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AT A GLANCE

Despite the recent turbulence in Asian emerging markets, Indonesia still holds
significant long-term potential as incomes rise for many consumers. For financial
services companies, the next decade represents a major opportunity, both to gain
lower-income customers new to the formal banking system and to sell more
advanced financial services to middle-income and affluent Indonesians. Success
will require understanding and effectively targeting these demographic segments.

LOWER-INCOME CONSUMERS CAN BE CONVERTED FROM INFORMAL BANKING
Banks can persuade them of the value of formal financial institutions with prod-
ucts and services that are convenient, secure, approachable, and hassle-free.

MIDDLE-CLASS AND AFFLUENT CONSUMERS WILL EXPAND BEYOND BASIC
SERVICES

As these consumers rise in economic status, they have more complex financial
needs, creating an opportunity for banks that can provide the right offerings.

DIGITAL BANKING IS STILL GATHERING MOMENTUM
Online banking has been relatively slow to take off in Indonesia—particularly
among lower-income consumers—but it is becoming more important over time.
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I NDONESIA IS AT AN inflection point in its economic development, with large
swaths of the population moving into the middle class and enjoying higher
incomes and more discretion over how to spend—or save and invest—their money.
Like most Asian emerging markets, the country has experienced significant turbu-
lence during much of 2015 owing to the slowing Chinese economy and currency
concerns. But its long-term outlook remains positive. For financial services compa-
nies, winning new customers and converting them into brand loyalists remain
critical. In addition, banks have the opportunity to help higher-income Indonesians
diversify their income sources and risk through more advanced financial services.

To gauge the scope of this opportunity, The Boston Consulting Group recently sur-

veyed more than 3,000 Indonesian consumers regarding their savings habits, spend-
ing levels, overall sentiment, and interaction and relationship with financial brands.
(For details on the research, see the sidebar, “Methodology.”) We performed similar

analyses of Indonesia’s consumer durables and fast-moving consumer goods sec-
tors, which are discussed in separate publications.

METHODOLOGY

We conducted face-to-face interviews
with more than 3,000 consumers
across all socioeconomic groups in 19
locations—both cities and regen-
cies—throughout Indonesia. Respon-
dents were between the ages of 15
and 55, evenly split between men and
women in all socioeconomic groups.
We define socioeconomic groups
according to a combination of criteria,
including monthly expenditures and
ownership of household assets, in
order to provide a more accurate
indication of household wealth.

We conducted a deep-dive analysis of
consumers’ shopping attitudes,
spending levels, channel preferences,

and experiences with several brands
in order to better understand how
they assess products and make
purchasing decisions, giving us an
in-depth understanding of the path to
purchase (that is, the process by
which customers make buying
decisions). We analyzed the path to
purchase for 63 product categories
across three consumer categories:
consumer durables (18 categories),
fast-moving consumer goods (23
categories), and financial services (22
categories). Additionally, we captured
a wide range of profiling variables,
including demographics, household
expenditure, and overall consumer
sentiment in Indonesia.
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Continued Optimism Is Fueling Economic Growth

Indonesia’s population is one of the happiest and most optimistic in the world, par-
ticularly middle-class and affluent consumers (MACs), a demographic group that is
growing rapidly.! Nearly 9 million people will enter the country’s middle class each
year through 2020, and as these people move up in economic status, their financial
security and ability to build a better future for their families (by investing in educa-
tion, for example) will improve as well.

At the same time, many Indonesians still do not use formal financial services. Ac-
cording to the World Bank’s Global Financial Inclusion Database, only 36% of the
country’s population held an account with a financial institution as of 2014, and
only 13% used a formal channel to borrow money. (See Exhibit 1.) Our study indi-
cates that a lack of knowledge about the financial system, along with the percep-
tion that it provides no benefits, are the main reasons for the low penetration of fi-
nancial services among Indonesians.

This low rate—combined with the population’s optimism about the future—pre-
sents a huge growth opportunity for new and incumbent players in Indonesia’s fi-
nancial sector. To capture it, they will need to thoroughly understand the financial
priorities and preferences of Indonesia’s various consumer segments.

Different Consumer Segments Require Different Approaches

While the overall opportunity in financial services is sizable, our study suggests that
a single, one-size-fits-all approach to Indonesian consumers will not work. Rather, fi-
nancial services organizations should disaggregate the market and target the needs,
habits, and aspirations of individual demographic groups, as companies in indus-

tries such as consumer durables and fast-moving consumer goods have already suc-

EXHIBIT 1| Indonesians Are Less Likely Than Consumers in Similar
Markets to Use Formal Financial Institutions
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Source: World Bank, Global Financial Inclusion Database.
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cessfully done in Indonesia. We identified three major segments in the country’s fi-
nancial services market, each at a different stage of development. (See Exhibit 2.)

