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 Offshore loans to Indonesian borrowers are essential for 

financing large-scale investment projects in Indonesia. This 

research uses a mixed method between case studies and 

Spearman Rank correlation tests. The qualitative approach was 

through interviews to collect research data and continued with a 
quantitative approach using the Spearman Rank correlation test. 

The study found that during 2017 and 2022, there are offshore 

loans were used for project financing with sector similarities with 

greenfield FDI inflows and international project finance. Also, 

there were representative offices actively involved in the M&A 

process of a national bank in 2022 and a Multi finance company 
in 2020. This research fills a knowledge gap regarding the role of 

foreign bank representative offices concerning FDI inflows in 

Indonesia. 
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1. INTRODUCTION 

Multinational commercial banks enter foreign markets using the entering mode through 
FDI (Foreign Direct Investment), opening branches and representative offices, or through 

the acquisition of part of the shares or the entire capital of local financial institutions 

(Ahmad, 2012). Foreign bank representative offices are a unique form of international 
banking office network because the activities carried out are different from bank office 

networks in the form of branch offices that can carry out intermediation or collection of 

customer funds and lending activities. In accordance with the Regulation of the Financial 

Services Authority of the Republic of Indonesia Number 12 /POJK.03/2021 concerning 
Commercial Banks (2021), foreign bank representative offices in Indonesia can only carry 

out contact functions between banks headquartered abroad and stakeholders who have 

related business activities in Indonesia. 
The requirement for opening a foreign bank is to contribute to the Indonesian 

economy, which is stated in the work plan where the representative office foreign bank as 

a representative of the head office of a foreign bank, is also required to be able to contribute 
to Indonesia's economic development (POJK, 2021) to fund sector projects that are 

prioritized to support national development. 

One of the most significant factors to increase a country's economic growth is FDI. 
Greater FDI inflows are needed to supplement domestic savings (Tanaya & Suyanto, 2022). 

https://creativecommons.org/licenses/by-nc/4.0/
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The International Monetary Fund (IMF) and World Bank agencies began recommending to 

all countries to create favorable conditions to attract FDI to ensure a high level of 

development (Pelinescu & Radulescu, 2009). In some previous studies, it was found that 

FDI influences Indonesia’s economic growth and there is a hope to attract more FDI inflow 
in Indonesia (Tanaya & Suyanto, 2022; Sijabat, 2022; Kurniasih, 2021; Meivitawanli, 

2021; Cahyadin & Sarmidi, 2019) 

By encouraging multinational companies to invest, host countries hope to generate 
spillovers as FDI transfers intangible assets to affiliates, which can then spread to local 

firms (Vasa & Angeloska, 2020). FDI inflow to developing countries plays an important role 

in the dynamics of economic growth (Lestari et al., 2022). FDI flows are considered to have 
significant momentum mainly due to the booming mergers and acquisitions (M&A) market 

as well as rapid growth in international project financing as a result of loose financing 

conditions and major infrastructure stimulus packages. 
Globalization has made the economic linkages between countries tighter, with the 

growth of world foreign funding per year reaching 739% from 1990 to 2021 (UNCTAD, 

2023). In fact, in terms of world trade volume in 2022, it has grown by 400 times from the 

level in 1950 (WTO, 2022). The massive interconnectivity between countries makes the role 
of international finance even more vital. International finance is a part of economic theory 

that studies the dynamics of international trade on currency exchange rates and foreign 

investment and funding (Levi, 2009). The openness of an economic system causes its 
problems, according to Sercu (2009) there are six main issues in international finance, 

namely: (1) Exchange rate risk, (2) Geopolitical risk, (3) Market segmentation in consumer 

goods, (4) Credit risk, (5) Corporate governance aspects, (6) International taxation. 
The development of a project certainly requires funding, as the role of the opening 

of global markets widens the potential for funding, especially from foreign funds. The effects 

of the global financial crisis have increased funding flows to developing countries because 
investors are looking for relatively high returns (McCauley et al., 2015). On the other hand, 

asymmetric information from foreign banks is often a risk in itself, so a study from Beck 

et al. (2017) suggests shorter-term loans with stricter collateral requirements. 
Foreign banks in Indonesia have helped in supervising offshore lending activities 

from bank headquarters abroad to companies in Indonesia, including several mega projects 

that require large capital investments such as the State Electricity Company (PLN) initiative 

energy project, dam and irrigation construction, China Indonesia Fast Train infrastructure 
development, and other Indonesian government projects that are expected to have links to 

greenfield projects or international project finance. Based on UNCTAD data (2022) 

greenfield projects that grew the most in terms of project value in 2020-2021 include the 
Electronics and electrical equipment, Information and communication, Construction, 

Transportation and storage industries while international project financing grew 

significantly including the Mining, Electricity, Oil and gas, Telecommunications, 
Transportation infrastructure industries. 

