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The honeymoon period for growth expectations may be over, 
but foreign investment will continue to fl ow into the country 
despite risks

Skills, schisms and 
scepticism to feature 
in Indonesia’s future

TOP RISKS

J akarta-based risk professionals 
highlighted both lasting 
and looming challenges at 
StrategicRISK’s fi nal Indonesia

   Risk and Insurance Management 
roundtable for 2013. A selection of 
Indonesia’s top risk managers met with 
the SR team, local brokers and Zurich’s 
regional representatives to examine the 
country’s key risks and opportunities.

The topics of discussion were as 
interesting as they were varied, but there 
was a great deal of agreement about the 
primary risks faced by organisations 
operating in Indonesia. Education and 
training, skills shortages and retention of 
talent all featured heavily in the discussion. 
Other big risks were regulatory change 
and challenging economic conditions. 

Political risk was also an area of 
concern, with uncertainty surrounding 
the implications of next year’s presidential 
election combined with the global 
slowdown aff ecting risk outlooks in 
Indonesia. It was clear that participants 
felt that despite the huge opportunities 
on off er, major investment was likely to 
remain on hold until after the election 
(see The Big Risk, pages 6-7).

It seems that economic growth in 
Indonesia is cooling, refl ecting a dip in 
foreign investment, commodity prices 
and domestic consumption. Indonesia’s 
current account defi cit also continues to 
widen, with imports increasing at a faster 
pace than exports. However, as Aon Risk 
Services technical adviser and head of 
specialty in Indonesia Cameron Sheild 
explained, recent policy shifts such as 
the reduction in fuel subsidies are 
considered as positive developments that 

will help Indonesia to stimulate growth. 
“The country’s growth prospects are 
undisputed, particularly if long-term 
development plans and public policies 
boost investment in the expansion of 
labour skills and infrastructure,” Sheild 
said. “However, in the current economic 
environment, corporations’ projections a 
year ago might well fall short of the 
expectations of today. One might say the 
honeymoon is over for the growth 
expectations of a year-plus ago. [But] 
make no mistake; Indonesia is still an 
extremely attractive place to invest in 
comparison with other countries.”

XL Axiata enterprise risk management 
specialist Johan Candra said that infl ation 
was “increasing quite signifi cantly and 
impacting on purchasing power”. 

“The Indonesian rupiah is depreciating 
against the US dollar,” he said. “Large 
corporates in Indonesia need to have a 
sustainable strategy to pass through these 
harsh economic conditions.” 

Risk consultant at Astra International 
Duma Irene Mitalevanie said there were 
several challenges faced by Indonesia if it 
was to continue to develop strongly and 
sustainably. “Indonesia has a lot of debt, 
especially to the International Monetary 
Fund, and it doesn’t have industry/
business sector focus that will be 
developed specifi cally,” she said. 

“The government doesn’t clearly 
defi ne the direction and goals of the 
country and there is a lack of guidance for 
creation of healthy and integrated 
business.” Mitalevanie added that there 
was uneven economic growth in every 
area because of a concentration of 
economic development on the island of 
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Java, particularly in Jakarta. She added: 
“Indonesia used to be an agricultural 
country, focusing on development of the 
agricultural sector and successfully meet 
domestic needs. But now Indonesia has 
to import food raw materials to meet 
domestic needs.”

Foreign investors
Howden Indonesia president director 
Willy Ignatius said that Indonesia 
required a major overseas investment to 
grow. “The main risks facing the foreign 
investors remain the same: these are 
political uncertainty, legal uncertainty 
and the ability to repay loans,” he said. 

Willis Indonesia president director 
Simon McCrum said that in the run-up to 
the elections there had been considerable 
“electioneering” around nationalism and 
protectionism, and that he expected this 
to increase. “The mining industry has 
been particularly aff ected by changes in 
regulation recently, but most sectors are 
feeling the impact to varying degrees,” 
he added.

Indeed, Sheild said that growing 
nationalism had all but stopped foreign 
investment in mining. “In September, 
the minister of energy and mineral 
resources issued regulation number 27 
of 2013 regarding procedures for share 
divestment price determination and 

change of investment particulars 
(MoEMRR 27/2013),” he said. 

“MoEMRR 27/2013 makes a number 
of important changes to the regulatory 
regime for foreign investment in the 
local mining industry and has taken 
most foreign investors in the local 
mining industry and their advisers by 
surprise.” Sheild said that uncertainty 
over similar proposals to curb foreign 
ownership of banks had also been called 
into question. “On the other hand, the 
government has pledged to revise a list 
of industry sectors open to foreign 
companies as a part of an eff ort to 
boost foreign investment amid declining 
growth fi gures,” he said.