The Mass Segment. With assets of less than 50 million Indonesian rupiahs
(approximately $3,900), mass-market households form a sizable part of the
Indonesian population: approximately 165 million people. Higher-income mass
consumers (this article does not address the segment’s lowest-income members)
are relatively well aware of basic banking products but are unaware of invest-
ment products such as insurance, mutual funds, and bonds. The majority
purchase no more than two basic banking products, such as unsecured personal
or motorcycle loans.

The MAC Segment. With assets between 50 million and 500 million Indonesian
rupiahs (approximately $3,900 to $39,000), MAC households comprise 88 million
people, a number that is projected to exceed 140 million in the next five years.
These consumers have a greater awareness of all financial products and services
than those in the mass segment. We found that 40% of MAC consumers use four
or more financial services, and penetration of credit cards, car loans, and health
insurance is significantly higher than among mass-market consumers.

The Premium Segment. With assets in excess of 500 million Indonesian rupiahs
(approximately $39,000), premium households constitute a small market in
terms of absolute size but make a significant contribution to the country’s
financial services industry. Awareness and penetration of all financial products
is greatest among these consumers—more than 70% use four services or more—
as is the penetration of investment products specifically.

Because the premium segment is already well served by financial services compa-
nies in Indonesia, we believe that the most significant opportunity lies with the

EXHIBIT 2 | Indonesia’s Customer Base for Financial Services

MASS SEGMENT MAC SEGMENT PREMIUM SEGMENT
HOUSEHOLD Less than IDR 50 million IDR 50 million—500 million More than IDR 500 million
ASSETS ($3,900) ($3,900—$39,000) ($39,000)

% AWARENESS High for basic products High for all products High for all products
é OF FINANCIAL (savings, motorcycle loans); and services and services

SERVICES low for investment products
PENETRATION High for unsecured personal High for credit cards, High for investment products
OF SERVICE and motorcycle loans; low car loans, and such as insurance,

for all other banking products health insurance mutual funds, and bonds
peblEIE More than half of % of More than 70% of
OF SERVICES ore than half of consumers 40% of consumers use ore than 70% of consumers
USED use two services or fewer four services or more use four services or more

Sources: Indonesia consumer study, 2014; BCG analysis.
Note: IDR = Indonesian rupiahs.
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Financial services
companies need to
focus on nonsavings
products and con-
vince consumers of
the value of such
offerings.

mass and MAC segments. Moreover, we determined that 80% of mass and MAC con-
sumers are located in just 12 provinces. Of those, 8 provinces include significant
populations of people in both segments, while the remaining 4 are dominated by
one group or the other. This finding highlights the need for a differentiated strategy
to reach both the mass and MAC segments effectively.

The Mass Segment

Our experience in this sector, as well as the results of our Indonesian consumer sur-
vey, point to a several insights about the mass segment that can help companies
draw these potential customers into the formal financial system.

1. Mass consumers need to be convinced that the formal financial system is worth
their attention. The majority of people in this segment believe that their financial
needs are already being met through informal channels, such as individuals who
make loans to neighborhood residents. They do not see a clear advantage in
switching to formal institutions. (People with lower income levels within the mass
segment are most likely to feel this way.) Respondents to our survey cited long
distances to the nearest bank branch (especially in rural areas), significant paper-
work, a perceived lack of benefits, and feeling intimidated as reasons for not trying
formal financial channels. These people are simply more familiar and comfortable
with informal banking processes.

To overcome this resistance, financial services companies need to educate potential
customers about the relevance and benefits of the services that they offer. Banks
need to simplify processes and minimize paperwork so that all services and trans-
actions—particularly the opening of new accounts—are simple and straightfor-
ward. They also need to strategically expand their networks so that branches are
more conveniently located for consumers in the mass segment. Finally, banks can
differentiate themselves through various channels and formats—such as flagship
locations, standard branches, and more basic branches—as well as through partner-
ships with retailers.

2. Mass consumers have little awareness of most financial services beyond savings
accounts. The majority of mass-segment consumers who do use formal channels
limit themselves to basic savings accounts. They have little awareness of most other
financial products, particularly investment instruments like mutual funds and
bonds, debt instruments like personal loans and credit cards, and banking services
like debit cards. Awareness of life insurance is greater, but penetration levels are
still extremely low. The implication for financial services companies is clear: they
need to focus on nonsavings products and convince consumers of the value of such
offerings.

