banking 

sector. Thus, they do not fit the actual business condition of insurance and securities 

companies. A1 said, ‘we tried to redefine the parameters and indicators provided in the 

Integrated Regulations to fit the actual condition of the insurance and securities 

companies, but it was very difficult’.66 Due to these difficulties, A1, A2, A4 and A6 

indicated that their companies have not established stress testing methods or properly 

assessed risk concentration and risk aggregation. 

Similarly, A5 stated that their group did not conduct risk aggregation due to the 

difficulty of combining the different natures of the businesses within the group and the 

associated differences in accounting rules and regulatory risk treatments. A5 stated that 

their group provided two separate risk profiles (one for its bank and one for its securities 

company) in its integrated GRC self-assessment report to OJK to comply with the 

reporting requirement in the Integrated Regulations. 

Interviewees A1, A2, A4, A5 and A6 reported that their companies understood the 

differences in accounting rules and regulatory risk treatments for different financial 

 
65  Interview with A6 (Jakarta, 5 April 2017). 
66  Interview with A1 (Jakarta, 24 March 2017). 
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institutions, but they have expected that OJK would provide clear guidance regarding 

stress testing methods and assessment of risk aggregation, risk concentration and 

intragroup transactions and exposures risk. They also expected that this guidance would 

reflect the business condition and actual risks of financial conglomerates in actual 

practice. 

Two interviewees (A1 and A2) from vertical financial conglomerates criticised the 

duplication of consolidated risk profile reporting. Their companies needed to report two 

consolidated risk profiles because of two different prevailing regulations. The first is 

required by the banking regulation on consolidated risk management and does not 

include insurance risk and risk involved in intragroup transactions and exposures. The 

second is required by the Integrated Regulations and includes the insurance risk and risk 

involved in intragroup transactions and exposures. Both risk profiles include eight types 

of risks—credit risk, market risk, liquidity risk, operational risk, strategic risk, legal 

risk, compliance risk and reputational risk. According to A1 and A2, the duplication of 

the consolidated risk profile reporting has created unnecessary burden and inefficiency. 

They expected that OJK could harmonise these two regulations, especially in regard to 

consolidated risk profile reporting. 

The problems highlighted by Group A interviewees above underscore the need to 

address the disharmonised sectoral regulations; provide guidelines regarding stress 

testing methods and assessment of risk aggregation, risk concentration and intragroup 

transactions and exposures risk; and remove duplication of consolidated risk profile 

reporting. 

5.3.4.3. Dual-Hatted Role of Integrated Internal Control 

Internal controls are an essential component of GRC.67 Therefore, there should be no 

dual hatting68 in the internal control units to ensure that the units perform their roles 

effectively.69 However, the Integrated Regulations stipulate that the lead entity may 

expand the existing internal control units within its company to perform the integrated 

 
67  See Robert R Moeller, Executive’s Guide to COSO Internal Controls: Understanding and 

Implementing The New Framework (John Wiley and Sons, 2014). 
68  Dual hatting means the practice of employing staff to perform two roles or responsibilities 

simultaneously. 
69  See Basel Committee on Banking Supervision (BCBS), ‘Corporate Governance Principle for Banks’ 

(BCBS, October 2014) 23; Trevor R Stewart and William R Kinney Jr, ‘Group Audits, Group-Level 

Controls, and Component Materiality: How Much Auditing is Enough?’ (2012) 88(2) The 

Accounting Review 707; Steven J Ross, Beyond COSO: Internal Control to Enhance Corporate 

Governance (John Wiley and Sons, 1998). 
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internal control functions (integrated risk management function, integrated compliance 

function and integrated internal audit function).70 This provision, intended to reduce 

compliance cost, might induce the lead entity to employ a dual-hatting arrangement in 

performing integrated internal control functions. 

All Group A interviewees stated that their lead entity employed dual-hatting 

arrangements to perform integrated internal control functions. Specifically, they used 

their existing internal control units’ staff in their companies to perform the integrated 

internal control functions and did not bring in additional staff. As such, the internal 

control staff were overburdened with many tasks. Moreover, those staff did not have 

adequate experience, skills and knowledge about the business activities and risks 

outside the banking sector to properly perform their duties. As a result, they could not 

provide a high quality integrated GRC self-assessment: 

A2:  We have an internal audit department that is responsible for performing 

internal audit of the bank with around 1,200 branches and also the 

subsidiaries companies. However, this department has limited staff. It 

currently faces difficulty in performing internal audit of all bank’s branches. 

Accordingly, it could not conduct periodic integrated internal audit for the 

subsidiary companies.71 

A3:  The [integrated internal controls staffs] already conducted the integrated 

GRC self-assessment. Their assessment contained all elements as stipulated 

in the Integrated Regulations, but it is simply a tick-in-the-box compliance 

with the regulations. The quality of the integrated GRC self-assessment is 

very poor, far behind from what we expected.72 

A4:  Our internal control staffs are already overburdened with various periodic 

bank reports that must be submitted to OJK. As such, they do not have 

sufficient time to properly assess various available reports from member 

entities regarding their risk management, compliance and internal audit to 

ensure their validity and reliability in order to assess the implementation of 

[integrated GRC]. Moreover, they do not have experience, skills and 

knowledge outside the banking sector. As the result, we can say that the 

quality of their assessment is still very poor.73 

All Group A interviewees stated that their respective integrated committees used the 

integrated GRC self-assessment provided by their respective companies’ integrated 

 
70  Peraturan OJK Nomor 18/POJK.03/2014 tentang Penerapan Tata Kelola Terintegrasi Bagi 

Konglomerasi Keuangan [OJK Regulation No 18/POJK.03/2014 on the Implementation of 

Integrated Corporate Governance for Financial Conglomerates] (Indonesia) arts 21(2), 24(2); 

Peraturan Otoritas Jasa Keuangan Nomor 17/POJK.03/2014 tentang Penerapan Manajemen Risiko 

Terintegrasi Bagi Konglomerasi Keuangan [OJK Regulation No 17/POJK.03/2014 on the 

Implementation of Integrated Risk Management for Financial Conglomerates] (Indonesia) art 18(2). 
71  Interview with A2 (Jakarta, 21 February 2017). 
72  Interview with A3 (Jakarta, 8 March 2017). 
73  Interview with A4 (Jakarta, 13 April 2017). 
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internal control units to review and discuss the implementation of integrated GRC 

within their groups. They also submitted this integrated GRC self-assessment to OJK 

and published it on their website. Arguably, when the quality of the integrated GRC 

self-assessment is poor, the quality of the integrated committees’ recommendations is 

also poor, and hence, the committees may not be able to perform their duties to ensure 

the implementation of integrated GRC in their groups. Further, as the integrated GRC 

self-assessment is a primary source of information for the OJK’s supervisors in 

conducting the Integrated Supervision, the effectiveness of their supervision might be 

undermined. Ultimately, the situation described above will likely not result in the 

improvement of the integrated GRC of the financial conglomerate. To address these 

issues, this thesis suggests that OJK should amend the Integrated Regulations to remove 

the provision that allows the lead entity to employ its existing internal control units and 

add a new provision that requires the lead entity to establish separate integrated internal 

control units (see Section 6.3.1 of Chapter Six). 

5.3.5. Preliminary Conclusions on the Implementation of the Integrated 

Regulations 

The Group A interviews showed that the conflict of regulations do not hamper the 

implementation of the Integrated Regulations, confirming the argument that business 

people can find creative solution to comply with the regulation (creative compliance). 

The interviews revealed that financial conglomerates have moved to implement 

integrated GRC as required by the Integrated Regulations. The financial conglomerates 

considered that the Integrated Regulations would eventually have benefits that exceed 

their associated costs. The lead entities of financial conglomerates have taken strategic 

actions to implement the Integrated Regulations to allow the member entities to 

simultaneously comply with the Integrated Regulations and relevant sector laws. 

Moreover, financial conglomerates have conducted self-assessment of the 

implementation of integrated GRC, compiled their reports on this and submitted these to 

OJK. Based on these findings, this thesis argues that the Integrated Regulations have to 

a large extent improved the integrated GRC practice in Indonesian financial 

conglomerates. They have addressed many of the issues posed by the financial 

conglomerates and greatly enhanced the transparency, accountability, responsibility and 

fairness of financial conglomerates. 
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The Group A interviews also revealed a number of challenges impeding the effective 

implementation of integrated GRC. These challenges have arisen due to the corporate 

autonomy of member entities, lead entity’s lack of authority over member entities, 

disharmonised sectoral regulations and the dual-hatted role of staff involved in the 

integrated internal control functions. Group A interviewees made a number of 

suggestions to address these challenges including involving the controlling shareholder, 

removing duplicate consolidated risk management reporting, and provision of a 

regulatory guideline on risk assessment. The interview results also suggest that OJK 

should remove the Integrated Regulations provision allowing the lead entity to establish 

a dual-hatted role for integrated internal control functions. These suggestions are 

developed and discussed in Chapter 6. 

5.4. Implementation of the Integrated Supervision: Results From 

Interviews (Group B) 

This section discusses the results from Group B interviews, focusing on interviewees’ 

experiences in implementing the Integrated Supervision. 

5.4.1. Current Implementation of the Integrated Supervision 

As previously discussed, there are two interpretations of the Integrated Regulations’ 

definition of ‘financial conglomerate’, one considering that both homogeneous and 

heterogeneous groups are included in the definition and one considering that only 

heterogeneous groups are included in the definition. The Group B interviews showed 

that the implementation of the Integrated Supervision has not included homogeneous 

groups. 

Two interviewees (B1 and B3) explained that the Integrated Regulations’ definition of 

financial conglomerate is too broad.74 The Integrated Regulations tried to capture both 

homogeneous and heterogeneous financial conglomerates, but they do not consider the 

significance of the assets and activities of those financial conglomerates to the stability 

of the financial system. As a result, it has captured a large number of relatively small 

homogeneous financial conglomerates that do not pose a significant threat to financial 

system stability if they fail. B1 and B4 asserted that the implementation of the 

 
74  Interview with B1 (Jakarta, 14 February 2017); Interview with B3 (Jakarta, 15 February 2017). 
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Integrated Supervision has focused on the 48 heterogeneous financial conglomerates 

that might significantly impact financial system stability if any one of them failed.75 

B1 and B3 argued that small homogeneous financial conglomerates might not be able to 

incur significant compliance cost to implement integrated GRC. In particular, the 

entities within those financial conglomerates (including the lead entity) might not have 

independent commissioners, a corporate governance committee, a risk management 

committee, a compliance unit, an internal control unit and other supporting 

infrastructure. Thus, these entities may not be able to implement integrated GRC as 

required by the Integrated Regulations. Integrated supervisors faced a dilemma in 

seeking to enforce the Integrated Regulations on small financial conglomerates (see 

Section 5.4.2.1). 

B1 and B3 explained that OJK has proposed a new definition of financial conglomerate 

in its draft regulation—a group of financial institutions under common ownership or 

control that operates in two or more financial sectors and that has combined total assets 

of at least IDR2 trillion. They claimed this proposed definition would target large 

conglomerates that might significantly affect the stability of the financial system. At the 

time of writing, this proposed regulation had not been finalised. 

However, these interviewees’ responses were not aligned with the purpose of the 

Integrated Supervision. As mentioned in Section 4.3, the Integrated Supervision not 

only aims to address the issues emerging from cross-sectoral financial activities, but it is 

intended by OJK to close the financial supervisory gap. Currently, the sectoral 

supervision has not captured homogeneous financial conglomerates, particularly those 

using horizontal structures. Thus, the Integrated Supervision has not addressed the 

supervisory gap. 

Group B interviews also showed that integrated supervisors do not see any conflict 

between the lead entity concept and its expanding roles stipulated in the Integrated 

Regulations with the single entity concept and fiduciary duty of the boards of a 

company stipulated in the ICL. All Group B interviewees expressed the view that the 

lead entity concept is necessary to ensure there is one entity with overall responsibility 

for implementing and overseeing the integrated GRC practice of the financial 

conglomerate in its entirety as a group and to allow the financial conglomerate to freely 

 
75  Interview with B1 (Jakarta, 14 February 2017); Interview with B3 (Jakarta, 15 February 2017); 

Interview with B4 (Jakarta, 20 February 2017). 
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set its managerial and organisational structure. B1 explained that one idea behind the 

lead entity concept is that the controlling shareholder should not use their power to 

extract private benefits at the expense of the company or its other stakeholders and the 

boards of a company should act in the best interests of the company. B1 also mentioned 

that the lead entity should consider this in performing its roles. B1 discussed that the 

Integrated Regulations require the lead entity to develop integrated GRC guidelines and 

ensure the effective implementation of these across individual entities within the group, 

but the lead entity should not extract private benefits—for itself, the group as a whole or 

the controlling shareholder—at the expense of individual entities within the group in 

performing its roles. According to B1, the lead entity should enhance the GRC practice 

of all entities within the group and, consequently, should benefit those entities and their 

stakeholders. Given this positive influence, B1 concluded that the lead entity concept 

and its expanding role does not conflict with the single entity concept and fiduciary duty 

of the boards of a company stipulated in the ICL. B2, B3 and B4 made similar 

arguments and arrived at a similar conclusion. 