McCrum believes that commodity 
prices and forex pressures “will fi nd 
Indonesian companies struggling to 
compete, which in turn brings a diff erent 
set of concerns and risks to the table”. 
Ignatius said that the weakening of the 
rupiah had already created additional 
costs for any company that used US 
dollars to buy raw material. “This will 
also, in turn, create higher infl ation and 
will push up the cost for any company to 
continue operating,” he said. Indeed, 
enterprise-wide risk management head at 
Bumi Resources Minerals Rachmadi 
Gustrian said the price of commodities 
was, quite simply, “our benchmark to 

determine whether our projects are a go 
or a no-go”. Catering company Aerofood 
Indonesia’s risk management manager 
Putri Perdana Sari said that commodity 
price fl uctuations “aff ect food costs and, 
in the end, our ability to generate or 
increase profi t”. 

Demonstrations over wages
Foreign investors would continue to 
invest in Indonesia, Mitalevanie 
predicted, because the country had “a 
bright future in economic development. 
“It is also supported by a new rule in Asia, 
the Asean Free Trade Area (AFTA), which 
will be applied in 2015, so it will be easier 
for foreign investors and workers doing 
business in Indonesia,” she said. Ignatius 
cautioned that the introduction of AFTA 
might cause some “disruption between 
foreign Asian workers and Indonesian 
workers if Indonesian workers are not 
able to compete”. 

He also pointed to the threat posed 
by recent demonstrations on the street 
demanding higher minimum wages. 
“This demonstration will cause the 
company on the outset to lose prod-
uction,” he said. “And, in the longer run, 
it will create higher overheads. This is 
frightening for any company, if along 
with the government and associations 
not being able to balance, it might be 
forced to go out of business, which would 
not be good for the country’s 
unemployment fi gures.”

Another people-related risk is the 
availability of skills and talent, as 
increasing labour costs and continuing 
low skills levels cause diffi  culties for 
companies eager to grow in Indonesia. 
Gustrian said that it was diffi  cult to “hire 

‘Price fl uctuations 
aff ect food costs and 
our ability to generate 
or increase profi t’
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skilled and expert manpower from the 
labour market”. 

McCrum said that all industry sectors 
needed to work together to address the 
pressing human resources issue. 
“Education will be the key for the future 
and I can certainly see a time when industry 
establishes and supports ‘academies’ to 
provide properly trained manpower to 
their sectors,” he said. JLT Indonesia 
president director Arman Juff ry said there 
was a particular need for a more proactive 
approach in introducing risk management 
to Indonesian business people. 

“Perhaps an early introduction to risk 
management and ERM can be done via 
associations, chambers and universities to 
create more awareness,” he suggested.

Indeed, risk management is often 
regarded as more of a cost centre than a 
profi t centre at board level in Indonesia. 
Ignatius said he felt that there was a need 
to educate managers and executives in 
terms of looking at risks as a whole and 
not only towards transferring those 
risks. “By way of training, people should 
be developed to review risks strategically 

and consider management risks from 
within,” he said. “That is, the ability for 
a company to retain some of those risks, 
and potentially to transfer those risks 
eff ectively.” Lockton head of sales 
(Singapore) Peter Jackson pointed out 
that, on the brighter side, Indonesia 
had a “fast-growing, young, educated 
and articulate class of junior and 
middle managers”. 

“[They] are eager to learn and can be 
developed to apply modern thinking in 
the Indonesian business environment,” 
he said. “It is a resource that should be 
developed and nurtured to the long-term 
benefi t of Indonesian risk management.” 

Sophisticated risks
Looking to the future, issues such as the 
challenge of dealing with increasingly 
sophisticated risks related to 
nanotechnology, biotechnology and the 
like were also on risk professionals’ 
radars. However, natural catastrophe risk 
came up time and again, with one 
roundtable participant labelling the 
country a “supermarket of disaster” 

because of its exposure to everything from 
storms, winds and fl oods to earthquakes, 
tsunamis and volcanic eruptions.

McCrum pointed out that, given the 
country’s geographical position within 
the Pacifi c’s ‘Ring of Fire’ it seemed 
inevitable that Indonesia would experi-
ence another signifi cant natural catastro-
phe. “Flooding is and remains a major risk 
in Jakarta, the fi nancial impact of which 
local insurers are only starting to take 
notice of,” he added. 

Mitalevanie said that environmental 
issues would not be the only factors to 
impact upon the future wellbeing of 
Indonesia’s inhabitants and economy. 
“The big changes will also occur in 
cultural, media, technological, socio-
cultural, political and even biological 
factors,” she said. 

