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THE COMPETITION AND REGULATION ARE CHALLENGES FOR
RURALS BANKS

Maria Widyastuti'', ¥ Budi Hermanto®, Lusy™
Universitas Katolik Darma Cendika, Surabaya, Indonesia

a
Alstract

This type of descriptive qualitative research, which aims to find out and analyee how Rurals Banks
{Rurals Bank) whe face challenges m the form of competition from non-bank financial institations
and commercial hanks engnged m micro and Financiol Services Authority Regalation (POJE) No 5/
POFE O3 2015 reparding the requirement for mimimurm capiial supply. Bespondents from the siady
werne hManagimg Directors of Rurals Bank from four districts and citees, nomely: Sidoago, Knan,
Ciresik and Surabaya. The results of in-depth interviews are known. in the face of challenges nsed: 1)
branding sorategies o build a positive image; 2) instiiotonal strengthening and  internal reform
thmugh: overcoming capital through mergers or mviting new investors: improve govemimee beciause
suceess does nod depend on the size of the business but depends on the speed in anticipating changes
improve the quality el human resources with indegrity where thoughts and speech must be the same,
and the last to make products and services that are mone vaned, Nioety -nine percent ane the same a8
competitors but one pereent must be different from looking at niche markets

Eeywords: Competition, Regulation, Challenges, Rurals Banks (BPR)
1. Imiroduction

Mlany Rurals Banks bave staned o lose thelr marker share, this B the impact of the increasing
number of illegal instiutions whose players are individuals who sre excess funds, Corrently, leasing
does not only provide financing Tor new vehicles, but also for new vehicles, so that BRFED guaruniees
@ et of leasing, The situation 1= kess filtered from the government and banks, even though the practice
iz dhetmmental tobanks and provides lessons that are not healthy todhe public. The practice = certuiniy
detnmental 1w sociery, and that is the last alernative. This s relaed w comvenkence, in the illegal
pawning, BPKEB has encugh divect lguid funds. Unlike kans in banks, it requires an anilysis process,
then wait for the disbusement of funds, complete documents which require a long time. egal
business Is growing maphdly because no coe has succeeded in stopping i,

In adddion, commiercinl banks began moving in the micro units, to repch customers who were not
reached by commerciol bunk credi, For exomple: Danamon Sovings and Loans Program (5P
Swamitre | Bukopmy; BRI Termace: BNI with Micro Units: and others, The government progm tor
furancing People's Business Credit (KUR Y in collaboration with the Mational Commercial Bank and
Regional Developient Bank. with the govemment providing subsidies, and lower nterest eates
compansd 1o other hanks. The community s accustomed o KUE, because of its sase and low interest.
and people apply for credit at their distributicn banks. With this progeam., it sall nareow the space for
Ruraks Banks to market their prodocts. Bural bank monitor customers from standing up to developimg,
K released data on the number of Buml Banks from 2004 o January 2009 experiencimg a declime
and ==en the following tuble:
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Figure 1,
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Furthermore, the number of 1543 for the nest year will sfill shank by 0% 50 aroond 722 will be
forced to conse operations because they huve not been able to meet the core capital requirements of
Bp. 6 billon - a5 required by the Financiel Services Auathority

Bank Indopesia has acmally divided the sks berween cach bank, and all planning and
autherizng implementation. However, where mural bank are established. there are soll micro-bosiness
activities so that Bank Indoncsia bas a shaee o reducing the nunsber of rueal bank.

2. Litersture Roview
2.1. Policy
The way b act, leadership. plans in carmying out the work requiresd o semies of concepts that
become guidelines called policies, Governments, organizations and private sector groups, and
individuals implement i, The imponant thing in governance i regulating life is o make policies
that can provide hope and guarantee for every citizen. There are several types of policies Bsned
by the govermment, among others: Fuanee, Monetary and Fiscal.
2.2, Definition of Stratexy
With the ssuance of palicies by the puthorities, the company needs to make o strategy. The
mmpkememtation of keas, planning ond execution in activities that have o certuin period of tme is
often called o strwdegy, The sucoess of the strategy depends on the coondination af the work team,
bas & theme. and bdentification of supporting factas based oo matonal and effickent
pmplementation. And Schendel and Charbes Hofer. Higging (1985) released four bevels of
srategy (Masier Strategy): 1) Boerprise Strategy. indicating public response. 2) Business
Stramegy, explains how the market was capiured 3) Functional Stratepy. The success of osther
stritegies depends on this strategy.
2.3, Fimancial Services Authority (0JR)
Law Mumber 21 Year 2001 stides thot ©JK 15 an institution thal functions to organize a
system of regulation und supervision of the activities of the finoncial services sector and non-
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financial services sector consisting of the banking ector, capital macket, msusance, pension
funds, financial instimtions and other Nnanceal service mstitutions. QTR is expectad o be able to
develop the financial services sector and be able to compete. OJK has authoriny: Sapervision and
Repgulatien of Financial Services Institutions (hanks and non-banks),
Bank Financial Institutioas