This argument may, to some extent, be valid. The ICL provisions, for the most part, aim 

to prevent the negative impacts of action taken by the controlling shareholder and 

boards of the subsidiary company to the subsidiary company and its stakeholders. For 

instance, the previously discussed provision on piercing the corporate veil states that the 

controlling shareholder becomes liable if they exploited the company for personal gain 

at the expense of the company.76 The fiduciary duty provision aims to ensure that the 

boards of the company act in the best interests of the company.77 In this regard, the 

boards should inform themselves with regard to the company’s affairs and take 

necessary actions to address any risks that may endanger the company. If we consider 

the lead entity roles stipulated in the Integrated Regulations, the lead entity may provide 

important recommendations to the boards of individual entities within the group to take 

actions to address the issues identified in their GRC practice. As such, the lead entity 

may assist the BoD of member entities within the group to effectively perform their 

fiduciary duty. However, the single entity concept adopted in the ICL means that a 

company should bear its own legal obligations. Despite this, the Integrated Regulations 

stipulate that the lead entity holds overall responsibility for the implementation of 

 
76  Law No 40 of 2007 on Limited Liability Company art 3(2). 
77  Law No 40 of 2007 on Limited Liability Company arts 97(2), 114(2). 
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integrated GRC within the group as a whole—that is, the lead entity becomes 

responsible for the legal obligations of the member entities within the group. While this 

inconsistency has previously been discussed in this thesis, this extended deliberation 

based on the Group B interview results clearly demonstrates that the lead entity concept 

in the Integrated Regulations clearly conflicts with the separate legal entity concept in 

the ICL. As discussed in Section 5.3.4.1, the lead entities of horizontal financial 

conglomerates have faced difficulty undertaking the roles stipulated in the Integrated 

Regulations due to the member entities’ corporate autonomy the lead entities’ lack of 

authority. This issue needs to be addressed and a recommendation to do so is discussed 

in Chapter 6. 

5.4.2. Key Challenges in Implementing the Integrated Supervision 

The interviews revealed several key challenges hindering the implementation of the 

Integrated Supervision and enforcement of the Integrated Regulations. These included 

the regulator’s dilemma, inadequacy of the rules of the Integrated Regulations, 

insufficient data and information, lack of staff in integrated supervisory teams, and 

excessive bureaucracy due to the OJK’s silo-sectoral governance. These are discussed 

below. 

5.4.2.1. Regulator’s Dilemma 

All Group B interviewees discussed having been faced with the regulator’s dilemma in 

enforcing the Integrated Regulations. While the Integrated Regulations were 

immediately effective on the date of their promulgation, integrated supervisors have not 

immediately imposed administrative sanctions against financial conglomerates that have 

not satisfied their requirements. 

B1 and B4 explained that they encountered a lack of awareness and understanding about 

the Integrated Regulations.78 Many member entities of financial conglomerates did not 

understand that the Integrated Regulations applied to them. Member entities also 

complained about the stringent regulatory requirements, such as requiring an 

independent commissioner which was not specified in their sectoral regulations. 

According to B1 and B4, many member entities still do not have an independent 

commissioner and, accordingly, their groups cannot establish an integrated governance 

committee. B1 and B4 further mentioned that, given such lack of awareness, they have 

 
78  Interview with B1 (Jakarta, 14 February 2017); Interview with B4 (Jakarta, 20 February 2017). 
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not imposed an administrative sanction against financial conglomerates for compliance 

gaps as stipulated in the Integrated Regulations. Instead, they required those financial 

conglomerates to make action plans to address their compliance gaps. They monitor the 

progress of the action plan and impose an administrative sanction if a financial 

conglomerate fails to perform its action plan. Such selective enforcement seem to 

follow the responsive regulation model of Ayres and Braithwaite ‘where attempts are 

initially made to coax compliance by persuasion.’79 

B2 and B3 discussed that integrated supervisors have faced regulator’s dilemma when 

enforcing the Integrated Regulations on small financial conglomerates.80 They argued 

that small financial conglomerates have numerous compliance gaps and lack the 

financial capability to address those gaps. B2 and B3 stated, considering these factors, 

they have not enforced the Integrated Regulations on such small financial 

conglomerates. B1 said that this was another reason why integrated supervisors have 

been focusing on the aforementioned 48 heterogeneous financial conglomerates and 

have proposed amending the definition of financial conglomerate in the Integrated 

Regulations. 

The Group B interviews showed that integrated supervisors have not fully enforced the 

Integrated Regulations. They have enforced the Integrated Regulations on 48 large 

financial conglomerates and generally excluded enforcing compliance on small 

financial conglomerates. If the purpose of the Integrated Regulations is to ensure that all 

financial conglomerates implement integrated GRC, integrated supervisors should 

enforce the regulations on all financial conglomerates—small financial conglomerates 

should not be excluded altogether. This may involve an extension of the deadline for 

financial conglomerates to fulfil their regulatory requirements based on their context 

and size. 

5.4.2.2. Inadequacy of the Integrated Regulations to Support the Implementation 

of the Integrated Supervision 

Group B interviewees discussed the inadequacy of the Integrated Regulations to support 

the implementation of the Integrated Supervision. In particular, the Integrated 

Regulations do not require financial conglomerates to submit to OJK the details of 

 
79  See Ian Ayres and John Braithwaite, Responsive Regulation: Transcending The Deregulation 

Debate (Oxford University Press, 1992) 35–38. 
80  Interview with B2 (Jakarta, 13 February 2017); Interview with B3 (Jakarta, 15 February 2017). 
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intragroup transactions and exposures, including transactions with affiliated non-

financial companies. They also do not require horizontal financial conglomerates to 

consolidate their financial statements and submit these to OJK. The absence of these 

requirements has impeded the effectiveness of the Integrated Supervision. 

B1 and B3 said that the OJK’s BoC required integrated supervisors to assess the 

potential risks emerging from intragroup transactions and exposures between financial 

conglomerates and their affiliated non-financial companies. Those interviewees noted 

that this was informed by the principles of the supervision of financial conglomerates 

published by the Joint Forum.81 B1 said: 

B1:  We have learned from a case that happened in the 1997 financial crisis when 

a large financial group failed because of contagion reputation risk arising 

from a drop in the reputation of its controlling shareholder and affiliated non-

financial companies. This case showed that we need to understand and assess 

the intragroup transactions and exposures between the financial 

conglomerate and its affiliated companies.82 

B3 argued that financial conglomerates should assess the risk involved in intragroup 

transactions and exposures with their affiliated non-financial companies as part of their 

integrated GRC self-assessment to mitigate potential risks at an early stage. Such self-

assessment is also important to ensure that each entity within the group has strictly 

adhered to the intragroup transactions and exposures limit stipulated in the sectoral 

regulations. 

B4 discussed the impact of the absence of the consolidated financial statements of 

horizontal financial conglomerates. According to B4, this has necessitated integrated 

supervisors combining all the discrete financial statements of the individual entities of 

horizontal financial conglomerates being supervised to obtain a proxy of the 

consolidated financial statements of the group. B4 explained that this takes significant 

time and effort and the result might not be accurate due to the lack of information 

regarding intragroup transactions and exposures (which should be eliminated in the 

process of consolidation). The time taken to combine the information detracts from 

supervisory efforts, especially supervisory assessment of financial conglomerates. As a 

 
81  See Joint Forum ‘Principles for the Supervision of Financial Conglomerates’ (Joint Forum, 

September 2012). 
82  Interview with B2 (Jakarta, 14 February 2017). 
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result, integrated supervisors have been largely unable to provide a comprehensive 

integrated supervisory assessment of financial conglomerates. 

The Group B interviewees suggested that OJK should enact a regulation in the form of a 

circular letter requiring financial conglomerates to submit the details of their intragroup 

transactions and exposures and their consolidated financial statements. At the time of 

writing, this suggestion had not been proposed to the OJK’s BoC and no interviewee 

gave a reason for this. 

5.4.2.3. Insufficient Data and Information 

Group B interviewees stated that another major challenge hindering the effective 

implementation of the Integrated Supervision was insufficient prudential data and 

information on financial conglomerates. This was due to two factors. 

First, integrated supervisors do not have direct access to the sectoral supervisory 

information system to obtain data and information on individual entities of financial 

conglomerates relevant for integrated supervision. OJK has three separated sectoral 

supervisory information systems for banking, capital markets and NBFI supervision. 

The OJK’s internal rules designate persons who can access particular sectoral 

supervisory information systems. These do not include integrated supervisors. 

Currently, integrated supervisors obtain the data and information of the individual 

entities of financial conglomerates through the coordination and communication forum. 

According to B3, the coordination and communication forum is sometimes ineffective 

in this regard as it mainly serves the purposes of discussing and clarifying data and 

information of the individual entities of financial conglomerates. Thus, many 

supervisory issues are often left undiscussed.83 

Second, OJK has been developing an integrated supervisory system to integrate all 

separate sectoral supervisory systems and support the implementation of the Integrated 

Supervision. Most interviewees argued that it would require two to three years to 

complete this. Until the new system is ready, they continue to face the problem of 

insufficient data and information. Moreover, they have not seen the new system and 

there are bound to be teething issues, thus, it may not work as expected. 

To address the issue of insufficient data and information, Group B interviewees 

suggested two solutions. First, integrated supervisors should be given direct access to 

 
83  Interview with B3 (Jakarta, 15 February 2017). 
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the sectoral supervisory system. Second, development of the integrated supervisory 

system should also be expedited. At the time of writing, OJK had not implemented 

either of these suggestions. 

5.4.2.4. Lack of Staff 

The Joint Forum stated that ‘given the size and complexity of financial conglomerates, 

effective and comprehensive oversight of financial conglomerates requires sufficient 

resources to carry out group-wide assessments’.84 As previously discussed, OJK has 

generally lacked experienced staff to perform regulatory and supervisory tasks, and this 

extends to the integrated supervisory teams. 

The Group B interviewees explained that each integrated supervisory team has around 

three staff who conduct integrated supervision of 11 financial conglomerates. Due to 

limited staff, these teams have focused on off-site supervision. This involves collecting, 

reviewing and analysing data and information provided by sectoral supervisors and the 

lead entities of financial conglomerates. This data and information include an 

assessment of the soundness of individual entities within financial conglomerates, 

financial statements of individual entities within financial conglomerates, self-

assessment reports of the implementation of GRC from individual entities within 

financial conglomerates, and self-assessment reports from lead entities on the 

implementation of integrated GRC of financial conglomerates in their entirety as a 

group. The Group B interviewees said that they used the data and information to assess 

the soundness and risk profile rating of financial conglomerates under their supervision. 

All Group B interviewees stated that they have not conducted on-site examinations of 

financial conglomerates. The Joint Forum stated that ‘on-site work is important for 

broadening and deepening supervisory understanding of the financial conglomerate, 

verifying the reliability of information provided and for assessing the effectiveness of 

internal control systems’.85 Without on-site examination, integrated supervisors might 

not be able to properly assess the strength and weaknesses of the integrated GRC of 

financial conglomerates including their compliance with the Integrated Regulations, 

their own internal rules, the secrecy provisions and other prevailing financial laws and 

regulations. Importantly, integrated supervisors might not be able to conduct 

appropriate and prompt corrective actions against a financial conglomerate to address 

 
84  See Joint Forum, above n 81, 11. 
85  Ibid 16. 
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the source of weaknesses in their integrated GRC, potential risks and non-compliance. 

The lack of experienced staff hinders the effective implementation of the Integrated 

Supervision and enforcement of the Integrated Regulations. The Group B interviewees 

expected that, given the OJK’s recruitment drives, they would soon receive additional 

staff to address this problem. 

5.4.2.5. Excessive Bureaucratic Processes (Red Tape) Due to the OJK’s Silo-

Sectoral Governance 

B1 and B2 argued that the silo-sectoral nature of the OJK’s governance has resulted in 

excessive bureaucracy that has hindered the effective implementation of the Integrated 

Supervision. As previously mentioned, this silo-sectoral governance was dictated by the 

OJK’s Law. According to B1 and B2, this has created long rules and procedures that the 

integrated supervisors must follow to complete their supervisory work. As previously 

discussed, this is also known as excessive bureaucratic processes (red tape).86 Integrated 

supervisors must report to the Integrated Supervision Committee and must get the 

Committee’s approval for their integrated supervisory assessment during periodic 

meetings. The interviewees argued that such cumbersome rules and procedures have 

made integrated supervisory work more difficult and ineffective compared to sectoral 

supervisory work. As B1 explained: 

B1: because we need to report to the Integrated Supervision Committee, 

involving three chief executives of OJK and the deputy commissioners of all 

the supervisory departments of OJK, and to get approval for our supervisory 

assessment from periodic Integrated Supervision Committee meetings, we 

face administrative burden and delayed decision-making. This condition has 

made integrated supervision quite ineffective compare to the sectoral 

supervisors who report to one chief executive.87 

This statement also shows that the OJK’s silo-sectoral governance has resulted in 

slowed decision-making. To remove the excessive bureaucratic processes and improve 

the Integrated Supervision, B1 and B2 suggested that the OJK’s Law should be 

 
86  Roosli and Keefe noted, ‘the term red tape was adopted by Kaufmaan … as the collection or 

sequence of forms and procedures required to gain bureaucratic approval for something, especially 

when oppressively complex and time-consuming’ (Ruhizal Roosli and Phil O’Keefe, A Malaysian 

Study of Mixed Methods: An Example of Integrating Quantitative and Qualitative Methods 

(Cambridge Scholar Publishing, 2016) 91. See also Herbert Kaufmann, Red Tape: Its Origin, Uses, 

and Abuses (Brookings Institute Press, 2015). 
87  Interview with B1 (Jakarta, 14 February 2017). 
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amended to remove the provision (art 9) that ‘specifies the responsibilities of an 

individual commissioner for the supervision of specific financial sector’.88 

5.4.3. Preliminary Conclusions on the Implementation of the Integrated 

Supervision 

The Group B interviews showed that the implementation of the Integrated Supervision 

has been ineffective. Integrated supervisors have focused on 48 large heterogeneous 

financial conglomerates and have not captured small homogeneous financial 

conglomerates. Moreover, they have faced several challenges that hinder effective 

implementation of the Integrated Supervision including regulator’s dilemma, 

inadequacy of the rules of the Integrated Regulations, insufficient data and information, 

lack of staff and excessive bureaucracy. Some of these challenges derive from the 

incompleteness of the Integrated Regulations and the shortcomings of the OJK’s Law. 