“Business competition is increasing 
along with the development of a public 
mindset that is more self-critical than ever 
before with the rise in living standards. 
Companies are required to adjust to the 
impact of globalisation for the sake of 
their survival.” SR
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 INDONESIA
 IN NUMBERS

EMPLOYMENT

Quality
of labour

1.00

0.00

0.52

0.33

Pay and
productivity

1.00

0.00

0.51

0.38
0.45

Redundancy
costs

1.00

0.74

0.39

0.13

Employing
workers

1.00

0.00

0.38

0.27
0.17

Brain
drain

1.00

0.00

0.60
0.51

0.41

Indonesia           
SE Asia
US           

Employment
of working age

population

1.00

0.69

0.47

0.23

0.42

0.00 0.00

NOTE The risk bars indicate the world distribution of the particular risk, from the 
lowest scoring country to the highest. The lower the score, the lower the risk or 
exposure to the particular indicator (a lower score is always positive).

Source: Zurich Risk Room
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A recent study examining the human and economic risks 
faced by urban communities around the globe makes 
disturbing reading for residents of Jakarta.

The Swiss Re report, Mind the risk: A global ranking of 
cities under threat from natural disasters, benchmarks 
the natural catastrophe risks faced by 1.7 billion city-
dwellers in 616 metropolitan centres around the world. 

Jakarta is the world’s fi � h-worst exposed urban 
area in terms of working days lost relative to national 
impact of catastrophic fl oods, storms, storm surges, 
earthquakes and tsunamis. The study shows that fl oods 
endanger more city residents than any other natural 
peril, followed by earthquakes and storms.

Indonesia has experienced more than 60 fl ood 
disasters during the past 10 years, which makes it 
one of the most fl ood-prone countries in South-East 
Asia. Almost every province in Indonesia is exposed to 
fl ooding, and fl oods have become a major risk in the 
country’s big cities. 

Besides high rainfall, which can reach up to 3,000mm 
a year, other challenges contributing to urban fl ooding 
in Indonesia include inadequate drainage systems, 
urban migration and lower water absorption areas 
because of housing and industrial expansion. Almost all 
of Indonesia’s major cities are in low-lying coastal areas, 
where rivers fl ow down from the mountainous centre of 
the islands, bringing vast quantities of water straight 
into the cities.

We need to make Indonesia’s cities more resilient to 
minimise loss of life, damage to infrastructure and the 
impact on local communities and national economies 
of urban fl ooding. To this end, Zurich Insurance Group 
and the Indonesian Red Cross Society (Palang Merah 
Indonesia, or PMI) have signed a memorandum of 
co-operation in the fi eld of community-based fl ood 
disaster risk reduction. The agreement, covering a fi ve-
year commitment with a total budget of up to about 
$5.5million, aims to enhance fl ood resilience by fi nding 
innovative ways to enhance the eff ectiveness of disaster 
risk reduction solutions. It also aims to develop and 
promote knowledge and expertise around fl oods, as well 
as infl uence policy makers and donors on disaster risk 
reduction policies. 

Indonesia is the second country a� er Mexico to be 
part of Zurich’s fl ood resilience programme. Zurich’s risk 
experts will be working together with PMI and other 
relevant institutions to fi nd innovative ways to improve 
the fl ood risk prevention and mitigation. It is about using 
Zurich’s talent, time and resources to have a meaningful 
impact on enhancing community resilience to the risks 
and challenges they face.

THOUGHT 
LEADERSHIP

STEMMING INDONESIA’S DEADLY FLOODS

STEVE ROBERTSON
Global relationship leader, 
Zurich Global Corporate 
Asia-Pacifi c 

“Indonesia has abundant natural 
resources. It is an advantage for industry 
in Indonesia, especially in the mining and 
plantations sectors. Because of abundance 
of natural resources, their use is o� en not 
accompanied by responsibility to maintain 
sustainability; in other words, there is 
exploitation of natural resources. There is 
a tendency for businesses to exploit natural 
resources, then leave the used and damaged 
plants and go looking for new plants to 
get more results. Many such violations go 
unpunished because there is no strong 
legal foundation.

“Indonesia has one of the fi ve 
largest populations in the world and the 
number of people of productive age is 
more than that of non-productive age. 
With the rapid growth of industry in 
Indonesia, more workers are needed to run 
production processes. 

“Competition intensifi es and global 
economic conditions tend to be unstable, 
so it can aff ect operational cost reduction. 
Ways of reducing operational costs include 
the suppression of wages of employees 
or employing children under the legal age 
of employment.

“Despite the recent increase of the 
minimum wage of employees in the 
manufacturing sector, there are other 
sectors that have gone unnoticed. This is 
especially evident in the plantation sector 
outside Java. O� en employees in more 
remote areas are not offi  cially registered 
by companies. There is no objection from 
the employees because economic condition 
diffi  culties and their lack of skills mean that 
they have no bargaining power and will do 
anything to earn money.