Foreign banks actively provide information on Indonesia's economic, financial, and 

trade performance to potential investors from abroad or introduce foreign bank 
headquarters to companies in Indonesia that will be targeted as investment targets. These 

activities can support the successful realization of FDI through cross-border M&A activities 

in Indonesia. 

Activities carried out by foreign banks in Indonesia in terms of supervision of 
offshore loan portfolios and as a medium of information in the M&A process, are not 

directly identified in the FDI data administered by the Government of Indonesia through 

The Investment Coordinating Board, however, the Government continues to strive to 
increase investment flows, and one of them is carried out by The Investment Coordinating 

Board (BKPM, 2020) by supporting the opening of bank representative offices in Indonesia 

aimed at encouraging investment through financing or providing loans for projects in 
Indonesia. 
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Publications on the implementation of the functions of the foreign bank 

representative office in Indonesia are still very limited and thus, research on the role of 

foreign bank representative offices, especially in encouraging increased foreign investment 

in Indonesia in the form of FDI, has never been conducted by previous researchers. Some 
studies related to foreign bank representatives include Ge et al. (2016), Calzolari et al. 

(2018), Hagemejer & Tyrowicz (2012) and Demirbag et al. (2008) also revealed more about 

foreign bank representatives in the form of branches or subsidiaries. 
Although quite several researchers have raised the theme of the relationship 

between the banking sector and FDI inflows, there is no consensus on the directional 

causality between banking sector development and FDI inflows to the host country 
(Tsaurai, 2014). Insight into the relationship between the banking sector, especially in the 

form of representative offices of foreign banks, and FDI is new in Indonesia, so it is 

important to conduct this research to complement the literature on the function of 
representative offices, especially in bridging the strategy of bank headquarters to invest in 

Indonesia. 

2. RESEARCH METHOD 

This research uses a mixed methods procedure, a qualitative approach through interviews 
to collect research data and a quantitative approach using the Spearman Rank correlation 

test. The qualitative analysis in this research uses case study methodology, which allows 

researchers to conduct in-depth exploration of complex phenomena in several specific 
contexts. The qualitative approach plays an important role in examining the role of the 

foreign bank representative office in Indonesia as a representative of foreign banks in 

encouraging foreign investment through FDI in Indonesia, which is not easily described in 
quantitative data analysis. Published data on the role of the foreign bank in encouraging 

foreign investment through FDI in Indonesia is still very limited, so the use of a qualitative 

approach is believed to provide deeper insights and broaden the researcher's 
understanding of it, as well as complement some previous research on the relationship 

between the banking sector and FDI inflow. This research was conducted in an exploratory 

and qualitative manner to comprehensively explore the opinions of foreign bank 
representative office leaders regarding their role in encouraging increased FDI inflow in 

Indonesia. 

The population of this study includes all representative offices of foreign banks 

registered with the Financial Services Authority until December 2022, which is 23 
representative offices of foreign banks. Semi-structured interviews were conducted from 

March to May 2023 by sending a list of questions via email to 12 representative office 

leaders who met the criteria. Two representative offices refused to participate due to 
internal company considerations, and one representative office did not confirm the 

deadline for writing this research. So, in the end, the research data and information were 

obtained from 9 representative offices of foreign banks. The interviews were mostly 
conducted in writing to provide convenience and more time for participants to respond and 

if necessary, consult with the bank's head office abroad. In addition, direct interviews were 

also conducted using online media with two representative office leaders.  

3. RESULTS AND DISCUSSIONS 

Data collection conducted by interviewing nine Foreign Bank Representative Office Heads 

provides information on the profile of foreign bank representative offices in Indonesia as 

follows: 
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Table 1. Profile of Representative Office Respondents 

Respondent 

(Year of 

establishment) 

Country Majority 

Ownership 

Head Office Business 

Segment 

Foreign Bank 

Representative 

Office Leader 

R1 (2018) Tiongkok Government Wholesale Banking 
services 

Foreigner 

R2 (2016) France Private Corporate and Investment 
Banking 

Foreigner 

R3 (2018) Korea Government Wholesale Banking 
services 

Indonesian 

R4 (2004) Netherland Private Wholesale Banking 
services 

Indonesian 

R5 (1995) United States 

of America 

Private Investment and Wealth 
Management 

Indonesian 

R6 (2020) United Arab 

Emirates 

Government Corporate Investment 
Banking 

Indonesian 

R7 (2014) Thailand Private Commercial Bank Foreigner 

R8 (1982) Japan Private Commercial Banking, Real 
Estate, Trust (Asset 
Management) 

Foreigner 

R9 (2013) France Private Corporate and Investment 
Banking 

Indonesian 

The nine representative offices of foreign banks sampled for the examination 

showed active activities in Indonesia, reflected in the amount of offshore lending from the 
head office, which represented 91% of total offshore lending as of December 2022. A total 

of five representative offices of foreign banks, or the majority, are from countries in Asia. 