The Group B interviewees made several suggestions to address those challenges. First, 

OJK should enact regulation in the form of a circular letter to require financial 

conglomerates to submit the details of their intragroup transactions and exposures and 

require horizontal financial conglomerates to submit their consolidated financial 

statements. Second, integrated supervisors should be provided with direct access to the 

sectoral supervisory information system and development of the integrated supervisory 

system should be expedited. Third, OJK should add more staff to integrated supervisory 

teams. Fourth, the government should amend the OJK’s Law to remove the silo-sectoral 

nature of the OJK’s governance. These suggestions are considered in Chapter 6 as the 

basis for developing a proposal to enhance the Integrated Regulations. 

5.5. Summary 

This chapter discussed the results from Group A and Group B interviews regarding the 

implementation of the Integrated Regulations and Integrated Supervision. It provided 

empirical evidence on how financial conglomerates perceived and implemented the 

Integrated Regulations and how integrated supervisors implemented the Integrated 

Supervision. 

 
88  The IMF and World Bank recommended ‘revising the OJK’s Law to remove the responsibilities of 

individual Commissioners for the supervision of specific sectors’. See IMF and World Bank, above 

n 64, 7. 
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The evidence showed that financial conglomerates are generally supportive of the 

Integrated Regulations, despite this regulation being contested. Financial conglomerates 

consider that the Integrated Regulations are needed and will have benefits that exceed 

their compliance cost. They have also taken strategic actions to implement the 

integrated GRC required by the Integrated Regulations including establishing practical 

principles (rules of thumb) to implement the Integrated Regulations, building common 

understanding across individual entities within the group and using the controlling 

shareholder’s power to influence all separate legal entities within the group to adopt the 

integrated GRC guideline established by the lead entity, developing corporate group 

charters as a basis for cooperation among separate legal entities within the group to 

implement the integrated GRC guideline, and optimising the integrated committees’ 

meetings to monitor and evaluate the implementation of integrated GRC. These 

strategic actions have enabled individual entities within the group and their boards to 

conform to the separate legal entity and fiduciary duty provisions of the ICL and the 

secrecy provisions of the IBL and ICML. These strategic actions are not stipulated in 

the Integrated Regulations. As such, there is a possibility that financial conglomerates 

not sampled in this study may not have adopted such strategic actions. Thus, these 

strategic actions should be incorporated into a regulation to create consistency among 

financial conglomerates and to enhance the implementation of the Integrated 

Regulations. 

The evidence revealed several challenges impeding the effective implementation of the 

Integrated Regulations. These challenges arose due to the corporate autonomy of 

individual entities within the group, lead entity’s lack of authority, disharmonised 

sectoral regulations and the dual-hatted role of integrated internal control functions. 

These challenges need to be addressed to improve the implementation of the Integrated 

Regulations. The evidence also revealed several recommendations to address those 

challenges—providing authority to lead entities to direct member entities; involving the 

controlling shareholder in the implementation of the Integrated Regulations; providing 

clear regulatory guidance regarding integrated risk management, particularly the 

assessment of risk concentration, risk aggregation and intragroup transactions and 

exposures risk; removing the mandatory duplicate reporting of consolidated risk 

management; and removing the provision allowing the lead entity to perform a dual-
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hatting arrangement of integrated internal control functions. These recommendations 

are considered more extensively in Chapter 6. 

The evidence indicated that the implementation of the Integrated Supervision has been 

ineffective. The OJK’s integrated supervisors have not captured all financial 

conglomerates, instead focusing on 48 heterogeneous financial conglomerates. The 

evidence showed that the objective of the Integrated Supervision—to close the 

supervisory gap—has not been fully achieved. 

The empirical evidence also revealed several challenges facing the OJK’s integrated 

supervisors to effectively enforce the Integrated Supervision—lack of staff, inadequacy 

of the Integrated Regulations to support the implementation of the Integrated 

Supervision, insufficient data and information and excessive bureaucracy. These 

challenges need to be addressed to improve the effectiveness of the Integrated 

Supervision. The evidence revealed several recommendations to address these 

challenges—adding more staff to integrated supervisory teams, allowing integrated 

supervisors access to the sectoral supervisory information system, enacting regulations 

that require financial conglomerates to submit the details of intragroup transactions and 

exposure and consolidated financial statements, and removing the OJK’s silo-sectoral 

governance by amending the OJK’s Law. These recommendations are considered more 

extensively in Chapter 6. 

Overall, the evidence from interviews indicated that the Integrated Regulations and 

Integrated Supervision have not been effectively implemented. There are several 

challenges that need to be addressed to enhance their effectiveness. The next chapter 

considers and discusses recommendations for enhancing the Integrated Regulations and 

Integrated Supervision. 
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Chapter Six:  

Summary and Recommendations 

 
An important test of a regulatory theory is whether it offers assistance in addressing 

the challenges that regulators face in practice.1 

6.1. Introduction 

The objective of this thesis was to examine the effectiveness of the Integrated 

Regulations and Integrated Supervision and propose recommendations for enhancing 

these. In doing so, this thesis has considered the phenomenon of financial 

conglomerates in Indonesia, identified the issues posed by financial conglomerates, 

examined the OJK’s Law, and explored the Integrated Regulations and Integrated 

Supervision and assessed their adequacy to address financial conglomerates. It also 

explored the coherence of the Integrated Regulations with other laws and regulations 

and investigated the implementation of the Integrated Regulations and Integrated 

Supervision. It has found that the Integrated Regulations and Integrated Supervision are 

inadequate to address the issues posed by financial conglomerates and, thus, 

recommends that Indonesian policymakers conduct further reform. 

This chapter comprises four sections. Section 6.1 summarises the discussions in the 

previous chapters. Section 6.2 provides some recommendations for enhancing the 

Integrated Regulations and Integrated Supervision, drawing from the previous chapters 

and the literature regarding the theories of good regulation, hierarchy of law, responsive 

regulation, enterprise law and stewardship. Section 6.3 discusses the limitations of this 

thesis. Section 6.4 provides suggestions for future research. 

6.2. Summary of Findings 

Sections 1.1 and 1.2 of Chapter One presented the background and motivation for this 

study. Very few studies have examined the Integrated Regulations and Integrated 

Supervision despite their importance. Further, examination of these through doctrinal 

analysis and empirical research could identify issues and be used by Indonesian 

 
1  Robert Baldwin and Julia Black, ‘Really Responsive Regulation’ (2008) 71(1) The Modern Law 

Review 59, 59. 
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policymakers to make improvements. The research objective, research question, 

significance of the study and research methods were also presented in Chapter One. 

Chapter 2 considered the phenomenon of financial conglomerates in Indonesia. A 

detailed description of the business reality of financial conglomerates was given (see 

Section 2.2) and the discussions showed that financial conglomerates adopt various 

organisational structures (vertical, horizontal and mixed) (see Section 2.3) and that their 

rapid development resulted from business strategy responding to a changing financial 

business environment to increase revenue (see Section 2.4.1). Several external factors 

also prompted the creation of financial conglomeration—customers’ demands for 

integrated financial services, globalisation of financial markets and Indonesian 

Government policy on financial liberalisation and consolidation of financial institutions 

(see Section 2.4.2). Financial conglomeration has also been driven by various economic 

motives—synergy, market power, resources and herding behaviour (see Section 2.4.3). 

The financial conglomerate is managed as an economic unit using various internal 

governance mechanisms that involve controlling shareholder managerialism, nominee 

director (kinship management), interlocking directorate and matrix management (see 

Section 2.5). 

Due to their complex organisational structure, cross-sectoral activities, economic 

motives and internal governance mechanisms, financial conglomerates pose various 

issues that can create serious problems for the financial supervision and that can harm 

the consumers’ and public interests and the functioning of financial markets. Chapter 3 

discussed the issues posed by financial conglomerates, analysing the rules of traditional 

regulatory and supervisory regimes in regard to financial conglomerates (see Section 

3.2). These regimes were found to have failed to address those issues and, in some 

cases, contributed to a rise of those issues. These regimes focus on individual entities 

operating in a particular financial sector separately and independently from other 

entities, with no or little contemplation of the financial conglomerate in its entirety as a 

group. They also divided regulatory and supervisory power of financial sectors into two 

agencies—Bank Indonesia and Bapepam-LK. Thus, these traditional regimes created 

legal loopholes and supervisory gaps that were exploited by financial conglomerates to 

circumvent their regulatory requirements and to extract private benefits to the detriment 

of consumers and financial markets. Several issues posed by financial conglomerates 
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were discussed (see Section 3.3)—the risk management issue, regulatory arbitrage, 

moral hazard, intensified conflicts of interest, lack of accountability, lack of 

transparency, rubber-stamp boards and tunnelling (or self-dealing). The discussions 

showed that these issues have adversely affected the effectiveness of financial 

supervision, customers’ and the public’s interest, and the functioning of financial 

markets. Therefore, the regulation of financial conglomerates became a significant 

concern for Indonesian policymakers. This chapter briefly touched on the ways to 

overcome these problems. These form the basis for the recommendations provided in 

Section 6.2 of chapter six. 

Chapter 4 analysed the recent financial reform undertaken by Indonesian policymakers 

to address the issues posed by financial conglomerates. It revealed that the reform was 

half-hearted. Policymakers simply enacted the OJK’s Law to establish OJK as an 

integrated financial service authority and mandated OJK to establish integrated 

regulation and supervision of financial conglomerates. They did not enact a law to 

address the gaps in the traditional regulatory and supervisory regimes or to govern 

financial conglomerates. Moreover, while the OJK’s Law aimed to establish an 

integrated supervisory authority, it maintains silo-sectoral supervision and set up OJK 

as a silo-sectoral financial authority by dividing supervisory power among three OJK 

chief executives on a sectoral basis. The OJK’s Law prohibits other members of the 

OJK’s BoC from intervening in the duties of those chief executives. Further, the OJK’s 

Law allowed staff from the preceding financial supervisory agencies to return to their 

former agencies which resulted in a lack of experienced staff in OJK. The OJK’s Law 

provided a weak legal basis for OJK to undertake its mandate. Nonetheless, OJK strived 

to regulate and supervise financial conglomerates by enacting a set of regulations—the 

Integrated Regulations—and establishing the Integrated Supervision. Chapter 4 

examined these outputs in detail (see Sections 4.3 and 4.4 respectively) and, in doing so, 

identified several issues. 

The Integrated Regulations are delegated regulations that contravene certain primary 

laws. The lead entity concept and its expanding obligation and the duty of the boards of 

lead entities stipulated in the Integrated Regulations to address the lack of 

accountability of financial conglomerates contravene the separate legal entity concept, 

limited liability principle and fiduciary duty of the boards of a company stipulated in the 



218 

 

ICL that permeates other prevailing financial laws and regulation. This conflict creates 

legal uncertainty for regulated entities and provides grounds for a party to submit a 

petition for judicial review of the Integrated Regulations, which would likely result in 

their being partially or wholly annulled. The Integrated Regulations are incomplete and 

contain ambiguous provisions. They do not provide a clear definition of ‘financial 

conglomerate’ and this has created confusion over which financial conglomerates are 

covered by the regulations. The Integrated Regulations fail to include important 

requirements, particularly, they do not involve the controlling shareholder of a financial 

conglomerate (who is usually involved in the management of the financial 

conglomerate); provide clear guidance regarding stress testing methods and the 

assessment of risk aggregation, risk concentration and intragroup transactions and 

exposures risk; require financial conglomerates to submit their combined financial 

statements and details of their intragroup transactions and exposures within the financial 

conglomerate and with their affiliated non-financial companies; specify a requirement 

to address conflicts of interest at the group level; or require financial conglomerates to 

put in place a code of ethical conduct. The Integrated Regulations allow a dual-hatted 

arrangement of the integrated internal control functions, resulting in their 

ineffectiveness due to poor situational awareness of the various issues and risks in the 

financial conglomerate, information overload and task saturation. As a result, they 

cannot effectively fulfil their duty to detect and prevent misconduct and fraud in the 

financial conglomerate and provide a comprehensive self-assessment of the integrated 

GRC (which is to be submitted to the boards of the lead entity, integrated committees 

and OJK). Thus, the Integrated Regulations fail to fully address the issues posed by 

financial conglomerates. 

The Integrated Supervision was established to close supervisory gaps in the traditional 

silo-sectoral supervisory regimes, thereby enhancing the supervision of financial 

conglomerates. The analysis revealed that while the integrated supervisory framework is 

adequate, OJK faces several challenges to effectively implementing it—regulator’s 

dilemma, inadequacy of the rules of the Integrated Regulations, lack of staff, 

insufficient data and information and bureaucracy resulting from the OJK’s silo-sectoral 

organisation. All those issues hinder the effectiveness of the Integrated Regulations and 

Integrated Supervision. Several potential recommendations for addressing these issues 

were mentioned. These recommendations are considered in Section 6.2. 