“Indonesia’s economic growth is not 
evenly distributed in all areas, therefore 
there are things that go unnoticed.”

Risk consultant at Astra International 
Duma Irene Mitalevanie says some of 
Indonesia’s biggest future challenges 
centre on the exploitation of natural and 
human resources

Nurture all our resources
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THE BIG RISK

I t will come as no surprise to anyone 
familiar with Indonesia’s risk 
landscape that politics is the prime 
concern of the country’s business 

people at present. Exercising control and rule 
of law over a population of almost 250 million 
people living on thousands of diff erent islands 
is a tall order. And with a presidential poll as 
well as parliamentary elections set for 2014, 
interesting times are ahead. 

President director of JLT Indonesia Arman 
Juff ry says that the fact that there are more 
than 30 political parties in Indonesia creates 
uncertainty, as “it is not possible for a single 
party to rule the entire nation. Whoever wins 
the next election will need to compromise 
and co-operate with other parties, which will 
have their own agendas and interests in the 
new government body”, he says.

Further complicating the issue is the fact 
that President Susilo Bambang Yudhoyono is 
barred by the Indonesian constitution from 
seeking a third term. One of the favourites to 
succeed him is Prabowo Subianto, leader of 
the Great Indonesia Movement Party 
(Gerindra). He has pledged to tackle a range 
of issues including corruption, the wealth gap 
and Indonesia’s declining resources. His main 
rival is Joko Widodo, the governor of Jakarta, 
who led opinion polls even though at the time 
of writing he was yet to declare himself an 
offi  cial candidate.

Technical adviser and head of specialty at 
Aon Risk Services in Indonesia Cameron 
Sheild says the lead-up to the presidential 
election is “a mixed bag” in terms of what to 
expect. “After the 2014 elections we suspect 
this will decline in risk, [but] to what extent is 
yet to be determined,” he says. As enterprise 
risk management specialist at XL Axiata 
Johan Candra puts it, “for many companies 
in Indonesia it is now wait and see time”. 
President director of Howden Indonesia Willy 
Ignatius agrees that most companies will be 
waiting until after the election if they want 
“to do something major”. 

Inequality and fi nancial corruption are concerns within Indonesia, while 
the upcoming elections add to the country’s current uncertain position

Business on hold as 
economy braces for polls

Elections aside, the elephant that has 
made itself very comfortable in Indonesia’s 
living room is the infl uence of corruption on 
the country’s economic growth and stability. 
Sheild says that political parties jostling for 
positions with no clear view of a lead 
candidate, combined with the “staggering 
statistics of corruption” by state offi  cials, 
makes this a tense time. Risk consultant at 
Astra International Duma Irene Mitalevanie 
says that each party and its members “have 
purposes and most of them are for personal 
or group interests. It can be seen in the 
development of businesses or particular 
companies,” she says. “They can thrive if they 
have the support of or are owned by 
important and powerful people or 
organisations in government. Even policies, 
regulations and laws can be made based on 
the interests of certain parties that may harm 
other parties. The result is inequality and 
fi nancial corruption in many sectors.”

Corruption and infrastructure
President director of Willis Indonesia Simon 
McCrum says that corruption joins poor 
infrastructure as the two big risks faced by all 
corporates operating in Indonesia. 
“The government is making signifi cant 
progress on both of these fronts, but much 
remains to be done.” McCrum says that the 
Corruption Eradication Commission (KPK) 
enjoys huge popular support, which refl ects 
the changing attitudes towards corruption. 
“But it is underfunded and faces concerted 
attempts from both parliament and the police 
force to curb its authority,” he says.

Head of Asia analysis and forecasting at 
IHS Country Risk Omar Hamid points out 
that earlier this year, the KPK widened its 
investigations into alleged bribery in the oil 
and gas industry. “Investigators from the KPK 
arrested Rudi Rubiandini, the chairman of 
the Upstream Oil and Gas Regulatory Task 
Force, for allegedly accepting bribes on two 
separate occasions from a foreign company,” 

Hamid says. “Subsequently, raids were 
conducted on the offi  ces of the secretary 
general of the Ministry of Energy and 
Mineral Resources, and large amounts of 
cash were recovered from the premises.”

 Hamid says that the KPK’s decision to go 
after the oil and gas sector can be seen in light 
of a more “resource nationalist mood” that has 
been prevalent in the country for a couple of 
years. “There is a growing perception within 
the country that state-owned enterprises have 
given foreign partners preferential treatment, 
and that the state has not benefi ted as much as 
it should have from its natural resources,” 
Hamid says. “This trend has been evident not 
only in the current investigations of the oil and 
gas sector, but also, for instance, in the 
implementation of regulations requiring 
greater ‘indigenisation’ of the mining industry 
that have come into eff ect over the past two 
years.” Hamid adds that no major political 
party is likely to oppose this sentiment before 
they go to the polls next year. 