3. A bank’s overall brand image is the most important factor in attracting new
customers. When mass-segment consumers need a banking product or service, they
tend to choose on the basis of the bank’s overall brand image rather than its
strength in any particular offering. According to our study, the key factors driving a
bank’s brand image are the size of the branch network, branch proximity, product
and service promotions, security of customers’ assets, and interest rates. (See
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EXHIBIT 3 | Key Factors in Mass Consumers’ Choice of a Banking Brand
KEY INFLUENCES IN THE CHOICE OF A BANKING BRAND, BY PRODUCT

UNSECURED PERSONAL LOAN

O
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Branch network Branch network 21 Branch network 23 Branch network

Branch proximity Branch proximity 17 Branch proximity 18 Branch proximity

Promotions Promotions 16 Promotions 16 Promotions

Safety/security Safety/security Safety/security 15 Interest rate
Fast service Interest rate Fast service 10 Fast service
Interest rate Fast service Interest rate | 5 Safety/security
Merchant Merchant Merchant 3 Merchant
network network network network
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Sources: Indonesia consumer study, 2014; BCG analysis.
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Exhibit 3.) Banks need to focus on these factors in order to build their overall brand
image, instead of trying to differentiate on the basis of individual products.

4. Brand awareness and word of mouth are critical. The typical path to purchase for
mass consumers in Indonesia is simple. They consider one or two options from
among the banks they know about and compare them based on recommendations
from friends and family. (Promotions, too, can increase brand awareness but are
less important.) They make their final decision before setting foot in the bank, and
when they do, they are ready to sign the paperwork and open an account. In
practice, this means that the biggest and best-known banks are de facto the most
likely choices for mass consumers. For new players, the message is clear: they need
to market themselves creatively and increase awareness of their brand in order to
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gain entrance to the small subset of banks that mass consumers consider. In addi-
tion to marketing, banks can ensure that they have the right branch presence in
priority locations and offer services such as group lending, which generates word-of-
mouth referrals and reduces lending risks at the same time.

5. Digital banking is still in the nascent stage. Despite the increasing use of digital
and mobile technology—including smartphones and tablets—by Indonesian
consumers in the mass segment, digital platforms are not yet widely used for
banking. Indonesia has few digital platforms designed to sell financial services
online, and consumers generally still prefer to visit a branch or use an ATM for
most activities. Other factors that limit penetration of financial services online are
unreliable Internet connections, lack of a receipt confirming transactions, and
concerns regarding overall security. (See Exhibit 4.)

Banks can address some of these concerns by educating consumers about the
benefits and safety of digital banking. In addition, the slow rate of adoption thus
far has created an opportunity: over time, as the technology becomes more perva-
sive and reliable, customers will switch to digital, and digital banking will become
a competitive advantage in serving the mass segment. Banks that deliver outstand-
ing digital experiences while emphasizing privacy and security will be able to
capitalize.

EXHIBIT 4 | Mass Consumers Are Reluctant to Use Digital Banking
SIGNIFICANT BARRIERS TO

MOST PREFER VISITING THE BANK MOBILE/INTERNET ADOPTION
% respondents % respondents
100
Unstable Internet 22
connection
80 No receipt (tangible 13
29 proof of transaction)
Security of transaction 1
60 is unknown
Not sure if the 10
transaction went through
40
Other people might 9
hack into my account
20
Possible fraud 8
Update from transaction 7
“I like going to the can take a long time
bank; it is more secure”
[l Disagree Neutral [l Agree

Sources: Indonesia consumer study, 2014; BCG analysis.
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The MAC Segment

A number of insights can help companies spur the adoption of more advanced fi-
nancial services such as insurance and investments by Indonesia’s MAC segment.

1. There is a huge opportunity for banks that offer a wider range of financial ser-
vices. As Indonesians enter the MAC segment, they begin using a broader set of
financial services. Credit cards, car loans, and health insurance all show far greater
rates of use by MACs than by mass consumers. Yet penetration of these products
among MAGC:s is still low in absolute terms. The MAC segment therefore provides a
significant opportunity for financial services companies as it continues to grow in
terms of both size and income level.

2. Life transitions and increased income can create a need for new financial ser-
vices. The adoption of more advanced financial services usually corresponds to key
transitions in the professional or personal lives of MACs, such as a new job, a pay
raise, the birth of a child, or the decision to pay down debt. This makes sense, since
such transitions usually have financial implications. Financial services companies
must get better at identifying MACs at these points in their lives, which are prime
opportunities to cross-sell new offerings. Consumers also buy more durable goods
as they move into the MAC segment, and they are often amenable to financing
those purchases.