219 

 

Chapter 5 presented and discussed the key results of interviews on the implementation 

of the Integrated Regulations and Integrated Supervision (see Sections 5.3 and 5.4 

respectively). The interviews showed that the implementation of the Integrated 

Regulations and Integrated Supervision has been ineffective. With regard to the 

implementation of the Integrated Regulations, the Group A interviews showed that the 

six sampled lead entities’ perceptions of the Integrated Regulations were quite positive. 

They generally considered that the Integrated Regulations are needed and the lead entity 

concept and its expanding role are essential. They also expected that implementation of 

integrated GRC as required by the Integrated Regulations would bring benefits that 

exceed the compliance cost. They have taken strategic actions to implement integrated 

GRC including establishing practical guidelines, building common understanding across 

individual entities within the group, gaining support from the boards of individual 

entities within the group, involving the controlling shareholder, using corporate group 

charters and optimising the integrated committees’ meetings. According to Group A 

interviewees, these strategic actions to a large extent enable all individual entities within 

their groups to conform to the Integrated Regulations and other prevailing laws and 

regulations. 

However, the Group A interviews revealed that the six sampled lead entities have not 

fully implemented the requirements of the Integrated Regulations due to several issues. 

First, four lead entities were not able to enforce the integrated GRC framework on the 

member entities within their groups because of the corporate autonomy of the member 

entities and the lead entity’s lack of authority to intervene in those member entities. 

Second, all six lead entities have not established a stress testing model or properly 

assessed risk concentration, risk aggregation and intragroup transactions and exposures 

risk due to the disharmonised sectoral regulations regarding risk management and the 

absence of a regulatory guidance on those matters. Third, two lead entities were 

overburdened with duplicated integrated risk management assessment and reporting due 

to disharmonised regulations. Fourth, all six lead entities performed a dual-hatting 

arrangement of integrated internal control functions, resulting in these functions being 

unable to fulfil their duties. These issues hindered the implementation of the Integrated 

Regulations. 
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With regard to the implementation of the Integrated Supervision, the Group B 

interviews showed that several issues impede its effective implementation. First, the 

OJK’s integrated supervisors have been focusing on heterogeneous financial 

conglomerates and disregarded homogeneous financial conglomerates due to the 

Integrated Regulations’ problematic definition of ‘financial conglomerate’. Second, 

they do not have sufficient staff to adequately oversee the integrated supervisory 

framework. This essentially precludes the conduct of on-site supervision which is 

important ‘for broadening and deepening supervisory understanding of the financial 

conglomerate, verifying the reliability of information provided and for assessing the 

effectiveness of internal control systems’ including for detecting misconduct and fraud.2 

Third, integrated supervisors face excessive bureaucratic processes that constrains 

prompt decision-making due to the need to get approval from the Integrated Supervision 

Committee. Fourth, they do not have sufficient data and information regarding financial 

conglomerates due to the absence of a regulatory requirement regarding the submission 

of consolidated financial statements of financial conglomerates and details of intragroup 

transactions and exposures to OJK. Fifth, they do not have access to the sectoral 

information supervisory system to obtain information regarding individual entities 

within financial conglomerates. Sixth, the integrated information supervisory system 

has not yet been established to support integrated supervisory teams in enforcing the 

Integrated Supervision. These issues impede the implementation of the Integrated 

Supervision. 

The interviews provided recommendations for enhancing the Integrated Regulations and 

Integrated Supervision. These recommendations are considered in the next section.  

6.3. Recommendations for Enhancing the Integrated Regulations and 

Integrated Supervision 

This section presents recommendations for enhancing the Integrated Regulations and 

Integrated Supervision. This thesis does not attempt to propose a perfect regulatory and 

supervisory framework for addressing financial conglomerates. As Chang argues, ‘a 

perfect regulation or supervisory system for the supervision of financial conglomerates 

does not exist’ because financial conglomerates are still evolving, following the 

 
2  See Joint Forum, ‘Principles for the Supervision of Financial Conglomerates’ (Joint Forum, 

September 2012) 16. 
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development of financial markets.3 Accordingly, the regulation and supervision of 

financial conglomerates should be regularly reviewed to ensure their effectiveness.4 

This section presents the most feasible recommendations for enhancing the Integrated 

Regulations and Integrated Supervision based on their current state. The proposed 

recommendations are presented into two sections. Section 6.3.1 presents the 

recommendations for enhancing the Integrated Regulations. Section 6.3.2 presents the 

recommendations for enhancing the Integrated Supervision. 

6.3.1. Recommendations for Enhancing the Integrated Regulations 

As previously discussed, there are several legal issues pertaining to the Integrated 

Regulations (see Section 4.3 of Chapter Four and Section 5.3 of Chapter Five). 

Recommendations to enhance the Integrated Regulations are presented below. 

Recommendation 1: Enact primary law (undang-undang) to govern financial 

conglomerates. 

Indonesian policymakers should enact a new primary law (undang-undang) to replace 

the Integrated Regulations to govern financial conglomerates. As mentioned in Section 

4.3 of Chapter Four, the IMF and World Bank advocated the enactment of a specific 

law to govern financial conglomerates. This is important to establish a sound legal 

framework for governing financial conglomerates. 

Baldwin, Cave and Lodge argue that a good regulation that provides a sound legal 

framework must have a legislative mandate, that is, the regulation must be established 

by legislators or policymakers in the form of primary law.5 The Indonesian legal system 

adopts the hierarchy of legislation which signifies the validity of the legal norms or 

rules of regulation.6 Higher-ranked legislation provides strong and valid legal norms or 

rules that become the basis of the validity of lower-ranked legislation.7 Drawing from 

the regulatory theories concerned with good regulation and the hierarchy of law, the 

 
3  Kuan Chung Chang, ‘From Zero to Something: The Necessity of Establishing a Regulatory System 

of Financial Conglomerates in China’ (2009) 11(1) Asian Pacific Law and Policy Journal 1, 62. 
4  See Joint Forum, above n 2, 16. 
5  Robert Baldwin, Martin Cave and Martin Lodge, Understanding Regulation: Theory, Strategy, and 

Practice (Oxford University Press, 2nd ed, 2012) 27. 
6  See Hans Kelsen, The Pure Theory of Law (Max Knight trans, The Lawbook Exchange, 2008) 221–

76 [trans of: Reine Rechtslehre (first published in 1934)]. 
7  Ibid. 



222 

 

regulation of financial conglomerates must be in the form of the primary law to provide 

a sound legal framework for both financial conglomerates and financial supervisors. 

Additionally, as the Indonesian legal system recognises the doctrine of lex specialis 

derogate lex generali (specialised laws prevail over general laws8), the new law can be 

specialised to override other primary, general laws with regard to financial 

conglomerates. In this way, the new law can address the gaps in traditional primary 

laws that have contributed to the issues posed by financial conglomerates and the 

conflict between the Integrated Regulations and primary laws. It can provide legal 

certainty for financial conglomerates and OJK with regard to integrated GRC. The 

proposed law should include several provisions detailed in the following 

recommendations. 

Recommendation 2: Provide a clear definition of ‘financial conglomerate’. 

The new law should clearly define ‘financial conglomerate’ and set clear parameters for 

the identification of a financial conglomerate and its entities.9 As the purpose of the 

Integrated Regulations is to close regulatory gaps and improve the integrated GRC 

practice of financial conglomerates, the new law’s definition of financial conglomerate 

must cover both heterogeneous and homogeneous groups. This will create legal clarity 

for financial conglomerates and financial supervisors. 

Recommendation 3: Impose a fiduciary duty on the controlling shareholder of a 

financial conglomerate by adopting the doctrine of shadow director or de facto 

director and the doctrine of source of strength. 

The new law should impose a fiduciary duty on the controlling shareholder of a 

financial conglomerate. As previously discussed, the controlling shareholder is usually 

involved in the business affairs of the individual entities within a financial conglomerate 

and manages those entities as an economic unit. However, they are shielded by the 

limited liability principle of the ICL. As such, they do not have any legal responsibility 

to the entities within the financial conglomerate beyond their shareholding. This 

situation has given rise to opportunistic behaviour and a lack of accountability of the 

controlling shareholder. This thesis proposes that a new law be enacted to override the 

 
8  See Peter Mahmud Marzuk, An Introduction to Indonesian Law (Setara Press, 2012) 50. 
9  See Joint Forum, above n 2, 9. 
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limited liability provision of the ICL and impose a legal obligation on the controlling 

shareholder to prevent their opportunistic behaviour, promote accountability of the 

financial conglomerate and improve the implementation of the integrated GRC within 

the financial conglomerate. 

To do so, the new law can adopt the doctrine of shadow director or de facto director. As 

previously discussed, the concept of de facto director is adopted for holding a person, 

including a controlling shareholder who exercises indirect influence or control by giving 

direction to the board of company as if a director of the company, accountable for the 

company’s obligations.10 The concept of a shadow director is used for holding a person, 

including a controlling shareholder who, despite the fact that they lack a valid 

appointment to director, acts as if they were a de jure director.11 The shadow director or 

de facto director in breach of his or her obligations to the company may be found liable 

to compensate the company in relation to liabilities which the company incurs to third 

parties as a result of the breach. The shadow director or de factor director concept might 

make the controlling shareholder to act in good faith and to exercise its rights in a good 

manner for the benefit of the companies within a financial conglomerate. However, this 

concept has a drawback because it is difficult to gain a sufficient evidence that the 

controlling shareholder is a shadow director or de facto director commiting illegal acts 

since the order itself is mostly done informally 

To address the drawback of shadow director or de factor director concept, this new law 

can also adopt the source of strength doctrine which is adopted in the United States. The 

source of strength doctrine specifies that the financial holding company as controlling 

shareholder ‘should serve as a source of financial and managerial strength to its 

subsidiaries’ and shall not conduct its operations in an unsafe or unsound manner.12  

This doctrine holds that the controlling shareholder is liable for the company in the 

event of financial distress. This doctrine to a large extent negates the limited liability 

principle. The controlling shareholder cannot be shielded behind the limited liability 

principle and must provide financial assistance to the entities within a financial 

conglomerate when they encounter financial distress. The IIL has a similar provision, 

 
10  See Janet Dine and Marios Koutsias, Company Law (Palgrave MacMillan, 8th ed, 2014) 122. 
11  See Colin R Moore, ‘Obligations in the Shade: The Application of Fiduciary Directors’ Duties to 

Shadow Directors’ (2016) 36(2) Legal Studies 326. 
12  See Paul L Lee, ‘The Source-of-Strength Doctrine: Revered and Revisited-Part I’ (2012) 129(9) 

Banking Law Journal 771, 771. 
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stating that the controlling shareholder must be responsible for the losses of the 

insurance companies under their control.13 Similarly, the Indonesian banking regulation 

stipulates that the controlling shareholder of a bank must provide financial assistance 

when the bank encounters a liquidity or capital problem.14 Moreover, the Indonesian 

banking regulation specifies that the controlling shareholder must ensure that the bank 

has a sound GRC practice or divest their investment.15 The securities and multi-finance 

regulations do not adopt such a doctrine. Drawing from this, the new law could impose 

a fiduciary duty on the controlling shareholder of a financial conglomerate to ensure the 

effective implementation of integrated GRC within the financial conglomerate in its 

entirety as a group and to provide financial assistance to individual entities within the 

financial conglomerate if it gets into financial distress. The new law could also impose 

administrative sanctions against a controlling shareholder who fails to perform their 

fiduciary duty (eg, the controlling shareholder must divest their ownership in a number 

of entities within the financial conglomerate and pay for the losses incurred by 

individual entities within the financial conglomerate). As such, the controlling 

shareholder would not prey on the individual entities within the financial conglomerate 

and would support the lead entity to ensure implementation of the integrated GRC 

across entities within the financial conglomerate. 

A question may arise regarding the impacts of the controlling shareholder’s 

involvement. Antunes argued that, by exposing the controlling shareholder to the 

liability of the individual entities within the group, this legal requirement is likely to 

indirectly constrain the controlling shareholder ‘to narrow strategic choices so as to 

avoid risk exposure and that means to exercise a very tight unified management, 

exerting a complete control and oversight of the entire affairs of individual entity within 

the group’.16 He asserted that such a legal requirement would seriously curtail the 

freedom of the individual entity within the group to make a decision.17 He indicated that 

 
13  See Undang-Undang Nomor 40 tahun 2014 tentang Perasuransian [Law No 40 of 2014 on 

Insurance] (Indonesia) art 15. 
14  See Peraturan Bank Indonesia Nomor 11/1/PBI/2009 tentang Bank Umum [Bank Indonesia 

Regulation No 11/1/PBI/2009 on the Commercial Bank] (Indonesia) elucidation of art 7(2)(a)(2). 
15  See Peraturan Bank Indonesia Nomor 14/8/PBI/2012 tentang Kepemilikan Saham Bank Umum 

[Bank Indonesia Regulation No 14/8/PBI/2012 on Commercial Bank Ownership] (Indonesia) art 

13(1). 
16  Jose Engracia Antunes, Liability of Corporate Groups: Autonomy and Control in Parent Subsidiary 

Relationship in US, German, and EU Law (Kluwer Law and Taxation Publisher, 1994) 483. 
17  Ibid. 
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any legal proposal for governing a group of companies as a whole should address this 

issue. 