There is an increasing likelihood that the 
KPK may initiate a wider and potentially 
destabilising anti-corruption investigation 
into other players in the oil and gas industry, 
Hamid says. “This would come on top of 
increasingly close scrutiny of upstream 
operators,” he says. “Frequent changes in 
Indonesia’s cost-recovery provisions have 
created what has been termed a ‘cost-
recovery paranoia’ in the sector. The changes 
have left many operators unsure of what can 
legally be claimed under Indonesia’s 
cost-recovery productions.”

Risk management manager at Aerofood 
Indonesia Putri Perdana Sari says that 
regulatory changes are “thoroughly linked” 
to political uncertainty. “Changes to the 
labour act, imports and other government 
policies will increase risk exposures relating to 
the cost of labour, importing raw materials 
and so on,” she says.

Sheild sees such changes as part of a 
“transition phase” in which the government 
is trying to implement new regulations after a 
decade of rapid, less controlled growth. 
“Corruption, diff erent acts of law overlapping 
and contradicting each other, courts making 
decisions that contracts are invalid if they are 
written only in English, and laws that are 
retroactive clearly do not help,” he says. “There 
are more stringent policies coming through 
and investors cannot hope to make easy profi ts 
by simply buying into the strong domestic 
consumption and resource exploitation.” SR
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Faced with challenges to grow and constant pressure to 
create shareholder value, multinationals are increasingly 
turning to the unique business opportunities found in 
emerging markets. Overall expansion in many developing 
economies is expected to double that of developed 
nations in the years ahead. Yet, while these markets are a 
company’s best hope of unleashing signifi cant growth and 
value, they are also home to substantial risk and volatility.

Numerous political risks make emerging markets 
particularly precarious for multinationals. Recent events 
have underscored how swi� ly a government or business 
climate can turn, leaving multinationals vulnerable to loss. 
Among the most signifi cant exposures for multinationals 
operating in developing economies are acts of political 
violence, including terrorist attacks, acts of war, revolution, 
insurrection, riot, sabotage or civil disturbance; confi scation 
or expropriation of in-country assets by the local 
government; and actions by, or changes in, the host 
government that could render the company unable to 
convert local currency or transfer currency out of the country.

Zurich off ers highly fl exible political risk insurance 
expressly designed to meet the long-term needs of 
multinationals in emerging markets. Zurich’s political risk 
policies provide large-scale capacity of up to US$150m a 
risk and can extend coverage up to 15 years.

Policies can be customised to individual needs; cost 
effi  ciencies can be enhanced by combining coverage for 
multiple emerging market exposures under a single policy 
with a single aggregate limit.

Cover can include political violence cover, which provides 
insurance protection in the event of losses a multinational 
suff ers as a result of damage or destruction of assets or 
business interruption caused by political violence such as 
an act of terrorism, war, revolution, insurrection, civil unrest 
or sabotage. It can include expropriation cover, which 
provides insurance protection in the event of losses arising 
from confi scation, expropriation, nationalisation or other 
acts by a host government that deprive a multinational 
of the fundamental right to its investment or cause it 
to default on a loan; and currency inconvertibility cover, 
which responds if a multinational is unable to convert 
local currency to hard currency and repatriate converted 
currency. Cover for non-honouring of sovereign guarantees, 
wrongful calling of bonds and capital markets bond issues 
is also available.

In addition to long-term, more comprehensive political 
risk insurance, Zurich off ers multinational clients the 
ongoing benefi t of our deep political risk experience. We 
stay closely attuned to dynamic political risks and surfacing 
issues in developing economies. We work closely with our 
multinational clients, helping them to respond quickly to 
new concerns and opportunities and adapting cover to 
address changing needs and market conditions.

DYLAN BRYANT
Regional head of international 
customer, distribution and 
marketing, Asia-Pacifi c

THOUGHT 
LEADERSHIP

KEEP YOUR ASSETS SAFE AMID TURMOIL

The need to fully understand the political dynamics 
of Indonesia has become signifi cantly more 
important in recent years as Indonesia continues to 
develop into one of the world’s leading economic 
powers. With the fourth largest population in the 
world and a rapidly expanding insurance market, 
it is vital for insurers and reinsurers to fully 
comprehend the threat that can stem from rioting 
in Indonesia to avoid unforeseen losses.

To this end, the catastrophe model development 
centre at Aon Benfi eld has launched an interactive 
tool to understand the fi nancial impact of riots 
within Indonesia. Impact Forecasting’s model 
uses data from the United Nations and the 
World Bank that covers more than three-quarters 
of all riots in Indonesia, and documents the 
location, severity and catalyst for each event across 
the country.