This implies that the selection of foreign bank representative office locations takes into 
account geographical proximity, which tends to characterize cultural similarities. Mutinelli 

& Piscitello (2001) found that local banking system characteristics do not affect the 

presence of banks in foreign countries when acquired through branch offices; however, it 

will affect the location of representative offices, although to a marginal degree. 
Indonesia is known to have bilateral intergovernmental cooperation relationships 

with several countries, especially China. Sinintya & Sebayang (2019) via 

https://www.cnbcindonesia.com/ wrote about the Belt and Road Initiative ("BRI") program 
initiated by President Xi Jinping in 2013 and became a very important source of direct 

investment (FDI) for several countries, in the context of infrastructure development that 

supports the improvement of trade and economic channels between countries in Asia and 
beyond. Indonesia and China signed several Memorandum of Understanding (MoU) in the 

framework of the BRI program on a government-to-government (G2G) and business-to-

business (B2B) scale, among others on April 26, 2019 (https://www.antaranews.com/) 
and November 16, 2022(https://www.menpan.go.id/). 

3.1 The role of foreign bank representative office to mitigate Asymmetric Information 

Asymmetric information is a factor that reduces market efficiency because it can lead to 

wrong price patterns and choices. Investments cannot be financed under the right 
conditions, and outcomes that will adversely affect national economic growth may arise 

(Okuyan, 2014). Some efforts to reduce asymmetric information include the establishment 

of credit agencies tasked with collecting information about loan applicants and securing 
loan repayment through the binding effects of collateral and contracts. 

The activities of the Representative office as a representative of foreign banks in the 

offshore lending process or the provision of investment consulting services to companies 
and government in Indonesia are driven by the need for foreign investors to obtain 

information about the potential for overseas investment development, the ability to serve 

major customers operating in foreign countries, and knowledge of local regulations and 
government policies applicable in Indonesia. This is as research by Pegan et al. (2020) who 

https://www.menpan.go.id/
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concluded that representative offices can oversee overseas markets by controlling the 

implementation of the company's branding strategy, suggesting possible adaptations, and 

maintaining close relationships with distribution partners. 

Foreign bank activities in Indonesia intermediate the implementation of foreign 
investment strategies from headquarters, including representing investors and home 

country governments to provide financing for large-scale projects in Indonesia. Some 

foreign bank representatives said that the background of opening representative offices of 
foreign banks in Indonesia was aimed at capturing investment opportunities and 

capitalizing on Indonesia's macroeconomic prospects which were considered to provide 

benefits for parties involved in international business and investment activities. This 
corroborates the research of He et al. (2024) that banks follow their customers abroad to 

continue serving them and protect valuable business from overseas competitors. Qian & 

Delios (2008) in He et al. (2024) also mentioned that Japanese banks make foreign 
investments to gain internationalization benefits by following existing customers and to 

achieve economies of scale in the use of intangible assets in foreign markets. 
 

Table 2. Realization of Foreign Bank Representative Office Activities 

Foreign Bank Representative Office Activities in Indonesia Respondent Percentage 

Supporting home country government programs 1 11,1% 

Assisting as communication liaison of the Regional Office and 

Head Office of the bank with various entities in Indonesia. 

9 100% 

Monitoring the quality of offshore loans from the bank's Regional 

Offices and Head Office 

9 100% 

Collecting information about Indonesia 9 100% 

Supporting international clients, local conglomerates and state-

owned enterprises in areas of the bank's expertise. 

9 100% 

In carrying out their activities, many foreign bank representative offices cooperate 

with Export Credit Agencies (ECA). This is in line with the explanation of Jiang & Wamuziri 
(2008) who believe that ECAs play several key roles in international private-finance 

initiative/public-private partnership (PFI/PPP) projects that contribute significantly to 

accelerating economic growth and the provision of essential services and infrastructure. 

ECAs play several key roles in the realization of international PFI/PPP projects and are 
central to the efficient risk management of such projects and can attract FDI into 

infrastructure in developing countries. The role of ECAs can be as lenders to exporters, 

investors, or directly to special-purpose vehicles (SPVs). ECAs also play an insurance 
underwriting role, providing cover for non-commercial risks such as inability to convert 

currency and transfer restrictions, expropriation, war and civil unrest or breach of 

contract. Professional advisory roles include project finance arrangements and dispute 

resolution services. 