One way of articulating and explaining the proposed fiduciary duty of controlling 

shareholders is by using stewardship theory. Reisberg defines the stewardship as 

process through which shareholders ‘seek to influence companies in the direction of 

long term, sustainable performance that derives from contributing to human progress 

and the wellbeing of the environment and society’.18 He notes that ‘increased 

shareholder involvement in governance, not just through exercise of market power, is 

essential to creation of sustainable, long-term corporate value, and to holding boards of 

directors and senior business leaders accountable’.19 The Walker Review of Corporate 

Governance in Banks and Financial Institutions in the United Kingdom also advocated 

the importance of the stewardship of the controlling shareholder:20 

Experience in the recent crisis phase has forcefully illustrated that while 

shareholders enjoy limited liability in respect of their investee companies, in the 

case of major banks the taxpayer has been obliged to assume effectively unlimited 

liability. This further underlines the importance of discharge of the responsibility 

of shareholders as owners, which has been inadequately acknowledged in the 

past.21 

This is quite similar to the findings of the Cadbury Report on corporate governance: 

Given the weight of their votes, the way in which … shareholders use their power 

to influence the standards of corporate governance is of fundamental importance. 

Their readiness to do this turns on the degree to which they see it as their 

responsibility as owners, and in the interest of those whose money they are 

investing, to bring about changes in companies when necessary, rather than selling 

their shares.22 

These reports suggested the importance of the controlling shareholder in influencing the 

GRC practice of the individual entities within the financial conglomerate and the 

financial conglomerate in its entirety as a group. However, the controlling shareholder 

may use their power to extract private benefits. Thus, this thesis proposes that the new 

 
18  Arad Reisberg, ‘The Notion of Stewardship From a Company Law Perspective: Re-Defined and Re-

Assessed in Light of the Recent Financial Crisis?’ (2011) 18(2) Journal of Financial Crime 126, 

126. 
19  Ibid 127. 
20  David Walker, ‘A Review of Corporate Governance in UK Banks and Other Financial Industry 

Entities: Final Recommendation’ (Report, 26 November 2009) 12. 
21  Ibid. 
22  Sir Adrian Cadbury, Report on the Committee on the Financial Aspect of Corporate Governance 

(Committee on the Financial Aspect of Corporate Governance and Gee and Co Ltd, 1992) 50 [6.10]. 
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law imposes a source of strength doctrine in which the controlling shareholder is liable 

beyond their shareholding to prevent their opportunistic behaviour. In business practice, 

the controlling shareholder may also abstain to take advantage of the limited liability 

principle, because their reputation and financial condition may be adversely affected by 

the financial problems of its companies.23 Thus, they might support their company 

beyond their capital investment.24 Drawing from this, the imposition of the fiduciary 

duty on the controlling shareholder is important to ensure the best interests of the 

financial conglomerate in its entirety as a group are served and to prevent the 

opportunistic behaviour of the controlling shareholder. 

Recommendation 4: Enhance the lead entity concept by adopting enterprise theory. 

The new law should enhance the lead entity concept. As mentioned in Chapter Four, the 

IMF and World Bank suggested that Indonesian policymakers establish a legal rule 

requiring financial conglomerates to establish a NOFHC.25 However, the Group A 

interviews indicated that this suggestion is opposed by financial conglomerates.26 The 

Group A interviewees argued that this does not reflect their actual business structures 

and operations.27 Importantly, they asserted that a NOFHC would create inefficiency 

due to the associated human resource and administrative expenses.28 They suggested 

enhancing the lead entity concept as introduced in the Integrated Regulations, which is 

more reflective of their actual business structures and operations and comparatively 

more efficient compared to the NOFHC concept.29 

Abram and Taylor note that ‘a key factor in a regulatory system’s ability to meet the 

effectiveness criteria is that the regulation should reflect, at least to some degree, the 

structure of the industry it is called on to regulate’.30 They argued that as ‘a general 

principle, a regulatory arrangement with lower costs is to be preferred to one which 

 
23  See also Richard J Herring and Antony M Santomero, ‘The Corporate Structure of Financial 

Conglomerates’ (1990) 494) Journal of Financial Services Research 471, 483–4. 
24  Ibid. 
25  See Section 4.3.3 of Chapter Four. See also IMF and World Bank, ‘Indonesia: Financial Sector 

Assessment Program—Technical Note: Progress Toward Integrated Supervision’ (Unpublished 

Technical Note, IMF and World Bank, February 2017) 15. 
26  See Section 5.3.4.1 of Chapter Five. 
27  Ibid. 
28  Ibid. 
29  Ibid. 
30  Richard K Abrams and Michael W Taylor, ‘Issues in the Unification of Financial Sector 

Supervision’ (IMF Working Papers No WP/00/213, IMF, December 2000) 7. 
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imposes higher costs’.31 Regulation can be implemented and enforced effectively when 

it adopts rules that reflect those being regulated and are cost efficient.32 Therefore, the 

new law should specify cost-efficient rules that are consistent with the business 

structure and operations of financial conglomerates. 

This thesis has found that the lead entity concept reflects the business reality of 

financial conglomerates and is cost efficient (low compliance cost for financial 

conglomerates) compared to the NOFHC concept. The regulatory objective is achieved, 

as the lead entity holds overall responsibility for implementing integrated GRC within 

the financial conglomerate in its entirety as a group, with non-compliance resulting in 

administrative sanctions. However, as previously discussed, the lead entity lacks 

authority to impose integrated GRC on member entities within the group. The new law 

could enhance the lead entity concept by providing legal authority to the lead entity. To 

do so, it can adopt enterprise law theory, especially the concept of a contractual group 

(Vertragskonzern) used in German law.33 The Vertragskonzern is based on the 

contractual arrangement or control agreement between a dominant company and the 

controlled companies34 under which the dominant company acquires authority to 

intervene in the business affairs of the controlled companies. It is permitted to exercise 

far-reaching management powers over the controlled companies and their operations.35 

However, this must be exercised in the best interests of the group and must not render 

the controlled companies insolvent.36 The dominant company must compensate the 

controlled companies for any losses and damages sustained as the result of its 

intervention.37 It must publish the contract to inform external parties such as creditors, 

customers and regulators.38 

As discussed in Chapter 5, lead entities of financial conglomerates have adopted 

corporate group charters to implement integrated GRC. These charters are quite similar 

 
31  Ibid 8. 
32  See Cornelius M Kerwin and Scott R Furlong, Rulemaking: How Government Agencies Write Law 

and Make Policy (SAGE, 5th ed, 2019) 92–3. 
33  See Thomas Raiser, ‘The Theory of Enterprise Law in the Federal Republic of Germany’ (1988) 

36(1) The American Journal of Comparative Law 111. 
34  René Reich-Graefe, ‘Changing Paradigms: The Liability of Corporate Groups in Germany’ (2005) 

37 Connecticut Law Review 785. 
35  Ibid 788. 
36  Ibid 789. 
37  Ibid. 
38  See Meredith Deaborn, ‘Enterprise Liability: Reviewing and Revitalizing Liability for Corporate 

Groups’ (2009) 97(1) California Law Review 195, 218. 
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to the contractual arrangement under the Vertragskonzern. However, they do not 

include the provision to provide authority to the lead entity to impose group-wide policy 

on the member entities. Additionally, they are not publicly available. The new law can 

enhance these group charters by adopting the concept of contractual konzern. It can 

require the lead entity and the member entities of a financial conglomerate to enter into 

a management contract and make the contract available to the public. This requirement 

is important to ensure that all financial conglomerates have contractual arrangements in 

place. The new law can require the contract to include a provision for providing 

authority to the lead entity to give binding instructions to the member entities regarding 

the implementation of integrated GRC and other matters as required by the Integrated 

Regulations. It can stipulate that the lead entity must compensate the member entities 

for any loss and damage incurred as a result of its intervention. As such, the new law 

can provide legal authority to the lead entity to perform its duty to ensure the effective 

implementation of integrated GRC within a financial conglomerate and can protect the 

member entities from opportunistic behaviour on the part of the lead entity. 

A question may arise regarding the relationship between the lead entity and member 

entities within a financial conglomerate. As Ho argued, legislatures often face questions 

regarding the law concerning group of companies.39 The question here is whether the 

rights and duties inherent to the group displace, supersede or complement the legal 

rights and duties of the group’s constituent firms.40 Ho explained that this question 

arises because the group of companies is derived from the corporate form with specific 

legal features, namely, a separate legal entity, limited liability and fiduciary duties. 

Therefore, any application of enterprise law theory that considers a group of companies 

as an entity should preserve those specific features of the corporate form.41 

The proposed law does not supersede the separate legal entity concept. It permits the 

attribution of legal rights and duties both at the entity and group level. This can be 

explained by drawing from the stewardship theory mentioned above. The main 

proposition is that the lead entity acts as a steward for the entities within the financial 

conglomerate. It has a responsibility for establishing the integrated GRC framework and 

 
39  Ibid. 
40  Virginia Harper Ho, ‘Theories of Corporate Groups: Corporate Identity Reconceived’ (2012) 42(3) 

Seton Hall Law Review 879, 945. 
41  Ibid 949. 
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supporting the implementation of that framework across the entities within the financial 

conglomerate. The individual entity within the financial conglomerate must adopt that 

framework. This thesis has found that the integrated GRC framework underpins the 

GRC framework of the individual entity within the financial conglomerate. When the 

integrated GRC is sound, the GRC of the individual entity within the financial 

conglomerate is sound. This improves the performance of each individual entity within 

the financial conglomerate and of the financial conglomerate in its entirety as a group. 

Drawing from this, the proposed law would be supplementary to the ICL. It would 

support the ICL to improve the good corporate governance practice of companies within 

a financial conglomerate. 

With regard to the fiduciary duty of the boards of individual entities within a financial 

conglomerate, the basic notion is that the boards of a company should act in good faith 

with care, skill and diligence in the best interests of the company. This means that the 

boards of a company should take necessary measures to minimise risks to ensure the 

success of the company. The new law should give legal authority to the lead entity to 

intervene in the affairs of individual entities within a financial conglomerate through a 

contractual arrangement. This will enable the lead entity to perform its duty as a 

steward. The lead entity can intervene to minimise the risks in each individual entity 

within a financial conglomerate. As such, it could support the boards of each individual 

entity within a financial conglomerate to fulfil their fiduciary duties. Thus, the new law 

would support the ICL’s provisions pertaining to the fiduciary duty of the boards of a 

company. 

Recommendation 5: Remove the dual-hatting arrangement of integrated internal 

control functions. 

The new law should remove the provision of the Integrated Regulations that allows 

dual-hatting arrangements for integrated internal control functions. It should require the 

lead entity of a financial conglomerate to establish dedicated integrated internal control 

units—an integrated compliance unit, integrated risk management unit and integrated 

internal audit unit. Further, it could grant authority to these integrated internal control 

units to access the data and information of individual entities within a financial 

conglomerate to conduct their duty to perform a comprehensive integrated GRC self-
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assessment and prevent any misconduct and fraud in the financial conglomerate. This 

would improve the integrated internal control units of financial conglomerates. 

Recommendation 6: Remove the secrecy provisions and allow entities within a 

financial conglomerate to share information for the purpose of implementing 

integrated GRC. 

The new law should override the secrecy provisions of the IBL and ICML. This is 

important to create legal certainty for the individual entities within financial 

conglomerate. A review of literature shows that in some countries, the law exempts 

groups of financial institutions from comparable secrecy provisions. For example, the 

Gramm-Leach Bliley Act in the United States42 and the Financial Conglomerate 

Directive in the European Union.43 Drawing from these, the new law should specify a 

provision to provide legal certainty for individual entities within a financial 

conglomerate to conduct information sharing for the purpose of implementing 

integrated GRC. The new law should also prohibit the misuse of consumers’ private 

information in a way that can harm the consumers’ interests by the financial 

conglomerate. 

Recommendation 7: Require financial conglomerates to put in place policies to 

address conflicts of interest at the group level. 

The new law should require financial conglomerates to put in place policies to address 

conflicts of interest at the group level. The policies are derived from the corporate group 

charter to guide the directors, employees, and other related parties of the entities within 

a financial conglomerate in avoiding and managing the conflict of interests. The policies 

should address conflicts of interest between the controlling shareholder and the 

individual entities within the financial conglomerate and conflicts of interest between 

two or more entities. Additionally, the new law can prohibit the financial conglomerate 

from conducting tying practice to prevent conflicts of interest between the individual 

entities within a financial conglomerate and their consumers. 

 
42  See Jolina C Cuaresma, ‘The Gramm-Leach-Bliley Act’ (2002) 17(1) Berkeley Technology Law 

Journal 497, 502. 
43  See Directive 2002/87/EC of the European Parliament and of the Council on the Supplementary 

Supervision of Credit Institutions, Insurance Undertakings and Investment Firms in a Financial 

Conglomerate and Amending Council Directives 73/239/EEC, 79/267/EEC, 92/49/EEC, 92/96/EEC, 

93/6/EEC and 93/22/EEC, and Directives 98/78/EC and 2000/12/EC of the European Parliament 

and of the Council [2003] OJ L 35/1 art 14(1). 
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Recommendation 8: Require financial conglomerates to put in place a code of 

conduct. 

The new law should require financial conglomerates to put in place a code of conduct. 