The model covers 600 unique events including 
the anti-Suharto rioting in 1998, ethnic rioting 
in Kalimantan and sectarian violence between 
Christians and Muslims in Maluku; the locations 
of central hotspots and the catalysts for the riots; 
and motives around elections, governance, popular 
justice, land, separatism and identity.

 The head of Aon Benfi eld for Asia-Pacifi c 
Malcolm Steingold says that the threat of rioting in 
Indonesia following the fall of the Suharto regime 
has had a signifi cant impact on the property and 
life insurance markets in the country. “Indeed, in 
the past 20 years rioting in Indonesia has led to 
more than 6,900 fatalities and damage to more 
than 40,000 properties, highlighting the destructive 
properties of riotous behaviour,” he says. “By 
understanding this risk, it will help insurers to grow 
their business in Indonesia while being fully aware 
of the risks and hotspots for violence.”

 Terrorism, riot and political risk catastrophe 
model developer at Impact Forecasting Mark Lynch 
believes that riot modelling provides important 
information for insurers seeking to develop their 
capacity in emerging markets, but who are unsure of 
the stability of the country and, as a result, their 
insured assets. “We have developed a map for 
each riot in Indonesia detailing the severity of 
potential property, life, and accident and health 
losses for each event,” he says. “Modellers then 
overlay insurers’ exposures over each map to 
calculate the losses.”

Indonesia’s propensity to witness violent 
protests means riot model development is 
taking on a larger role for risk managers

A model for peace
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Examining the roles of enterprise risk management (ERM), reputation and education in 
Indonesia’s risk landscape

RISK MANAGERS’ VIEWS

Johan Candra 
Enterprise risk 
management specialist 
at PT XL Axiata

Duma Irene Mitalevanie 
Risk consultant at Astra 
International 

On a scale from 1 to 5 (lowest to 
highest maturity), I would rate 2 for 
ERM maturity in Indonesia. Except 
for the fi nancial industries (banking, 

multi-fi nance, insurance, capital market), the 
maturity of ERM itself is still low.

“Reputation is a very critical issue that needs 
special attention. All large corporations 
in Indonesia try to increase their brand 
image through customer service excellence, 
product quality, operational excellence 
and good corporate governance. All 
those factors can be measured through 
internal monitoring, or outside surveys to 
customers. All large corporates in Indonesia 
have to look at their reputation risk. A bad 
reputation can wipe out a company.

“The discipline of risk management is 
quite new in Indonesia, especially for 
the non-fi nancial markets. However, 
the risk management process is viewed 
as more important every day. Many 
large corporations are now seeking risk 
management professionals to help the 
management achieve robust processes 
and procedures, so the company can have 
good corporate governance and sustainable 
business growth. At the moment, there is 
not much training and education 
about risk management in 
Indonesia, but there will be more.

Rachmadi Gustrian 
Enterprise-wide risk 
management head 
at Bumi Resources 
Minerals 

It’s quite tricky handling 
reputational risk in 
Indonesia. Based on my 
experience handling this risk 

in the fi nancial industry, there are 
three steps to mitigating it. First, 
we have to prevent any operational 
failures. Secondly, be prepared 
with several contingency plans if 
something comes to the surface. 
Thirdly, disclose our action (react 
properly and accordingly).

“In the mining industry, we 
also have to be aware of our 
surroundings (both community and 
environment). In terms of current 
regulations, we manage to fulfi l the 
government’s requirements. In the 
near future, we will also have to cater 
for and manage international agency 
expectations. This will cost us 
our resources (both fi nancial 
and non-fi nancial), and in 
the end will increase our 
production costs.

In general, the application of risk management 
in Indonesia is immature, except in the banking 
industry where there is an obligation to apply 
risk management based on Bank of Indonesia 

regulations. A basic understanding of risk management 
is still lacking. Not all non-banking industries apply risk 
management in their business. This is because of the 
general belief that risk management is not a requirement 
and it will add to production/operating costs. Mostly 
the perception of risk management centres on negative 
things, bad impacts on companies; people haven’t 
seen that risk management also has a positive side. 
Nevertheless, the development of risk management in 
Indonesia has increased, albeit slowly.

“Indonesians are the world’s most active users of free 
social media accounts, so all kinds of information can 
be spread quickly and easily. This can be of great benefi t 
to an enterprise’s ongoing business. For example, if a 
company wants to hold a big event, it can advertise via 
social media without having to pay. But, on the other 
hand, if a company makes a mistake (misconduct) that 
is detrimental to the customer, then the news can also 
spread quickly. This can escalate the situation.