The development of bank finincial mstitutions 15 0 hne with economie and  bosmess
developments. The fubction of bank lnancial instiutions s a3 a community mermediary in
conducting transactions, both butiness ransactens and daily peeds tansactions. Lusy and
Setyowats (2009 explained that there are thoee types of fnancial institotans, nansely: 1) Central
Bank. tasked with contrelling the monetary system by controlling the value of the ropiah. Bank
Indopesin s designited a2 o bank thit comies out the fupctions of the Centmal Bonk; I)
Commercil hanks have sctivities thin ane directly relaed o the public, such as roesing funds,
bending, foreipn exchange. managing pension funds, efc & 3) Boral Credit Banks {(EURALS
BANK businesses run are namrower when compared o commercial banks. RURALS BANK
activities ooly accept deposits in the form of savings. time deposis and lending. in general
RURALS BANK customers are MSMEs. The characteristic of Rural Banks is that they have an
emotional closeness with their customers because of thelr personal and intense approach, in
mldition ko being able o reach hogsehokld businesses in remobe arens.
Non-bank financial inst it Gions

The fundamental difference between bank finencil msitations and non-bank inanciel
matitutions is the way o mise funds, Colbecting tunds direciiy is not done by nom-bank financiol
inatitutions, but s done by issuing secunties and providing loan services to the community, both
mdividuils and the government. The Minister of Finance pegulates all activities carvied owm by
nop-bank financial instiutions, and can be divided into: insurance companies, capital omackets,
fenancial institutions, and pawnshops.

Previous Hescarch

Yuninrti, 5 {200 1) expluined the Adaptive stratepy carried out by RURALS BANK in order
I rraimkain its existence and increpse the distribution of mdestrianl mfmstroctore networks,

Wihara and Hagqgi Besearch (200 7) explains about how RURALS BANK strategies must be
taken to deal with commercial banks that are engaged in the mcre sector, The strategy nsed is
the diversification apd differentiation of products, services and brand preferences that mnake
Burmals bunk competitive.

Yuningtyas and Porwanto's (20016) research explains RURALS BANE can be prouped mio:
phifity to manmege pssets, risk and operations. Comel analysis = an inbernal factor causing an
merese in lending, While economic growth, unemplovment, competition smd mitatioen are
eaternal frcinrs that increase ending.

Acriant et al's research (20081 explains the role of Rural bank in extending credit 1o M5MES
that has an impact an increasing business tumover, net income and working capital trnover

The growth of MEME= in Indonesia s urgently needed to open emplovment and economic
services b the wider community, The spearhead m MSME finuncing is highly dependent on the
rale of Rural bunk,

Research Methods
Types of Research

Cuaalitative descriptive research & a form of this esearch because B aims o fesolve
problems related o BURALS BANKE strategies in the contest of Tacing oompetition from: 1)
other Rurals bank; 2) nen-bank financinl mstdutions: and regulitions issued by the govemment

Tescry Py = (1080 7930

Paye No: K75




Jowrmal of Xi'an Usiversity of Archileciure & Technalbogy Dsary Pan = ] Ol T HD

Symptome  that  are bolstie  (comprehensive,  inseparable)  are  gualitative  resesich
approaches. reseaich is not only based on research reseanch variables, but the overall social
situation :ﬂ.mlic.ﬁ_',:hﬂ:’g'uiﬁr.‘a“} (Sugivomns: 2004: 325 50 the object in this study is the Riral
Credit Bank in four distncs and cities: Sidoarge, Krian, Gresik angd Sumbuya. Quality actors or
sources will greatly affect the disclosure of mformetion needed, how o choose quality sources
needed to disclose competition and regoulotons from the Pinancial Services Authority = a
challenge for Rurals bank, especiallv in East Java.