The code of conduct is derived from the corporate group charter to guide directors, 

employees, and other related parties of the entities within a financial conglomerate to 

act in legal and ethical manner. The new law should allow financial conglomerates to 

develop their own code of conduct in accordance with their business structure and 

operations. This would allow financial conglomerates to adopt the available best 

practice in their industry and to amend the code when necessary. It would also 

encourage financial conglomerates to effectively implement the code of conduct and, 

accordingly, prevent misconduct and fraud across entities within the group. 

Recommendation 9: Require financial conglomerates to report and publish combined 

financial statements and details of intragroup transactions and exposures. 

The new law must require financial conglomerates to report to OJK and publish 

combined financial statements and the details of intragroup transactions and exposures. 

As such, the new law would address the lack of transparency of financial 

conglomerates’ financial positions. This would enable financial supervisors and other 

market participants to get an accurate, overall picture of the business and financial 

condition of financial conglomerates. 

Recommendation 10: OJK should establish delegated regulations to provide clear 

guidance for implementing the integrated GRC. 

The new law could mandate that OJK establish delegated regulations to provide 

regulatory guidance for implementing integrated GRC. These delegated regulations 

should include clear guidance on the stress testing method and assessment of risk 

concentration, risk aggregation and intragroup transactions and exposures risk. 

Additionally, the new law could require OJK to harmonise the sectoral regulations on 

consolidated risk management for banks and that on integrated risk management. As 

such, the new law could address the shortcomings of the Integrated Regulations and 

provide a legal basis for OJK to harmonise its regulations. 
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6.3.2. Recommendations for Enhancing the Integrated Supervision 

Enhancing the effectiveness of supervision should be ‘the primary goal of any proposed 

regulatory reform’.44 As previously discussed, the effective supervision of financial 

conglomerates requires several conditions to be met—organisation of the financial 

service authority appropriate for the structure of the industry it is called to regulate, 

provision of sufficient resources for the financial service authority to discharge its task 

effectively, effective coordination and information sharing among supervisors, and the 

authority of the financial service authority to collect the information of the individual 

entities of financial conglomerates.45 This thesis has found that the recent Indonesian 

financial reform failed to enhance the effectiveness of the supervision of financial 

conglomerates. Recommendations to enhance the Integrated Supervision are presented 

below. 

Recommendation 11: Amend the OJK’s Law to remove the OJK’s silo-sectoral 

organisation. 

A critical legal issue impeding the effectiveness of the Integrated Supervision is that the 

OJK’s Law established OJK as a silo-sectoral supervisory authority. The silo-sectoral 

organisation has resulted in the excessive bureaucratic processes hindering the 

implementation of the Integrated Supervision. To address this issue, Indonesian 

policymakers should amend the OJK’s Law to remove the provisions dividing the 

OJK’s supervisory power between three chief executives. Further, Indonesian 

policymakers should provide supervisory authority to the OJK’s chairman with regard 

to financial conglomerates. This would allow OJK to effectively implement the 

Integrated Supervision and accordingly, achieve its mandate to ensure that the overall 

activities in the financial services sector are implemented in an organized, fair, 

transparent, and accountable manner; capable of realizing the  financial  system  that  

grows  in  a sustainable and stable manner; and capable of protecting the Consumers 

and public interests. 

Recommendation 12: Add additional staff to the integrated supervisory teams. 

 
44  Abrams and Taylor, above n 30, 5. 
45  Ibid. 
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Another issue hindering the effectiveness of the Integrated Regulations is the lack of 

staff in integrated supervisory teams. As a result, integrated supervisory teams have 

been restricted in their supervisory ability, for example, being unable to conduct on-site 

supervision of financial conglomerates. To address this issue, OJK should add more 

staff to these teams so they could perform their duty to oversee financial conglomerates 

effectively. More specifically, OJK should hire new staff and place them in sectoral 

supervisory teams and allocate experienced staff from sectoral supervisory teams to 

integrated supervisory teams. OJK should also provide continuous training to improve 

the knowledge and skills of integrated supervisory teams personnel. 

Recommendation 13: Allow the integrated supervisory teams to access the sectoral 

supervisory information system and expedite the development of the integrated 

supervisory information system. 

OJK should allow the integrated supervisory teams to access the sectoral supervisory 

information system to provide those teams with sufficient data and information to 

support their assessment of the soundness and risk profile of financial conglomerates. 

This access would also improve the coordination between the integrated supervisory 

teams and sectoral supervisory teams, focusing on important supervisory concerns 

instead of simply discussing data and information. Further, OJK should expedite the 

development of the integrated supervisory system to support the effective 

implementation of the Integrated Supervision. 

6.4. Limitations of the Study 

This thesis has several limitations. First, this thesis depended on the results from 

interviews conducted with the representatives of six lead entities of financial 

conglomerates and four OJK integrated supervisory teams about their perceptions and 

experiences of the Integrated Regulations, Integrated Supervision and surrounding 

issues. The small sample size restricts the generalisability of these results. Second, the 

Group A interviewees knew that I was an OJK employee and this may have influenced 

their responses. Third, the use of interviews for collecting data has the inherent 

limitation of interview bias, meaning the interviewer might record interviewees’ 

responses based on their own opinions or interpretations. Fourth, this thesis did not 

include representatives from homogeneous financial conglomerates, mixed 
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conglomerates or member entities or controlling shareholders, minority shareholders 

and customers of financial conglomerates. Those parties might have different views and 

experiences regarding the Integrated Regulations and Integrated Supervision. Fifth, this 

thesis did not delve into the impact of financial conglomeration on consumer protection, 

financial business competition and capital adequacy. 

6.5. Suggestion for Future Research 

Research on the regulation and supervision of financial conglomerates in Indonesia 

remains sparse. Therefore, there are many other aspects that need to be explored. This 

section provides some suggestions for future research. First, more empirical research is 

needed to explore the perceptions and experiences of homogeneous financial 

conglomerates, mixed conglomerates, member entities, controlling shareholders, 

minority shareholders and customers of financial conglomerates regarding the 

Integrated Regulations and Integrated Supervision. Second, quantitative research on the 

impact of the Integrated Regulations and Integrated Supervision on the financial 

performance of financial conglomerates in Indonesia is also needed to provide more 

empirical evidence. Third, studies on the impact of financial conglomeration on 

consumer protection, financial business competition and capital adequacy are needed. 

Fourth, comprehensive comparative studies on the regulation and supervision of the 

corporate governance of financial conglomerates in different countries and different 

legal regimes are needed to enrich the literature. 

6.6. Concluding Remark 

This thesis has examined the effectiveness of the Integrated Regulations and 

Supervision. It found that the Integrated Regulations and Integrated Supervision are 

ineffective in addressing the issues posed by financial conglomerates, including risk 

management, regulatory arbitrage, moral hazard, intensified conflicts of interest, lack of 

accountability, lack of transparency, rubber-stamp boards and tunnelling (self-dealing). 

The OJK’s Law does not provide a sound legal basis for OJK to regulate and supervise 

financial conglomerates and the Integrated Regulations contravene other laws and 

regulations, creating legal ambiguity and uncertainty for regulated entities. The 

Integrated Regulations are also incomplete, containing ambiguous provisions and 

failing to include important requirements to address the issues posed by financial 
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conglomerates. Further, this thesis finds that although the lead entities of financial 

conglomerates strove to implement the requirements of the Integrated Regulations, they 

encountered challenges in doing so due to the corporate autonomy of entities within 

financial conglomerates and lack of authority of the lead entity to impose group-wide 

policy (such as that concerning the integrated corporate governance of those entities), 

disharmonised sectoral regulations, the incompleteness of the Integrated Regulations, 

and the dual-hatted role of integrated internal control functions. Additionally, the OJK’s 

integrated supervisory teams encountered challenges that prevented them from 

effectively implementing the Integrated Supervision and have not effectively overseen 

and enforced the Integrated Regulations. The challenges arose from the incompleteness 

of the Integrated Regulations, lack of resources, insufficient data and information, and 

excessive bureaucratic processes due to the OJK’s silo-sectoral organisation. Those 

challenges need to be addressed to improve the effectiveness of the Integrated 

Regulations and Integrated Supervision. 

This thesis suggests the Indonesian policymakers enact a new law to govern financial 

conglomerates and to amend the OJK’s Law to remove the OJK’s silo-sectoral 

organisation and to provide supervisory power to the OJK’s chairman to conduct 

integrated supervision. This may take a long time, considering the complex and lengthy 

legislative process. Moreover, this thesis suggested OJK amends the Integrated 

Regulations to address their ambiguous provisions and incompleteness; adds staff to the 

integrated supervisory teams; amends the OJK’s supervisory procedure to allow the 

integrated supervisory team to access the sectoral supervisory information system; and 

expedites the development of the integrated information supervisory system. This can 

be conducted by OJK in short-time period, given its regulatory authority. 

This thesis has identified several areas for further research that can be pursued to gain 

more knowledge about the financial conglomerates and the effectiveness of the 

Integrated Regulation and Supervision in Indonesia. A better understanding of the 

financial conglomerates in Indonesia would not only contribute to body of knowledge, 

but also more importantly to the Indonesian policymakers to improve the financial 

regulation and supervision in order to protect consumers and public interests, reduce 

fraud, and maintain financial system stability.  
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Appendices 

Appendix 1. Risks in Financial Conglomerate 
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Appendix 2. The Integrated GRC Guideline1 

A. Integrated Corporate Governance Guideline 

The Integrated GRC guideline involves the integrated GRC framework for the lead 

entity of financial conglomerate and the GRC for the individual entity within the 

financial conglomerate. 

1. The Integrated Good Corporate Governance Framework for Lead Entity should 

at a minimum include: 

a. The requirements for the Board of Commissioners (BoC) and the Board of 

Directors (BoD) of the lead entity;  

b. The duties and responsibilities of the BoC and BoD of the lead entity;  

c. The duties and responsibilities of the Integrated Corporate Governance 

Committee;  

d. duties and responsibilities of the Integrated Compliance Unit;  

e. The duties and responsibilities of the Integrated Internal Audit Unit; and  

f. The implementation of integrated risk management. 

2. The Good Corporate Governance Framework for the Individual Entities within 

the Financial Conglomerate should least include: 

a. The requirements for the candidate of the BoC and BoD of the individual 

entity within the financial conglomerate that includes integrity, competency, 

and financial reputation; 

b. The requirements for the candidate of the Sharia Supervisory Board of the 

individual entity within the financial conglomerate that include integrity, 

competency, and financial reputation, if the financial conglomerate 

comprises Islamic financial institution; 

c. The structure of the BoC and BoD of the individual entity within the 

financial conglomerate that addresses the minimum and maximum number 

of the member of the BoC and BoD; the holding of another executive 

position by the member of the BoC or BoD (interlocking directorate); and 

the number of independent members of the BoC and BoD; 

 
1  This appendix draws upon Surat Edaran Otoritas Jasa Keuangan Nomor 15/SEOJK.03/2015 

tanggal 25 Mei 2015 tentang Penerapan Tata Kelola Terintegrasi Bagi Konglomerasi Keuangan 

[OJK Circular Letter No 15/POJK.03/2015 Dated 25 May 2015 on the Implementation of Integrated 

Governance for Financial Conglomerates] (Indonesia). 
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d. The structure of Sharia Supervisory Board of the individual entity within the 

financial conglomerate that addresses the minimum and maximum number 

of the member of Sharia Supervisory Board and the holding of another 

executive position (interlocking directorate) by the member of the Sharia 

Supervisory Board; 

e. The independence of the BoC of the individual entity within the financial 

conglomerate in performing its duties and responsibilities;  

f. The implementation of the management by the BoD of the individual entity 

within the financial conglomerate that addresses implementation of good 

corporate governance; follow-up of internal audit and external audit 

findings; establishment of working procedures of BoD; and implementation 

of the BoD’s meeting, including decision-making process and 

documentation of minute of meetings; 

g. The implementation of the supervision by the BoC of the individual entity 

within the financial conglomerate that include oversight of the 

implementation of good corporate governance; oversight of the 

implementation of duties and responsibilities of the BoD of the individual 

entity within the financial conglomerate; oversight of the follow-up of 

internal audit and external audit findings; establishment of audit committee 

and compliance committee in supporting oversight duties of the BoC of the 

individual entity within the financial conglomerate; implementation of the 

BoC’s meetings, including decision-making process and documentation of 

minute of meetings; and establishment of working procedures for BoC; 

h. The implementation of the supervision by the Sharia Supervisory Board that 

includes advice and recommendation to the BoD of the individual entity 

within the financial conglomerate and establishment of working procedures 

for Sharia Supervisory Board; 

i. The implementation of compliance function, internal audit function, and 

external audit; 

j. The implementation of risk management in accordance with the prudential 

regulations on risk management established for each type of financial 

institutions; 

k. The remuneration policy that must be aligned with the risk profile of the 

individual entity within the financial conglomerate; and 
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l. The management of conflict of interests that addresses at minimum the 

process for identifying and mitigating conflict of interests, including conflict 

of interests emerging from transactions with affiliated company or intra-

group transactions; the prohibition for the members of the BoC and BoD of 

individual entity to take personal advantage that may adversely impact 

profitability of the entity; and the obligation to disclose conflict of interests 

occurring in the decision-making process. 

B. Integrated Risk Management Framework 

The integrated risk management framework involves the following four major 

components: (1) active oversight of the boards of the lead entity; (2) integrated risk 

management function and policies; (3) integrated risk assessment and management 

information system; and (4) internal control. 