“Education and training in risk management in 
Indonesia are still lacking. It is hard to fi nd an expert 
in non-bank related risk management and not all risk 
management training providers are qualifi ed and 
certifi ed. It is rare for a fi rm to measure sustainable risk, 
for example dealing with excessive electricity and 
fuel usage and eff orts to address the impact of 
climate change, though it will be a big infl uence 
on business sustainability in the future.
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Putri Perdana Sari 
Risk management manager at 
Aerofood Indonesia 

ERM implementation for industry in 
Indonesia is still at a ‘moderate/defi ned’ 
level. Most big companies have developed 
strong ERM, but others implement risk 

management more like a contingency plan that is 
not documented properly.
 
“Nowadays, monitoring reputation risk plays an 
important role. The interconnected nature of business 
makes companies more aware of maintaining their 
reputation. If not managed properly, reputation risk can 
create a negative impact in the long term. Companies 
should be reliable on service or product delivery, 
maintain good relationships with media 
and stakeholders, and have eff ective complaint 
handling methods.

“Basic risk management training is very easy to 
fi nd, but advanced training is rarely available. Or, if 
available, it is not easy to implement. I prefer to join risk 
management forums so that we can share tips and tricks 
with other practitioners. It is not easy to fi nd people 
with risk management experience and passion. 
While it is rarely found in older employees, the 
energy and enthusiasm for risk management will 
be embraced by this generation of young people.

“While it is rarely found in older employees, energy and enthusiasm for risk 
management will be embraced by this generation of young people” 
Putri Perdana Sari, risk management manager, Aerofood Indonesia

 RISK MANAGER POLL: 
 THE TOP RISKS FACING
 BUSINESSES  IN INDONESIA

Risk management manager 
at Aerofood Indonesia 
Putri Perdana Sari chose 
economic conditions as her 
top risk. “Economic conditions 
directly aff ect demand, 
price of commodities, and 
so on, since South-East Asia 
continues to post some of 
the highest growth rates in 
the global aviation industry. 
Customer characteristics are 
also shi� ing, with an increase 
in requests for premium 
products, services and quality.”

Enterprise-wide risk 
management head at Bumi 
Resources Minerals Rachmadi 
Gustrian also went for 
economic conditions as his 
top risk: “Economic turmoil 
will reduce purchasing power 
in general.”

Risk consultant at Astra 
International Duma Irene 
Mitalevanie picked political 
uncertainty. “Political stability 
is very infl uential to economic 
planning, decision-making 

and growth. Indonesia has 
more than fi ve political 
parties that are competing 
for the seat of government 
and rule. Each party and its 
members has its own agenda. 
It is obvious that businesses 
or particular companies can 
thrive if they have the support 
of, or are owned by, important 
and powerful persons or 
organisations in government. 
Policies, regulations or laws 
can be made based on the 
interests of certain parties 
to the detriment of others 
and if there is no clearly 
defi ned punishment, then 
the result is inequality and 
fi nancial corruption in 
many sectors.”

Enterprise risk management 
specialist at XL Axiata Johan 
Candra chose political 
uncertainty: “Next year will 
be the year of politics, the 
national election will be 
held, so for many companies 
in Indonesia it is a case of now 
wait and see.”

Economic conditions

People – retention and acquisition of talent

Regulatory change

Political uncertainty

Price of commodities

Industrial relations

Globalisation

Foreign exchange risk

Reputation damage

4
4

3
3

2
1
1
1
1

We polled four risk managers, 
asking each for their top fi ve risks
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The region’s brokers give their thoughts on the general level of enterprise risk management 
(ERM) maturity in Indonesia and whether there are any particular problems relating to arranging 
insurance cover in the country

BROKERS’ VIEWS

Willy Ignatius 
President director of 
Howden Indonesia 

There is a strong tendency for 
organisations to move slowly 
towards a proper risk management 
approach. However, so far it 
appears that only the banking and 

oil and gas industries have progressed 
signifi cantly. Insurance as a traditional risk 
transfer method is still considered low cost, 
hence most organisations in Indonesia are 
still heavily reliant on insurance as the fi rst 
protocol of protection.

“For large corporations, it may be a 
challenge to obtain adequate capacity for 
natural catastrophe risks. Indeed, there 
may be additional capacity that can be 
obtained from the off shore market, 
although this would make it more 
expensive to insure them. There are also 
other challenges in respect of fl oods as they 
are part of gradual climate change. Insurers 
are now putting more restrictions 
on areas that are prone to fl ood 
risks, which has become a dilemma 
for clients who are exposed.

Simon McCrum 
President director of 
Willis Indonesia 

The level of maturity is very low 
and at present there are few 
indications that this is likely to 
improve in the short term. As long 
as good, cheap insurance capacity 

remains readily available, with no warranty 
or requirements for proactive risk 
management, corporations locally will not 
see the need to adopt ERM practices.

