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ABSTRACT

The Herfindahl-Hirschman Index (HHI) is a tool for measuring industrial concentration. Industrial
concentration is an indication of the occurrence of monopoly. Supervision of business competition is one of the
tasks of the Indonesian Competition Commission (ICC) per the Law of the Republic of Indonesia Number 5
Year 1999. This research aimed to determine the effectiveness of the use of HHI in measuring the concentration
of financial-technology industry. This research used normative and descriptive judicial research methods. This
study examined several calculation patterns in using HHI. This research concluded that the financial-technology
industry has a broad scope. Financial technology has a wide range of industries. Measurements based on
financial technology are imprecise. Financial technology includes peer-to-peer lending, crowd funding,

financial literacy, insurance, and others.
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1. INTRODUCTION

The Indonesian Competition Commission has the task of
supervising businesses in carrying out their business
activities to avoid monopolistic practices and unfair
business competition [1]. One indication of the occurrence
of unfair business competition is the occurrence of
industrial concentration. The measurement of industrial
concentration uses the Herfindahl-Hirschman Index (HHI).
The measurement of concentration index is based on the
similarity of business industries. Kulmetov measured the
banking industry [2]. Measurement of the financial sector
has also been done in the financing industry [3]. The use of
data in measuring HHI for the financial industry uses total
assets, not total sales. Sales to financial institutions does not
have a direct relationship with company size. Assets reflect
the size of the company that can affect the market. Assets
of financial institutions are the company's ability to manage
funds obtained from the public [4]. The measurements of
industrial concentrations of baby diapers have also been
conducted. [5]

The HHI value of 10,000 indicates that there is a
concentration of monopoly. The value of HHI that is still
allowed, is between 1,000 and 1,800 [6]. The HHI value
above 2,500 indicates that the industry has a high
concentration [7].

HHI influences the stability of the banking-industry system
[8]. HHI also has its drawbacks. HHI focuses on the position
of the dominant business. HHI focuses on the market share
of sales [9].

The violation of HHI will harm the economic system of a
society. Therefore, the government regulates industrial
concentration through an independent commission based on
statutory regulations. A concentrated industry creates a
deadwood loss [10].

The measurement of HHI in the financial-technology
industry is a new thing. Merger and acquisition transactions
in the financial-technology industry are still few. The
measurement of HHI is still rarely done. This study focused
on the use of HHI in measuring the concentration of market
structure of the financial-technology industry.

The novelty of this research is in explaining the use of HHI
in the financial-technology industry. The study fills an
unprecedented research gap regarding the characteristics of
the financial-technology industry.

This study has research questions regarding how the market
structure of the financial-technology industry is, and how to
use the right HHI in measuring the concentration of
financial-technology industry per the laws and regulations.
This research provides a definition of the financial-
technology industry. Research contributes to regulators and
practitioners that the calculation of HHI for industrial
technology must be separated by sector. Merging the
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technology industries into one will result in the HHI index
not reflecting actual conditions.

2. RESEARCH METHOD

This research used the descriptive normative method. This
research studied the research materials in measuring the
financial-technology industry based on Indonesia's existing
laws and regulations. The laws are Banking Law, Financial
Services Authority Law, and Central Bank Regulations.
This research obtained primary, secondary, and tertiary
materials. Primary materials are materials obtained directly
from the field. Secondary materials are the laws and
regulations that apply in measuring the market-
concentration index. Tertiary materials are the information
which is published in public domain [11].

3. DISCUSSION

3.1. Financial Technology Industry Structure

The financial-technology industry is an industry that
combines the business in financial sector by using
technology. The financial sector consists of the banking
industry, financing, insurance, capital markets, venture
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capital, microfinance institutions, pawnshops, and others.
This definition is released by the Financial Services
Authority of Indonesia. The financial industry has total
assets of more than thousands of trillions. The details of the
financial sector are described in Figure 1.

The financial-technology industry is not part of the financial
industry. The financial-technology industry is the same as
the financial industry. The financial-technology industry
has the same characteristics as those of the financial
industry. The financial-technology industry has the function
of collecting public funds, distributing financing to public,
and offering capital market products and insurances.
Therefore, the financial-technology industry is an industry
that is equal to the financial sector.