2. Active Oversight of the Boards of the Lead Entity 

The Integrated Regulation stipulates that the boards of the lead entity have overall 

responsibility for implementing sound integrated risk management of the financial 

conglomerate in its entirety as a group. As the boards of lead entity involve BoD and 

BoC, each with specific duties, the Integrated Regulation stipulates particular duties for 

each board of the lead entity in relation to the integrated risk management, as follows: 

The BoC of the lead entity has duties to direct, approve, and evaluate the integrated risk 

management framework established by the BoD of the lead entity. It should evaluate the 

implementation of the integrated risk management framework. It should also review the 

integrated risk management framework and its implementation and provide the 

recommendation for the enhancement to the BoD of the lead entity. The BoD of the 

lead entity has duties to:  

a. develop and establish a comprehensive integrated risk management policies 

that include risk strategies, risk tolerance, and risk management procedures of 

the financial conglomerate as a group;  

b. communicate the integrated risk management policies to the boards of the 

individual entities within the financial conglomerate;  

c. develop and establish a robust integrated risk management system for 

identifying, measuring, monitoring, and controlling the entire risks of the 

group;  
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d. ensure adequacy of its staffs that include competency, qualification, and 

quantity for implementing integrated risk management strategies, policies, 

procedures, and system;  

e. provide continuous training for enhancing the competency of staff;  

f. develop and establish a strong risk culture and awareness in the entire group;  

g. take prompt corrective action to minimise the risks of the financial 

conglomerate, including providing the recommendation to the boards of the 

individual entities within the financial conglomerate for taking necessary 

corrective action to minimise the risk at the entity level that may potentially 

impact the risks of financial conglomerate at the group level;  

h. ensure that all necessary prompt corrective action has been conducted 

effectively and efficiently;  

i. ensure the operational independence of the integrated risk management unit;  

j. review the integrated risk management process conducted by the integrated risk 

management unit periodically;  

k. evaluate the adequacy of the integrated risk management system;  

l. evaluate integrated risk management policies at least once a year; and  

m. provide the report on the implementation of its duties to the BoC of the lead 

entity periodically. 

3. Integrated Risk Management Function and Policies  

The Integrated Regulation requires the boards of the lead entity to establish the 

integrated risk management function that has the main duty to include: 

a. providing recommendations on the integrated risk management policies to 

the BOD of the lead entity; 

b. monitoring the implementation of the integrated risk management 

policies;  

c. developing tools and procedures for identifying, measuring, monitoring, 

and controlling the entire risks in the financial conglomerate (i.e., credit 

risk, market risk, liquidity risk, operational risk, legal risk, reputational 

risk, strategic risk, compliance risk, intra-group transactions and 

exposure, and insurance risk);  

d. conducting stress testing periodically;  
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e. reviewing the accuracy of risk assessment methodology, the adequacy of 

the management information system, and the adequacy of policies, 

procedures, and limits periodically;  

f. assessing new business activity or new product that might impact the risk 

exposures of the group;  

g. reporting to the integrated risk management committee on the issues that 

need to be followed up based on the evaluation of the implementation of 

integrated risk management;  

h. providing recommendations regarding the establishment and enhancement 

of integrated risk management policies to the integrated risk management 

committee; and  

i. providing periodic reports on the implementation of integrated risk 

management process to the assigned risk management director and to the 

integrated risk management committee. 

In performing its main duty, the integrated risk management function should closely 

coordinate with the risk management unit at each member entity. The coordination 

should be aimed at ensuring the accuracy, adequacy, and availability of information on 

risk exposure as well as risk assessment of each member entity, so that the integrated 

management unit might produce a comprehensive group-wide risk profile. Such a 

comprehensive group-wide profile is important for the boards of the lead entity and 

financial supervisors to take prompt corrective actions to minimise the risks in financial 

conglomerate at the group level and at the entity level.  

Furthermore, The Integrated Regulation requires the boards of the lead entity to 

establish integrated risk management policies that should at least address the 

followings:  

a. classification of the types of risks emerging from the business activities of the 

financial conglomerate, including any new business activity or product;  

b. identification of the risks in the financial conglomerate, including risk 

aggregation, risk concentration, and intragroup transactions and exposure;  

c. a clear statement of risk appetite and risk tolerance;  

d. integrated risk strategies statement in accordance to long-term the business 

continuity, economic development, complexity of business activities, adequacy 
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of resources, the capability to control and manage risks, portfolio 

diversification, financial condition, and capital adequacy;  

e. risk measurement process and management information system;  

f. risk rating method and description;  

g. contingency plan in the event of the worst case scenario; and  

h. internal risk control system. 

The integrated risk management policies should be articulated into procedures that 

involve at least clear allocation and delegation of roles and responsibilities, periodic 

review of the procedures, and adequate documentation of the procedures. 

The procedures must also contain risk limits that at least include the limit for overall 

risk, the limit for each type of risk including risk concentration, risk aggregation, and 

intragroup transactions and exposures risk, and the limit for overall risk as well as each 

type of risk posed by each constituent entity. They should also include clear procedures 

for identifying, managing, and monitoring the breach of risk limit and mechanisms for 

minimising conflict of interest and contagion risk.  

The integrated risk management policies should be applied and implemented across 

entities within the financial conglomerate. In other words, each individual entity within 

financial conglomerate should adopt the integrated risk management policies to its risk 

management policies and implement those policies. 

In addition 

4. Integrated Risk Management Process and Information System 

To promote the effectiveness of integrated risk management process, the Integrated 

Regulation provides a guideline that the lead entity should consider, as follows: 

a. Risk Identification 

The lead entity should identify all risks within the financial conglomerate. The risks 

should include at minimum credit risk, market risk, liquidity risk, operational risk, 

strategic risk, compliance risk, legal risk, reputational risk, intragroup transaction and 

exposure risk, and insurance risk for financial conglomerate involving the insurance 

company. The lead entity should also identify risk contagion, risk concentration, and 

risk aggregation. It should take into account how the risks from the individual entities 

within the financial conglomerate or business units within the group interact with each 

other and impact the entire group. It should consider internal factors and external factors 
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of the financial conglomerate as a whole. It should cast a wide net to comprehend the 

universe of risks that make up the group’s risk profile. It should have adequate, 

accurate, and comprehensive information regarding the business activities and 

performance, financial condition, and risk exposures of each constituent entity within 

the group and of the financial conglomerate as a whole. 

 

b. Risk Measurement 

The lead entity should measure all risks within the financial conglomerate using the 

established risk measurement method. The method should at least be capable of 

measuring the sensitivity of the products/activities of financial conglomerate to changes 

in factors that affect it under both normal conditions and abnormal conditions; trend of 

changes in these factors, based on fluctuations and changes in the past, and correlations 

risk factors on an individual basis; aggregate risk exposure, taking account of risk 

correlation; and all risks inherent in all products and activities of financial conglomerate 

that may be integrated into the management information system of the financial 

conglomerate. The risk measurement process shall clearly set out the validation process, 

the frequency of validation, data and information documentation requirements, and 

requirements for evaluation of assumptions used, before a model is put into application 

by the lead entity. The risk measurement should be complemented with stress testing 

that estimates the potential economic loss to the financial conglomerate under abnormal 

market conditions in order to ascertain the sensitivity of financial conglomerate 

performance to changes in risk factors and to identify influencing factors that 

significantly impact the financial conglomerate’s portfolios as a whole. In fact, the 

Integrated Regulation requires the lead entity to conduct periodic stress-testing and to 

review the result of the stress testing to determine necessary corrective actions that 

would be taken when the worst condition occurs. 

c. Risk Management Information System 

The lead entity should develop integrated risk management information system and 

procedure to monitor the risk exposure, risk tolerance, and risk limits of the financial 

conglomerate as a whole and the individual entities within the group and the 

consistency of the implementation of integrated risk management. The information 

system should be able to produce periodic report or information about risk exposures 
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that are measured accurately, with proper information and on a timely basis, both for 

aggregate/composite risk exposure and risk exposure by type of inherent risk in the 

business activities of the financial conglomerate as a whole, as well as for risk exposure 

of each type of risks posed by the individual entities within the financial conglomerate; 

and compliance with application of risk management in respect of established policies, 

including strategies, policies, and risk limits. The reports should be submitted to the 

boards of the lead entity and should be reviewed periodically. The review should be 

conducted on a regular and on-going basis. 

d. Internal Control 

The lead entity should ensure that adequate integrated risk control method for each type 

of risk and entire risks are put in place to minimise the adverse impact of the risks. The 

integrated risk control method should be instituted to manage certain risks, and most 

importantly any risks that may endanger the survival of the financial conglomerate or 

the individual entities within the financial conglomerate. They should be aligned with 

established risk exposure, risk appetite, and risk tolerance. The risk control methods 

may include hedging techniques, insurance arrangements, and other risk mitigation 

techniques, depending on the risk factors. 

C. Integrated Internal Control Functions  

The Integrated Regulation requires the boards of the lead entity to establish integrated 

internal control functions, involving integrated compliance function and integrated 

internal audit function with the following duties: 

1. Integrated Compliance Function 

The integrated compliance function has the main duty for ensuring the compliance of 

the financial conglomerate as a group with the prevailing laws, rules, and regulations, as 

well as internal guidelines, policies, and procedures. This includes ensuring the 

compliance of the financial conglomerate as a whole and the individual entities within 

the financial conglomerate with the established integrated corporate governance 

guideline. It has duties to conduct periodic reviews for assessing the compliance of the 

entire business products and activities of the financial conglomerate, identifying key 

areas where there is a high possibility of non-compliance, conducting an internal 

investigation of compliance issues, and advising on solutions to address compliance 

issues. It should also educate staff throughout the group about compliance matters; act 
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as a single point of contact within the financial conglomerate for compliance queries; 

and provide written compliance guidelines and manuals on the appropriate 

implementation of laws, rules, and regulations as well as internal policies and 

procedures. Further, it is responsible for monitoring and evaluating the implementation 

of compliance in each of the individual entities within the financial conglomerate. In 

this context, the integrated compliance unit should cooperate with the compliance unit 

or function in the individual entities within the financial conglomerate. Additionally, it 

should provide advice to the boards of the lead entity on the laws, rules, and regulations 

related to the financial conglomerate as well as the individual entities within the 

financial conglomerate and should keep the boards updated on developments in the 

area.  

In conducting its main duty, the integrated compliance function should report to the 

compliance director of the lead entity or the appointed director who is responsible for 

supervising the compliance functions of the individual entities within the financial 

conglomerate. This director should then inform the other members of the BoD and also 

BoC of the lead entity about the implementation of responsibilities and duties of the 

integrated compliance unit. The effective implementation of the integrated compliance 

unit is expected to reduce the risk of insufficient or biased information in the financial 

conglomerate. 

2. Integrated Internal Audit Function 

The integrated internal audit unit has the main duty to evaluate, monitor and ensure the 

adequacy, efficiency, and effectiveness of the internal control system in the financial 

conglomerate as a whole. It is expected to support the financial conglomerate in its 

entirety as a group to ‘accomplish its objectives by bringing a systematic, disciplined 

approach to evaluate and improve the effectiveness of governance, risk management, 

and control processes’. In this sense, the integrated internal audit is anticipated to 

deliver an independent, unbiased assessment of the operations of the financial 

conglomerate as a whole; to provide the boards of the lead entity with information on 

the effectiveness of integrated corporate governance as well as integrated risk 

management frameworks, guidelines, policies, procedures, and processes; to act as a 

catalyst for improving control, governance, and risk management in the financial 

conglomerate; and to deliver assistance to the management for improving its 

performance and control. It has duties to conduct periodic reviews on the achievement 
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of the financial conglomerate as a group; to assess whether the decisions made by 

management are already properly authorised in accordance with the established policies 

and procedures; to assess the reliability and integrity of information, to evaluate the 

compliance of management within the financial conglomerate with the applicable laws, 

rules, and regulations; to monitor efficiency and effectiveness of business activities 

within the group; to investigate any non-compliance, misconduct, and fraud; and to 

follow-up previous audit findings to ensure remedial actions have been effectively taken 

and implemented. The Integrated internal audit also has a duty to monitor and evaluate 

the effective implementation of internal audits in each individual entity within the 

financial conglomerate. As such, it is important for the integrated internal audit to 

closely coordinate with the internal audit of each member entity within the group.  

In conducting its main duty, the integrated internal audit function should report to the 

appointed director of the lead entity who is responsible to oversee the member entities 

in the financial conglomerate, the BOC of the lead entity; and to the compliance director 

or appointed director of the lead entity who is responsible for compliance functions. 

Thus, it is expected that the effective implementation of the integrated internal audit 

unit can prevent the possibility of fraud in the financial conglomerate. 
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Appendix 3. The Supervisory Assessment Process of Integrated Risk 

Rating1 

The integrated supervisory teams should assess the risks and soundness of the financial 

conglomerate in accordance with the Integrated Risk Rating (IRR) which involves four 

major components. 

A. Good Corporate Governance 

In assessing the group-wide good corporate governance of the financial conglomerate, 

integrated supervisory teams should evaluate the implementation of good corporate 

governance principles including transparency, accountability, responsibility, 

independence and fairness. They should also assess the fulfilment of regulatory 

requirements specified in the OJK Regulation on the Implementation of Integrated 

Corporate Governance for Financial Conglomerates. Those regulatory requirements 

include the implementation of duties and responsibilities of the board of director of the 

lead entity, implementation of duties and responsibilities of the board of commissioner 

of the lead entity, duties and responsibilities of the integrated corporate governance 

committee, duties and responsibilities of the integrated compliance unit, duties and 

responsibilities of the integrated internal audit, duties and responsibilities of the 

integrated risk management unit, and establishment and implementation of the 

integrated good corporate governance policies including integrated risk management 

and intragroup transactions and exposure policies. Further, integrated supervisors 

should assess other factors that may impact the implementation of good corporate 

governance in the financial conglomerate in its entirety as a group, such as the 

intervention of the controlling shareholder in the management of the financial 

conglomerate and conflicts of interest. 