3.2 Activities of foreign bank representative offices to encourage increased FDI inflow 

Offshore lending from foreign bank headquarters encourages foreign investment in 
Indonesia. All respondents who provided answers to the interview questions indicated that 

offshore loans disbursed from foreign bank headquarters to debtors in Indonesia were 

partly for investment purposes in Indonesia. Furthermore, 88.9% of the respondents stated 

that the investment loan is believed to be related to greenfield projects and international 
project finance, and two respondents representing 22.2% of the sample informed about 

head office investment in the form of acquisition of company ownership in Indonesia. 

Table 3. Types of foreign bank representative office Activities based on FDI Mode 

Type of Activity by Mode of FDI Respondent Percentage 

There are offshore loans intended for investment financing 9 100% 

There are offshore loans aimed at financing greenfield 

investments in Indonesia 

5 55,6% 
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There are offshore loans intended for investment financing in the 

form of international project financing in Indonesia. 

3 33,3% 

There is a realization of M&A in the study period 2 22,2% 

 Casella et al. (2023) in an IMF working paper mentioned that there is great interest 

in greenfield investment because it is considered to have the greatest impact on the host 
economy, although extensions of capacity, which means additional new investment that 

expands the production capacity of existing affiliates, may also have a similar impact. 

3.3 Spearman Rank Correlation Test Results 
Table 4 explains the results of the correlation test between the characteristics of foreign 

bank representative offices represented by the variables of offshore loan realization, 

country of origin, majority ownership, bank business segment, and the mode of FDI 
conducted by the bank's head office. 

The formulation for finding the Spearman correlation in this study is as follows: 

 

   𝜌 = 1 −
6∑𝑏𝑖

2

𝑛(𝑛2−1)
    (1) 

 
Equation 3 1 Spearman Correlation 

 

Description: 

ρ (rho): Spearman Rank correlation coefficient value 
bi: difference in rank of each data  

n: Number of respondents 

 
Table 4. Correlation Test Results of Foreign Bank Representative Office Characteristics and FDI 

Mode 

The correlation coefficients between the mode of FDI and the bank's country of 
origin and majority ownership each show a weak strength of relationship, while the bank's 

business segment has a moderate relationship with the mode of FDI. The relationship 

between offshore loans and FDI mode is very weak with a negative direction. This finding 
is quite in line with the study of Gizaw et al. (2023) who found that ease of obtaining credit 

is one of the factors significantly associated with FDI inflows. The estimation results in the 

study reflect that getting credit had a negative impact on FDI inflows in East African 
countries from 2010 to 2019, i.e. every 1% increase in credit will lead to a decrease in FDI 

inflows by 2.63%. 

The significance test conducted also shows that the relationship between these 

variables is above the 5% significance level so that it can be concluded that Ha is rejected, 
and Ho is accepted or there is no significant positive relationship/correlation between the 

characteristics of foreign bank representative offices in Indonesia and the mode of FDI 

inflow in Indonesia. The choice of investment type through offshore loan in the FDI mode 
of greenfield investment, international project finance, and mergers and acquisitions are 

influenced by factors that are not the test variables. Researchers suspect that this is related 

to investment decisions by the head office or regional office of foreign banks that are 
influenced by many other factors such as macroeconomic conditions, government policies, 

or long-term business strategy plans that require further data and research. 

 
FDI Mode  

Coefficient p-value (1-tailed) 
Bank's Country of Origin -0.268 0.243 

Majority Bank Ownership 0.141 0.359 

Bank Business Segment 0.480 0.095 
Offshore loans -0.075 0.424 
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4. CONCLUSION  

This study aims to analyze the role of foreign bank representative offices in encouraging 

increased FDI inflow in Indonesia during the period 2017 to 2020. Data was collected 

through interviews with samples from 9 foreign bank representative offices and various 
secondary sources and analysis using mixed methods between qualitative and 

quantitative. The head office of the foreign bank representative office invests in Indonesia 

due to favorable macroeconomic prospects with various entities to mitigate asymmetric 
information. The foreign bank representative office mediates the implementation of foreign 

investment strategies from the head office, including representing investors and the home 

country government to provide large-scale project financing in Indonesia. The statistical 
test between the characteristics of the foreign bank representative office and the mode of 

FDI found an insignificant correlation, so the hypothesis Ha that there is a significant 

relationship between the variables is rejected. The findings of this study suggest the general 
idea that activities undertaken by foreign bank representative offices in Indonesia have the 

potential to encourage increased FDI inflow in Indonesia. The results of this study can also 

be a preliminary hypothesis for further research on FDI through the banking industry in 

Indonesia in the form of branches or subsidiaries. There were difficulties in data collection 
and exploration because some target respondents objected to submitting information 

regarding the realization of activities carried out in Indonesia. 
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