Sugivono (2004: 59 mentions the researchers themselves who become instruments o
qualiative research. Besearchers conducting research in the Geld anust be able o anderstand the
real condittons. qualiative research methods. masaery of insight into the field under stody, the
regdmess of researchers to enter the ohiect of research both academecally und begistcally. In thes
reseirch, the instrument 15 Ruralks Bank in East Jova: Sidoaryo, Kman. Crestk and Surabonya

3.2 Data collection techndgoes

Is the st srategic step bnthis rescarch, because the main purpose of the sdy is w0 obain
data (Sugivono: 2014: 623 Data collection in this nesearch was conducted: 1) direct interviews
with refated informants namely 4 (foun Burads bank from Begency: Sidoagjo, Mojokeno, Gresik
and Surabaya as banks that had to face competition, 2) licratre swdy o find oar regalations on
RURALS BANK, 3) Observittion of Rumls Bank location

33 13 Daia Analysis Technigues

Mathew B Milkes and A Michael Hubermen tound a data anidyvsis model, presented m Figune

2 o= foslloer:
Figupe 2
[nteractive Cualitative Data Analysis Model

——— — .
(fpff?nllbctiny Dudit ;‘{# Drara Presentation “}

-

=,
-

Sowrce; Seegiyone Quantitalive, Qualilative and RED Research Methods
The explamstion of the data analysis model above:

1. Data collection
Researchers obtmned data throtigh imerviews with the help of questionnaires as a guide
s that interviews are more fargeted and targeted, Interview technigues are carmed oul in-
depth through asking guestions on the problems that are the focus of this research.
Literoiure study technigues are also carried owt o find out the regulations issved by the
government regarding RURALS BANK. Furthermore, to find out the location of
RURALS BANK , observation is needed.
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Data reduction
The reduction in the data refermred to by the researcher soris out and simplifics the data
obiained from in=depth interviews with the help of questionnaires w make the interview
mire direcied.
Presentation of data,
Researchers present data based on the results of interviews conducted carefully and
deeply. So that the real situation can be presented and determined actions must be taken.
Conclusion Withdrawal
The fimal stage of all the dat aoalysis, In order for consistency, the researcher needs
double check the results of the interview with the results of the rescarcher’s notes.

Deseription of Besults and Discussion
Deseription of Kesulis

Competition and regulation are challenges that must be faced by Rural bank today,
which heve been greatly developed wnd even experienced in all business sectors,
currently very few companies, including Rural Banks, are free from competition and
challenges except {or businesses that are truly unigue. But the situstion will not Bt long,
becouse in o short time there must have been someone who copied it. especially the
bisiness 1= very promizing. The development of RBural bank with challenges 15 directly
proportional, meaning that the more Rural bank develop, the grester the challenges.

Many Rural bank managed 1o get out of trouble and be able 10 make challenges an

opportunily OF course it really depemds on the conditeon of the Rural Bank,

Rural Bank competition comes from:

1. Inter (Rural Bank) data issued by the Indonesian FSA until January 2019
amounted o 1593 Bural bank, of which 359 Rural bank are in Esst Java Generally
Rural bank are engaged in:

. Savings inthe form of Savings

Banking Law Mo, 1071998 explains that deposits taken under ageeed conditions are
not allowed o be withdrawn by check, giro / or other equivalent instrument called
savings in the form of savings.

b, Deposits i the form of deposits

Deposits and withdrawals can only be done at a certain time. that's what is called
deposits in the form of deposits. In general, withdrawals betore matunity will be
subject to penalties, Deposits Depaosits uve the following charscteristics: first, there
is a minimum deposit that most be paid first. second: The time penod for withdrawal
is the third time penod: The period for disbursement of funds must be in accordance
with the initial choice. if it will not be subject to penalties; Fourth The deposit rare is
higher than the savings interest rste. however it is adjusted o the policy of the
Dieposit Insurance Corporation (LP5): fifth: A< the sixth Loan Guarsntee: Interest on
Dheposits is also Taxabie,

c. Ciive credit

Law Mo, 10 of 1998 siates “"credit 15 based on muotual agreement, between the
borroswer aiwld financial institutions w pay off obligations a1 & certan time period and
interest.
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MNon-Bank Financial Institutions
MNon-bank financial instostions inclede:
a. Pawnshop
Article 1150 of the KUUHP regulates pawning, a business entity that is officially
granted o Boense o make payments and channeling funds o the public, is a
pawnshop. Fawn shops in general. require movable property as collateral
b. Capital market
Securities rading transactiions, and professional instiutions related w secuniies are
regulated in Law Mo, B of 1995, The function of the capital market is to highlight the
transfer of funds from investors (o companics.
c.  Financial institutions
Institutions  that are regulated through Presidential Regulation Moo 9 of 2004,
function to provide tunds or capital. generally in the form of PT or cooperatives.
Financing Institutions can be owned by Indonesian citizens, of joint ventures with
foreign husiness entities with o capital requirement of a maximom of 85%
d. Insurance company
An insurance policy issued by an insUmnee Ccompany 15 a guaranies of profection for
customers agninst several receipts, for example accidents. ofd age. education, ete,

