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ABSTRACT

This study examined the effects of cross-border 
establishment of financial institutions on compe-
tition level in Indonesia’s financial sector. Sample 
data was used in all conventional banks, securi-
ties firms, life and general insurance companies 
from 2013-2020. To measure competition, Lerner 
index, Boone indicator and Panzar-Rosse were 
used. Our analysis shows that the entry of for-
eign financial institutions may increase the com-
petition in the financial sector. Further analysis 
shows that the increasing competition has a pos-
itive impact on profitability and intermediation, 
reflected by the return on asset, loan ratio, trans-
action value, and insurance premium income to 
total asset ratio. However, foreign financial firms 
tend to have higher market power compared to 
domestic counterparts due to the efficiency in 
doing their businesses. Hence, domestic finan-
cial institutions need to boost efficiency, partic-
ularly through the adaption of technology and 
capacity enhancement of human resources, in 
order to compete with more advanced foreign fi-
nancial firms.
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log(𝐶𝐶𝑖𝑖𝑖𝑖) = 𝛼𝛼 + 𝛽𝛽1 log(𝑄𝑄𝑖𝑖𝑖𝑖) + 𝛽𝛽2(log(𝑄𝑄𝑖𝑖𝑖𝑖))2 + 𝛽𝛽3 log(𝑊𝑊1,𝑖𝑖𝑖𝑖) + 𝛽𝛽4 log(𝑊𝑊2,𝑖𝑖𝑖𝑖) + 𝛽𝛽5 log(𝑊𝑊3,𝑖𝑖𝑖𝑖)
+ 𝛽𝛽6 log(𝑄𝑄𝑖𝑖𝑖𝑖) log(𝑊𝑊1,𝑖𝑖𝑖𝑖) + 𝛽𝛽7 log(𝑄𝑄𝑖𝑖𝑖𝑖) log(𝑊𝑊2,𝑖𝑖𝑖𝑖) + 𝛽𝛽8 log(𝑄𝑄𝑖𝑖𝑖𝑖) log(𝑊𝑊3,𝑖𝑖𝑖𝑖)
+ 𝛽𝛽9(log(𝑊𝑊1,𝑖𝑖𝑖𝑖))

2 + 𝛽𝛽10(log(𝑊𝑊2,𝑖𝑖𝑖𝑖))
2 + 𝛽𝛽11(log(𝑊𝑊3,𝑖𝑖𝑖𝑖))

2

+ 𝛽𝛽12 log(𝑊𝑊1,𝑖𝑖𝑖𝑖) log(𝑊𝑊2,𝑖𝑖𝑖𝑖) + 𝛽𝛽13 log(𝑊𝑊2,𝑖𝑖𝑖𝑖) log(𝑊𝑊3,𝑖𝑖𝑖𝑖)
+ 𝛽𝛽14 log(𝑊𝑊1,𝑖𝑖𝑖𝑖) log(𝑊𝑊3,𝑖𝑖𝑖𝑖) +∑ 𝛾𝛾𝑗𝑗

𝑇𝑇

𝑗𝑗=2
𝐷𝐷𝑗𝑗+𝜀𝜀𝑖𝑖𝑖𝑖

(1)
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β

log(𝑆𝑆𝑖𝑖𝑖𝑖) = 𝛼𝛼 + 𝛽𝛽 log(𝑀𝑀𝑀𝑀𝑖𝑖𝑖𝑖) + ∑ 𝛾𝛾𝑗𝑗
𝑇𝑇

𝑗𝑗=2
𝐷𝐷𝑗𝑗 + 𝜀𝜀𝑖𝑖𝑖𝑖

 

𝐻𝐻 ≤ 0

log(𝑅𝑅𝑖𝑖𝑖𝑖) = 𝛼𝛼 + 𝛽𝛽1 log(𝑊𝑊1,𝑖𝑖𝑖𝑖) + 𝛽𝛽2 log(𝑊𝑊2,𝑖𝑖𝑖𝑖) + 𝛽𝛽3 log(𝑊𝑊3,𝑖𝑖𝑖𝑖) + 𝛾𝛾 log(𝑄𝑄𝑖𝑖𝑖𝑖)
                  + ∑ 𝛿𝛿𝑗𝑗

𝑇𝑇
𝑗𝑗=2 𝐷𝐷𝑗𝑗 + 𝜀𝜀𝑖𝑖𝑖𝑖

β

𝐻𝐻𝑟𝑟 = 𝛽𝛽1 + 𝛽𝛽2 + 𝛽𝛽3

(3)

(4)
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          Profitability𝑖𝑖,𝑡𝑡 = 𝑎𝑎 + β1Competition𝑖𝑖,𝑡𝑡 + β2𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑖𝑖,𝑡𝑡 + β3𝑍𝑍𝑆𝑆𝑍𝑍𝑍𝑍𝑍𝑍𝑆𝑆𝑖𝑖,𝑡𝑡 + β4Inflation𝑖𝑖,𝑡𝑡

+ β5GDP𝑖𝑖,𝑡𝑡 + e,𝑖𝑖,𝑡𝑡
 

           Intermediaries𝑖𝑖,𝑡𝑡 = 𝑎𝑎 + β1Competition𝑖𝑖,𝑡𝑡 + β2𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑆𝑖𝑖,𝑡𝑡 + β3𝑍𝑍𝑆𝑆𝑍𝑍𝑍𝑍𝑍𝑍𝑆𝑆𝑖𝑖,𝑡𝑡 + β4Inflation𝑖𝑖,𝑡𝑡
+ β5GDP𝑖𝑖,𝑡𝑡 + e,𝑖𝑖,𝑡𝑡
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(𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃 − 𝑀𝑀𝑀𝑀)
𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃

𝑅𝑅𝑅𝑅𝑅𝑅 + 𝐸𝐸/𝑇𝑇𝑅𝑅
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(𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃𝑃 − 𝑀𝑀𝑀𝑀)
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