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CHAPTER |

CAPITAL MARKET IN INDONESIA

What is Capital Market?

This Chapter provides the explanation about the roles and
benefits of Capital Market and its related organizations in
Indonesia.

1. About Capital Market

Capital Market is the activity of trading and offering securities
to the public, the activity of a public company with respect to
the issued securities, and the activities of securities related

institutions and professions.

It provides various long-term investment alternatives for
investors, separately from the other investment instruments
such as bank saving, insurance policy, pension, gold, and

property.

The Capital Market serves as bridge between investors and
companies or governmental institutions through offering and
trading long-term financial instruments including private
placement sources of debt and equity as well as organizing

markets and exchanges.
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2. Roles and Benefits of Capital Market

a. Capital Market is a vehicle for efficient fund allocation

Investors may place their investment to various companies
by subscribing newly offered instruments or trading on the
Capital Market. On the other hands, such companies may
also access to much-needed long-term funds through
offering long-term financial instruments on the Capital
Market. Therefore, the whole proces between investors
and companies occur in the Capital market will eventually
lead to an efficient fund allocation.
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b. Capital Market facilitates alternative for investments

Capital Market may facilitate alternative sources for
investments with potential income and identifiable risks
that can be calculated through transparency, liquidity, and
investment diversification.




Investors have the opportunity to own the prospective
and healthy companies.

Good companies should not be owned by only a small number
of wealthy individuals. Ownership diversification into multi-
numbered various investors are desirable to create fair and
transparent development of companies.

Professional and transparent Management.

Companies are usually motivated to enhance a favorable
relation with investors in order to promote their participation
in companies as the owners of debt or equity, as such the
management will be strongly expected to manage its company
in a more professional, efficient and profit-oriented way, to
create a better corporate governance and produce higher
investment return for investors.

Related to the implementation of a good corporate governance,
The Indonesian Capital Markets Supervisory Agency
encourages each listed company to have Audit Committee,

e.

in order to establish the company to be more fair, transparent,
accountable, and responsible.

Increasing the economic activities

Capital Market provides alternative sources of financing,
which enable the company to operate in a bigger scale. This
intermediary function will trigger the wheel of national economy
to move up further, and eventually will create multiplier effects
such as the creation of employment, increasing tax revenue
for the government and a better standard of living.



3. Capital Market Structure

A. The Scheme of Capital Market Structure in Indonesia
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Capital Market related organizations are as follow:

a.

Indonesian Capital Market Supervisory Agency
(hereinafter referred to as “BAPEPAM” = Badan
Pengawas Pasar Modal) has the authority to provide
guidance, regulation, and supervision to the Capital
Market. BAPEPAM is required to make reports and is
responsible to the Minister of Finance.

Companies may access capital funds on the Capital
Market through Public Offering or Private Placements.
These companies are defined as the Issuers.

Self Regulatory Organizations (SRO), are
organizations which have the authority to issue the
regulation for their stakeholder. SRO consist of:

Stock Exchange, which provides and organizes the
system and facilities that are used to bring together
the offers of securities buying and selling. Indonesia
has 2 Stock Exchanges which have been granted
by BAPEPAM to obtain business licenses, namely:
- Jakarta Stock Exchange (JSX)

- Surabaya Stock Exchange (SSX)

Clearing Guarantee Corporation, which has a duty
to clears and guarantees the settlement of securities
exchange transactions. Indonesian Clearing
Guarantee Corporation or PT. KPEI (Kliring
Penjaminan Efek Indonesia) has obtained business
license as Clearing Guarantee corporation.

Central Securities Depository, which main function
is to facilitate all activities involving share transaction
settlements and to conduct centralized settlement
of exchange trades through book entry settlement
system in coordination with the Stock Exchange and
the Clearing Guarantee Corporation. Indonesian
Central Securities Depository or PT. KSEI (Kustodian
Sentral Efek Indonesia) has obtained business
license as Depository and Settlement Institution.

Securities Companies are the companies engaged in
the activities of Brokerage, Underwriting and/or
Investment Management. Operations Licenses for
Securities Company are regulated based on BAPEPAM
ruling by taking into considerations of its capital base,
organization structure, infrastructure and quality of
human resources. Types of operational licenses are as
follows:



- Underwriter is one of core business of securities
companies which make an agreement with an issuer
companies to carry out public offering, with or without
the obligation to purchase the unsold securities.

- Broker-Dealer is also one of core business of
securities companies in which securities company
involves in the activities of buying and selling
securities for its clients or its own account.

- Investment Manager manages securities portfolio
for its clients or collective investment portfolio for
group of clients.

e. Investment Advisor is a person who, for a fee, renders
advice to others regarding the sale or purchase of
securities.

f. Capital Market Supporting Institutions

Securities Administration Bureau (hereinafter
referred to as “Registrar”) is an agency responsible
for registering all securities ownership and distributes
entitlement of such securities.

Custodian is Bank or other financial institutions that
provides services of safekeeping securities and
others related services to securities, such as
collecting dividend and interest, the settlement of
securities transactions, on behalf of its clients.

Trustee is an organization, usually combined with
commercial bank, which act as trustee, or agent
who represents all interest of bond or securities
credit’s holder.

g. Capital Market Supporting Professions are required
to be registered in BAPEPAM, they are:
- Public Accountant
Public Notary
Legal Consultant
Appraisal

B. The Historical Development of Capital Market in Indonesia

The development of Capital Market in Indonesia is as follow:

1912 The establishment of Batavia Stock Exchange

1950 The issuance of Indonesian Government Bond
1976 The establishment of BAPEPAM

1987 — 1988 | The issuance of Deregulation Packages

1995 The issuance of Indonesian Capital
Market Law No. 8

C. The Relevant Regulation related to the Capital Market

Until now, relevant regulations related to the Indonesian Capital
Market are as follow:

a.
b.

o

Law no. 8 year 1995 regarding the Capital Market.
Government Regulation No. 45 & 46 year 1995 concerning
Capital Market Organizations and Capital Market Formal
Investigation Procedure.

Decree of Ministry of Finance.

Decision of BAPEPAM’s Chairman

Regulation of Stock Exchange