Additionally, integrated supervisors must consider the implementation of good 

corporate governance of individual entities within the financial conglomerate. As such, 

they must obtain the available sectoral supervisors’ assessment and information about 

the implementation of good corporate governance of individual entities within the 

financial conglomerate. This information may include the report on self-assessment of 

the implementation of good corporate governance reported by individual entities within 

 
1  This appendix draws upon the OJK’s internal slide presentation about The Integrated Supervision of 

Financial Conglomerates obtained during the fieldwork at the OJK. See Otoritas Jasa Keuangan, 

‘Pengawasan Terintegrasi Terhadap Konglomerasi Keuangan’ [Integrated Supervision of Financial 

Conglomerates] (Unpublished Slide Presentation, the OJK, 2017). 
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the financial conglomerate to the sectoral supervisors. Integrated supervisors should 

also communicate and coordinate with sectoral supervisors to obtain the information 

related to the implementation of good corporate governance of individual entities within 

the financial conglomerate. This can be conducted through the communication and 

coordination forum (discussed below). The communication and coordination forum is 

important, because securities supervisors and multi-finance supervisors do not have an 

assessment on the corporate governance of the regulated entities under their 

supervision, but they gain some information on this. 

After assessing all factors related to integrated corporate governance, integrated 

supervisors must provide a rating of the good corporate governance of a financial 

conglomerate from 1 (good) to 5 (bad). 

B. Risk Profile 

In assessing the risk profile of financial conglomerate, integrated supervisory teams 

must evaluate inherent risks which comprising 10 types of risks: credit risk, market risk, 

liquidity risk, operational risk, strategic risk, compliance risk, legal risk, reputation risk, 

intragroup transactions and exposures risk, and insurance risk (when the financial 

conglomerate includes an insurance company). Inherent risk is defined as any 

uncertainty in relation to the business activities of the financial conglomerate that 

primarily emerge from its constituent financial institution, whether quantifiable or not, 

that has the potential to affect the financial condition of the financial conglomerate as a 

whole and the individual entities within the financial conglomerate. Thus, the 

assessment of inherent risk includes the assessment of quantitative and qualitative 

indicators for each type of risks. The quantitative indicators are predominantly used for 

the types of risk that can be quantified, such as credit risk, market risk, liquidity risk, 

insurance risk, and intragroup transactions and exposure risk. The qualitative indicators 

are predominantly used for the types of risk that are difficult to quantify, such as 

strategic risk, operational risk, legal risk, compliance risk and reputational risk. Further, 

the qualitative indicators also include the information of the non-financial companies 

affiliated with the financial conglomerate in its group-wide business structure that may 

adversely impact the condition of the financial conglomerate as a whole or the 

individual entities within. 

The inherent risk assessment is conducted using the bottom-up approach. In this 

approach, integrated supervisors must obtain all the quantitative and qualitative 

information of the individual entities within the financial conglomerate available from 
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sectoral supervisors and other sources. Currently, the supervisory information system 

for obtaining and consolidating all quantitative and qualitative information of financial 

conglomerate is still under development. Thus, integrated supervisory teams must 

manually combine all scattered quantitative and qualitative information of the 

individual entities within the financial conglomerate to produce the overall consolidated 

information of the financial conglomerate as a whole. The consolidated information is 

then used for evaluating the inherent risk of the financial conglomerate. In assessing the 

inherent risk, integrated supervisory teams should examine risk aggregation, risk 

concentration and risk contagion. Finally, integrated supervisory teams must determine 

the rating of inherent risk for each type of risk and composite on a 1 (low) to 5 (high) 

scale. 

Having assessed the inherent risk, integrated supervisory teams must evaluate the 

quality of risk management of the financial conglomerate. This evaluation is conducted 

using a top-down approach by which integrated supervisors should assess the oversight 

of the boards of the lead entity of the financial conglomerate; the adequacy of integrated 

risk management policies, procedures and determination of risk limits of the financial 

conglomerate as a whole; the adequacy of the integrated risk management process 

which includes identification, measurement, monitoring and controlling of risk as well 

as the adequacy of human resources and the management information system; and the 

adequacy of internal controls. Having assessed all those matters, integrated supervisors 

must rate the quality of risk management on a 1 (low) to 5 (high) scale for each type of 

risk and also composites. Based on the inherent risk and quality of risk management 

assessments, they should determine the net risk rating for each type of risk and the 

composite rating of the risk profile of the financial conglomerate using a 1 (low) to 5 

(high) scale. 

C. Financial Performance (Earning and Capital) 

In assessing the financial performance of the financial conglomerate as a whole, 

integrated supervisory teams must evaluate earnings and capital. In doing so, they 

should also consider the potential negative impact of the risks of the financial 

conglomerate on its financial performance. As such, they must assess the current 

financial performance of the financial conglomerate and estimate the future trends of 

financial performance. They must provide the rating for each earning and capital 

components using a 1 (good) to 5 (bad) scale. Finally, based on the assessment of all 
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components of IRR, they must provide a composite rating for the overall risk profile 

and soundness of the financial conglomerate using a 1 (good) to 5 (bad) scale. 
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Appendix 4. Consent Form 

 

 

CONSENT FORM – INTERVIEW 

GU REF NO: 2016/828 

Assessing the Effectiveness of Regulation and Supervision on Integrated Corporate 

Governance for Financial Conglomerates in Indonesia 

Research Team member: 

 

Assoc. Prof. Therese Wilson  

(Principal Supervisor) 

Contact Phone: +61 7 373 53590 

Contact email: 

therese.wilson@griffith.edu.au 

Dr. Tim Peters 

(Associate Supervisor) 

Contact Phone: +61 7 555 28164 

Contact email: t.peters@griffith.edu.au 

 

Tony Tony  (PhD Student) 

Contact Phone: + 61 452 566 180 

Contact email: tony.tony@griffithuni.edu.au 

 

By signing below, I confirm that I have read and understood the information package and in 

particular have noted that: 

• I understand that my involvement in this research will include interview, of 

approximately 90 minutes, during the period between February 2017 and April 2017;  

• I understand that my interview will be audio-recorded in a digital file and I will be 

provided with a copy of the transcripts and have an opportunity to verify them; 

• I understand that the audio-file will be erased following transcription; 

• I understand that the transcription will be stored in a locked filing cabinet at Griffith 

University for 5 years after which time it will be destroyed confidentially; 

• I understand that only the research team will have access to the data;  

• I have had any questions answered to my satisfaction; 

• I understand the risks involved; 

• I understand that there will be no direct benefit to me from my participation in this 

research; 

• I understand that my participation in this research is voluntary;  

• I understand that if I have any additional questions I can contact the research team;  

• I understand that I am free to withdraw at any time, without explanation or penalty; 

• I understand that any reference to the information I provide will be done through the 

position I hold in the institution or association I represent 

• I understand that I can contact the Manager, Research Ethics, at Griffith University 

Human Research Ethics Committee on +61 7 3735 4375 (or research-

ethics@griffith.edu.au) if I have any concerns about the ethical conduct of the project; 

and 

• I agree to participate in the project. 

 

Name : _________________________________________________________ 

Signature : _________________________________________________________ 

Date : _________________________________________________________ 

tel:%2B61%207%203735%207106
mailto:therese.wilson@griffith.edu.au
tel:%2B61%207%203735%207106
mailto:t.peters@griffith.edu.au
mailto:tony.tony@griffithuni.edu.au
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Appendix 5. Information Sheet 

 

 

INFORMATION SHEET 

Interview  

GU REF NO: 2016/828 

Assessing the Effectiveness of Regulation and Supervision on Integrated Corporate 

Governance for Financial Conglomerates in Indonesia 

 

Who is doing this research? 

Ph.D Reseacher 

Tony Tony  

Law School, Nathan Campus 

Griffith University 

170 Kessel Road, Brisbane 

Queensland, Australia, 4109 

Phone: + 61 452 566 180 

Email: tony.tony@griffithuni.edu.au 

 

Chief Investigator 

Assoc. Prof. Therese Wilson  

Law School, Nathan Campus 

Griffith University 

170 Kessel Road, Brisbane 

Queensland, Australia, 4109 

Phone: +61 7 373 53590 

Email: therese.wilson@griffith.edu.au 

 

Dr. Timothy D. Peter 

Previously: 

Law School, Nathan Campus 

Griffith University 

170 Kessel Road, Brisbane 

Queensland, Australia, 4109 

Phone: +61 7 555 28164 

Email: t.peters@griffith.edu.au 

 

Why is this research being conducted? 

This research is a component of a student’s PhD program at the Griffith Law School, Griffith 

University, Brisbane, Australia. Generally, the aim of this research is to explore the 

mailto:tony.tony@griffithuni.edu.au
tel:%2B61%207%203735%207106
mailto:therese.wilson@griffith.edu.au
tel:%2B61%207%203735%207106
mailto:t.peters@griffith.edu.au
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effectiveness of regulation and supervision on integrated corporate governance for financial 

conglomerates (hereinafter the Integrated Regulation) in Indonesia. More specifically, it 

examines the extent to which the Integrated Regulation is being implemented and enforced, and 

is changing the behaviour of financial conglomerates. It also discusses the impact of conflicting 

regulations between the provisions within the Integrated Regulation and other prevailing laws 

and regulations related to corporate governance (i.e., company law, banking law, capital market 

law, insurance law, and multi-finance regulations) to the implementation and enforcement of the 

Integrated Regulation. Under the prevailing laws and regulations, the board of directors of an 

entity is responsible for the implementation of good corporate governance; however, the 

Integrated Regulation upholds that the board of directors of the lead entity is responsible for the 

implementation of good corporate governance for a financial conglomerate. The conflicting 

regulations have created legal uncertainty and they may impact the effectiveness of the 

Integrated Regulation. Thus, the research tries to obtain the views and experiences from 

financial regulators, market participants especially the boards of the lead entities, and 

practitioners and academia on the Integrated Regulation, the impact of conflicting regulations, 

and propose legal solution to overcome the issues of conflicting regulations. 

What you will be asked to do? 

In this research your participation in interview will be requested. The interview will be 

undertaken approximately 90 minutes to obtain information on your views, experiences, and 

vision regarding to the Integrated Regulation as well as corporate governance in financial 

sectors in general.  

Participants Selection 

The target participants are individuals who have an experience or engage in the implementation 

and enforcement of Integrated Regulation (public and private sector).  

The expected benefits of the research 

The benefit to you and other stakeholders is that this research will offer an assessment 

of the effectiveness of Integrated Regulation and provide useful information to develop 

appropriate policy responses to overcome conflicting regulations and to enhance the 

Integrated Regulation. This information will include your opinions and knowledge as 

the key stakeholders. 

 

Risk to you 

There are no foreseeable risks caused by this research to the participants or the research team; 

no risks to the environment and no risks that could impact on your occupancy. 

Your participation is voluntary. If you choose not to participate, it will not affect your current or 

future relationship with the university or your job. There are no penalty or loss benefits for not 

participating or for discontinuing your participation. 

Your confidentiality 

The records of this study will be kept private. All your responses will be coded for analysis to 

remove individual identification. None of the specific records will be used for wider purposes 
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other than researcher’s academic program including academic publication such as journal 

articles, conference presentations, social media publication and PhD thesis. In any report to be 

published, the data will be presented in such manners that the information they contain could 

not be directly linked to anyone or any institution. As required by Griffith University, all audio 

recordings will be erased after transcription. However, the research data (interview transcripts 

and analysis) will be retained in a locked cabinet and/or a password protected electronic file at 

Griffith University for a period of five years before being destroyed. 

Questions/further information 

If you have any additional queries, concerns or complaint about this research, you may contact 

any of the research team members. 

The ethical conduct of this research 

Griffith University conducts research in accordance with the National Statement on Ethical 

Conduct in Human Research. If potential participants have any concerns or complaints about 

the ethical conduct of the research project they should contact the Manager, Research Ethics, at 

Griffith University Human Research Ethics Committee on +61 7 3735 4375; email: research-

ethics@griffith.edu.au, Approval Reference Number GU 2016/828. 

Feed back to you 

Findings of this research will be presented to participants and their organisations upon request. 

Research findings will be communicated through academic and other publications and 

conference presentations. A copy of the thesis will be provided as feedback and report on the 

findings to participating organisations upon request.  

Privacy Statement 

The conduct of this research may involve the collection, access and /or use of your identified 

personal information. The information collected is confidential and will not be disclosed to third 

parties without your consent, except to meet government, legal or other regulatory authority 

requirements. A de-identified copy of this data may be used for other research purposes. 

However, your anonymity will at all times be safeguarded. Regarding with the data storage, as 

required by Griffith University, all data will be retained in a locked cabinet and/or a password 

protected electronic file at Griffith University for a period of five years before being destroyed. 

For further information consult the Griffith University’s Privacy Plan at 

http://www.griffith.edu.au/about-griffith/plans-publications/griffithuniversity-privacy-plan or 

telephone +61 7 3735 4375. 

mailto:research-ethics@griffith.edu.au
mailto:research-ethics@griffith.edu.au
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