“No major obstacles exist to setting up 
large and complex insurance programmes 
for Indonesian interests and assets. Local 
capacity is growing and the 
reinsurance market (primarily in 
Singapore) remains very receptive 
to Indonesian risks.

Arman Juff ry 
President director of 
JLT Indonesia 

We have seen an increasing 
demand for ERM services via 
brokers and/or risk management 
consultants in Indonesia, especially 
for large corporations and even 

some state enterprises. We think the level 
of maturity is still quite low at this point in 
time, but it is improving.

“Natural catastrophes like earthquakes and 
tsunamis have been driving premiums for 
property insurance in Indonesia, as well as 
fl ood risks for certain big cities such as 
Jakarta and Bandung in West Java. We have 
seen underwriters who apply the sub-limits 
for earthquake risks and premiums having 
to follow the Indonesian EQ Pool and 
MAIPARK standard rates, which is a 
burden for the insured. After the past two 
years, with volcanic activity such as the 
Mount Merapi eruption in central Java and 
the recent Mount Sinabung eruption in 
Sumatra, natural catastrophes will remain 
the major risk for property 
underwriters, having caused an 
increase in premium for property 
and construction insurance.
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“Natural catastrophes like earthquakes and tsunamis have been driving premiums for 
property insurance in Indonesia, with the addition of fl ood risks for certain big cities like 
Jakarta and Bandung in West Java” 
Arman Juff ry, president director, JLT Indonesia

Cameron Sheild 
Technical adviser and head 
of specialty at Aon Risk 
Services in Indonesia

ERM is still very much in its 
development stages, although there 
are some local organisations 
working extremely hard to 

implement sound ERM practices within 
Indonesia. For example, the Center for Risk 
Management Studies is activity promoting 
and adopting ERM best practice by way of 
workshops, training, conferences and 
seminars. PT Aon Indonesia contributes to 
ERM growth within Indonesia by actively 
supporting benchmarking workshops, a 
conference and Aon’s Risk Maturity Index 
[RMI] guidance. Recently the RMI was 
translated into Bahasa and we are expecting 
to see several corporations develop their 
ERM over the medium to long term.

“Getting ERM to the next level is an 
educational voyage for Indonesia, starting 
with educating non-government entities 
about the laws and changing their standard 
operating procedures in corporate 
governance/procurement. Ideally, we are 
moving insurance buying into the C-suite 
whereby ERM is an integrated risk platform 
and management tool. Even then, you still 
need C-suite executives who 
understand the model; they do exist, 
but far too few to make signifi cant 
changes in the short term.

 BROKER POLL: 
 THE TOP RISKS FACING
 BUSINESSES  IN INDONESIA

President director of Willis 
Indonesia Simon McCrum chose 
acquisition and retention of 
talent as his top risk: “This is 
a common theme that runs 
through many discussions 
in Indonesia. Government 
spending on education remains 
among the lowest in Asia 
despite a promise to improve 
matters. The consumer class is 
growing rapidly and the service 
sector struggles to keep pace 
mainly owing to the lack of 
human capital.”

President director of JLT 
Indonesia Arman Juff ry 
went for industrial relations: 
“Indonesian labour law is seen 
as being pro-employer and 
not pro-employee. The labour 
union in Indonesia has been 
protesting about minimum 
wages almost annually. This 
is not conducive to foreign 
investment or local businesses.”

Technical adviser and head of 
specialty at Aon Risk Services 
in Indonesia Cameron Sheild 
picked political uncertainty, 
saying: “In the lead-up to the 

2014 presidential elections 
it’s a mixed bag in terms of 
what to expect and how to 
prepare for the next change 
in government. [Various] 
uncertainties, coupled with 
political parties jostling for 
positions with no clear lead 
candidate in sight – and add 
in the staggering statistics of 
corruption by state offi  cials 
– [have led us to] political 
uncertainty. A� er the 2014 
elections we suspect this risk 
will decline, [but] to what 
extent is yet to be determined.”

President director of Howden 
Indonesia Willy Ignatius 
also went for political 
uncertainty: “With the 
election coming up next year, 
there is a degree of ‘wait 
and see’ whether a company 
wants to do something major. 
There is an expectation that 
something might change when 
the new cabinet is elected.”

Head of sales at Lockton 
(Singapore) Peter Jackson 
chose environment risk as his 
number one. 

Political uncertainty

Regulatory change

Natural catastrophe

Industrial relations

Credit risk

People – retention and acquisition of talent

Supply chain disruption

Economic conditions

Environmental risk

Price of commodities

Foreign exchange risk

Cyber threats and vulnerabilities  

5
4
4

3
2

1
1

1

1

1

1

1

We polled fi ve brokers, 
asking each for their top fi ve risks
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