Commercial Banks
Wery close to the needs of the community because of the facilities and products they
have. Commercial banks provide transactions: accept deposits in the form of savings
and deposits, provide loan Tecilities, issoe debt securities, receive deposits and bills,
In addition, it is also engaged in foreign exchange and pension funds

Reguiation

O issued regulatien No 5/ POJKOZ £ 2005 regarding the minimum amount,

which gradually increased. Until 31 December 2019 core capital paid wp w0 rural
bank managers amounted o Bp 3 Billion. the amount will increase to Rp 6 Billion
by 2024, Regulation was Linched by OJK with the sim of profecting customers and
expanding the services that rural bank can offer, Bueal Banks In osder toomeet these
regulations, Rural Banks operating licenses will be revoked. OJK is currently issuing
data on the sumber of Rueal bank 1393, the mumber of which has nor mer the
roimirem capital requirement of 722 Rural bank,

Discussion
Rural bank will face competition from fellow Roral bank, Sharia Rural bak, non-

bank financial institutions and from wmm banks engaged in micro. All are engaged in the
same field. namely savings deposits, deposit deposits and providing credit {Siamat 2003).
Aceording o the East Tova Central Statstics Agency JumalhRural Bank as momy as 319
banks and Islamic Rural Bank & many as 28, Competition with non-bank fnancial
institutions, in terms of nterest rates on Rural Bank Ioans is cheaper bot in terms of
service, non-bank finansial insttutions ane faster,

Rural Bank Steategies 1o Face Challenges

1. Using Branding Strategics,

Tescry Py = (1080 7930
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Branding strutegics to encourage a positive and professional image of Rural Bank =0
that it is more adaptive to developments in the community.
Basically, the function of branding s to build images amd images for consumers and
society. 'With branding & is hoped that brands and brands will remember for a long
time. Meumeier (2003: 41 explains that in forming brands there are three ohjectives:
1) Torming images, building trust and lovalty, Basically the branding function is: 1)
in differcniise  from competitons’ products; 2 us a means to imtroduce 3) as
information shout products 4) as a means of waming to competitors. Brand elements
generall v consistof name, logo, design, slegan and tag line.,

2. Strengthening Institutional and Internal Refomm:
B. Limited Capital (Herdinata, 2010
This capital lenitatien will have an impact on a nomber of things including
limitations in business expansion, HE mapagement and the provision of [T
infrastructure that is not optimal, resulting in weakemng the competitivencss of
Rurals bank with other fimancial service imstituions,
Rumls Bank strategies o overcome capital that are still limited include o merger.
Meger is the merging of two or more companies into one. However, after the merger
does noed mean there are po problems, new problems anse: 1) The smplementaron of
the merger | acquisition requires substantial costs, inchxding the cost of a nodary or
legal consoltant, costs for financial consultants, closing costs for branch offices. etc.
Forced mergers reguire lange costs, The condition is that the bak resulting from the
merger increascs the LDR ¢ loan 1o deposit ratio. Therefore, strengthening bank
capital must be directed to incresse intermediation capacity, 2) Occurrence of
Worker Ranonalization, bosed on the experience of mergers of banks is- ofien
followed by dismissal actions that cause considerable umemployment. 3} Corpomate
collision due to different cultures, In every merger effort. there is always a problem
with the differences in corpomate culiine and the meluctance of bank owners 1o
become number wo, There is a cemtain pride if someone owns a bank so they are
reluctant to merge. Bankers feel it is better to be number one in a small bank than in
@ bunk that resulis from being merged e o secomd person, Thus, banks with the
same share cwnership will be essier 1o consolidare compared 10 banks with differem
sharcholders. But even it ownership is the same as a merger from a bank, it is not
easy. In addition o the unwillingness of the direciors of each bank, the corporate
culture af each bank is different, In the merger process, there can then be attracton
between the various interests in cach bank to maintain its corporate culture. All of
the above ohstacles are certainly things that must be considered before the Rural
Bank merges,
Another Rural Bank strategy to overcome capitzl is to invite new investors, new
investors may only garmcipate in invesing but not participste in managing, But there
are new nvestors in addition 10 investiing also managing., o inviting new invesions,
it must be chosen who has a similar cutlook =0 that o does not become 4 stumbling
block for Rural Bank development,
b, Irnproving Good Corporate Governance {GOG)
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BPR prepares o business plan that is carvied out at the end of each year in which
includes a BPR road map that is used as a guide in conducting business so that it
can kgpw what the right strategy is used every year. For now the business will
excel does not depend on the size of the business, but the superior depends on
the ability to anticipate and sdapt to changes in change