3. MACs have higher expectations of their banks than mass consumers. As people
enter the MAC segment, their needs and expectations change, sometimes creating
pain points in their existing banking relationships. For example, while online and
mobile banking are low priorities for the mass segment, they are of greater
importance to MACs, who tend to be more comfortable shopping online and are
more likely to use smartphones and tablets. Similarly, MACs are more likely to be
dissatisfied with wait times and overall customer service at their current bank.
(See Exhibit 5.)

Banks that target the MAC segment should understand that its members are not
simply mass consumers with larger assets. In particular, they seek banks that are
convenient, safe, and—critically—flexible, meaning they are able to waive fees, ne-
gotiate interest rates and terms, and process loans quickly.

4. MAC consumers tend to research financial service brands before making a
purchase. The path to purchase for basic products is very similar for consumers in
the MAC and mass-market segments. For advanced products like insurance and
investment instruments, however, the process for MACs is more complex, involving
more touch points and necessitating a strategic approach to winning them over
(rather than just the provision of basic information). For example, MACs will consi-
der a larger set of providers and read online reviews by experts and customers.
They will call companies with questions about service features and processes, and
they will seek information and recommendations from an inner circle of relatives
and friends. The entire process can take as long as a month, compared to a much
shorter period for basic products. Similarly, MACs are usually extremely loyal to
banks where they already have an account, but for new products they typically seek
out product or service expertise (in addition to considering overall brand image).
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EXHIBIT 5 | MACs Have Higher Expectations of Their Banks Compared
to Mass Consumers

MOBILE/INTERNET
BANKING
Quality of mobile/Internet
banking is a key factor
in choosing a bank

Mass

MACs

0 10 20 30 40 50
Respondents who agree (%)

Mass 4} WAITING TIME

Waiting time at bank
ACS branches is usually OK

0 10 20 30 40 50
Respondents who agree (%)

OVERALL
Mass SATISFACTION

MACs Satisfaction with
bank’s service

0 10 20 30 40 50
Very satisfied respondents (%)

Source: Indonesia consumer study, 2014.

5. Digital banking will become more important to MACs over time. While digital
usage continues to be low in absolute terms, the MAC segment is more familiar with
the Internet than other demographic groups in Indonesia (29% penetration, com-
pared with 15% for the rest of the population). Like our mass respondents, MACs
identified unreliable Internet connections, the lack of a receipt confirming transac-
tions, lack of perceived benefits compared to traditional banking, and concerns
about security as the primary barriers to online banking.

However, these barriers are likely to dissipate quickly as digital technology becomes
more prevalent in the country. In the last six months alone, investors have made
large investments in digital companies in Indonesia. The technology is growing in
other sectors and will grow in banking as well.

Key Questions for Financial Services Companies

In sum, companies that wish to capitalize on Indonesians’ rising incomes and corre-
sponding need for financial services should ask themselves two critical questions
regarding their current readiness:

e Do we have clearly differentiated strategies and risk models, products, value
propositions, and go-to-market approaches for both mass-market and MAGC
consumers?
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e Do we have a digital strategy? What is the main objective of our digital efforts
(for example, reducing our costs or attracting new clients through innovative
offerings)?

To win the over mass consumers specifically, companies should answer these ques-
tions:

e Do we have a laser-sharp focus on the key products that are most relevant to this
segment, and do we have a clear sense of these consumers’ needs and pain points?

e Do we have a business model that meets our financial goals despite the smaller
account sizes and fewer transactions typical of mass consumers?

e Do we have a means to persuade mass consumers of the value of formal
financial services? Is it sufficient to overcome their resistance?

To win over MACs specifically, companies must ask themselves these questions:

e Do we have a strategy and the capability needed to identify and leverage
transition points in the personal and professional lives of consumers in this
segment?

e Do we have an attractive value proposition and enough product offerings to
increase our wallet share among these consumers?

e Do we have a clear plan to balance overall brand communications and prod-
uct-specific communications ? How should we educate MACs on our more
complex products? What is our strategy to win over key opinion leaders and
other sources of influence?

NOTE

1. BCG’s first comprehensive study of Indonesian consumers looked exclusively at the country’s
growing population of MACs, a critical socioeconomic segment given its large and growing purchasing
power. (See Asia’s Next Big Opportunity: Indonesia’s Rising Middle-Class and Affluent Consumers, BCG
Focus, March 2013.) We define MACs as consumers living in households with a regular monthly
household expenditure of more than 2 million Indonesian rupiahs (approximately $140). Regular
household expenditure includes expenses such as food, utilities, communication, and transportation,
and it excludes nonroutine expenses such as entertainment, clothing, and debt payments.
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