. Iimproving the Quality of Human Resources (HR )

d. The most decisive capital in business is HR (Dimow, AL}, The qualiy
of human resources must be improved in onder to have imegrity, meaning that
thaughts and speech musi be rue, According 1o Hazudm e, Al (20131 directors
must be SMART GOOL (5 = Specitic; M = Measurchle: A = Achievement: B =
Realistic; T = Time). meaning that & director in determining the target must be
specific, measurable, clear, realistic and the time must be clear, directors not
anly give direction, motivate but also have to provide strategies so that it can be
an energy For employees to work (Triske e. t al 2014). Companies must
understand that emplovees can be categoresed into three groups: 1) Job only
emplioyecs in this category only do their jobs. s0 employess come and work: 2
carcer, emplovees also think sbout how their careers should improve: 3)
Colling. employees will be able to develop if it gatches their passion (The right
person on the right person), To be able to improve the quality of human
resources  with integrity, companies must be able o understand  which
employees belong o the group, The compan v must really provide opportanities
for carcer amnd collin group employees. becouse the group will become an
whstache if they feel that their carcer cannot develop and does not work in their
peOsItaons,

£ Products and services are more varied
Farham, (2012}, explains that one popular strategy for several vears is the
concept of vilue-added., Now the main problem is that many products are
circulating., =0 adding value o products or services s a must, There 5 no
denying the lack of added value will the difficulty will win the competition in
busingss, If 1 only play in margin prices that are only small, the fact thar
determines  long-term success is the suceess of growth and mln. aned
profitability. It's possible that Nincty-nine percent of the products offersd are the
samie as competitors, bul the one percent must be different from comperitors,
mamely regarding leaders from all aspecrs, Must sor oot products and services
that are needed by the community, and try o find 4 niche market or need
matket. In providing credit to home industeies, companies must understand the
business cycle of the business to be financed. The hope 15 that BPRs will not
lend to businesses whose life cycle is shorter than the repayment peniod, if this
happens it will cernminly canse bad eredit,

Rurals Bank strategies to make products and services more varied;

17 Providing advice and services w0 customers in a professional manner, many
consiltants and professionalism determine fees based on the advice given,
BPE as a professional seller is recommended 1o provide value o the
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product. By giving far better and more complex advice than competi tors. Of
course authority, wisdom and broad understanding are needed

2y Creste a special program For loval customers. the loan amount s increased,
the loan interest rate decreases,

31 Provide skills traming or seminars related to prodects produced by
customers, S0 that the business can grow and accelerate, i requires
additional capital from Kurals Bank loans.

4)  Faster service to customers is the key to success to heat competitoms.

£ Conclusion
a. With the release of POJK Mumber 5 ¢ POJK O3 ¢ 2005 1f 1t does not increase the come
capital of 722 BPR=s. they are threatened o close. Banks with core capital below Rp.
3 billsoen are 374 banks and those with core capital in the range of Rp. 3-6 billion are
as many as 345 banks.
b. The strategy used by BPR to survive by using several methods:
17 Branding Strategy, which aims to build a positive image on customers with
sloguns, tag lines.
21 Swrengthening Institutional and Internal Reform:
= Ohvereoming the limited capital by whing two methods, namely conducting o
merger and inviting other investors where both there are sdvamages and
disadvantages =0 they must do a thorough anal ysis before deciding.
= [mprove govermance, by preparing a business plan which is a gusdeline for
determining strategy, because business success is not determined by the size
of the company but is determined by the speed of anticipating change.
= [mproving the quality of HR developing HR with integrity means that berwezn
thoughts and speech must be the same. by understanding the three HRE
ErCaIps.
= More vaned products and services, the congept of value added, Ninety-nine
percent of products ams the same as competitors, but one percent must be
different from finding a niche market that is needed by customers.
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