The grouping of financial-technology industry needs to
follow the existing financial-industry groupings. The
financial-technology industry is not a single industry, but is
the same as the current financial industry.

The financial-technology industry needs to be divided into
sub-sectors. At this time, we only know about the financial
technology. Financial technology consists of more than one
sub-industry. The division of financial-technology industry
must follow the existing division of the financial industry.
Redefining the financial-technology industry is crucial. Due
to the rapid growth of financial-technology industry, the
introduction of financial-technology industry should be
done as soon as possible. The public, regulators,
practitioners only know one industry, namely the financial-
technology industry.
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Figure 1 Financial Industry Explanation

3.2. The Use of HHI in Measuring the HHI =X (Market Share;)* x 10.000

Concentration of Financial Industr
y In measuring HHI for the financial-technology industry, it

must be separated and should not be grouped. This is due to
the different characteristics of financial-technology industry.
The financial-technology industry should be grouped as
depicted in Figure 2.

HHI is a formula for measuring market concentration. HHI
was discovered by Orris C. Herfindahl and Albert O.
Hirschman. Market concentration is part the of market-
structure measurement. The HHI formula is as follow [12]:
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The division of financial-technology industry sector will make
it easier for policy makers. Merging all sectors into one
financial industry will confuse the public and business actors.
The grouping of industries into sectors will facilitate oversight

Financial w

Advances in Economics, Business and Management Research,volume 216

by regulators. Business actors will find it easier to control the
competition. People will also find it easier to compare one
service to another.
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Figure 2 Financial-Technology Industry Grouping

Measures in the HHI must also be separated from the data
used. P2P Lending must be divided into two main groups,
namely receiving funds and distributing funds, which are
different. This grouping will clarify the concentration of each
industry.

SME Financing is calculated based on the total disbursed-
funds. In contrast, the payment system is calculated based on
the number of transactions that occur and are carried out
through the existing system. HHI Crowd Funding is calculated

based on the number of funds obtained. Insure Tech is
calculated based on the number of policies and funds issued.
The bases of calculations are shown in Table 1 and Table 2.
The measurement of technology-based companies is different
from that of conventional companies. The measurement of
technology-based companies should be based on the source of
revenue stream. Technology-based companies can have very
minimum assets. This is different from the conventional
companies that have large amount of assets.

Table 1 HHI Calculation for Financial-Technology Platform

No. Financial Technology (Platform Only) HHI Based

1. Payment System Transaction Amount
2. Insure Tech Number of Transaction
3. Crowd Funding Transaction Amount
4. Data / Credit Scoring Number of Client

5. SME Financing Transaction Amount
6. P2P Lending Transaction Amount
7. Crypto Currency Transaction Amount

The financial-technology industry has different characteristics
from the traditional-financial sector.

The technology of financial industry has two functions,
namely technology providers and fund managers. Not all
financial-technology companies perform both of these
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functions. Some serve only one function as a technology
provider, some provide fund management, and some do both.
The calculation of HHI must be based on the types of business
and the sources of income rather than the activities. The source

of income indicates the target financial-technology company.
The measurement of HHI must understand about the business
model of each industry.

Table 2 HHI Calculation for Financial-Technology Platform

No. Financial Technology (Business) HHI Based

1. | Payment System Transaction Amount
2. | Insure Tech Total Asset

3. | Crowd Funding Transaction Amount
4. | Data/ Credit Scoring Revenue

5. | SME Financing Total Asset

6. | P2P Lending Total Asset

7. | Crypto Currency Total Asset

4. CONCLUSION

The financial technology industry is an industry consisting
of several financial sectors as well as the financial industry.
The measurement of the concentration of financial-
technology industry must be calculated based on each
sector. Merging the financial sector into one will lead to
errors in interpreting the results of HHI.

The financial-technology industry is not a sub-industry of
the financial sector. This research has a limitation, because
it is only based on the existing rules and calculations. In the
future, this research can be developed by comparing the
total financial-technology industry to the financial-
technology sub-industries, such as P2P Lending,
Crowdfunding, Insure Tech, and others.

REFERENCES

[1] KPPU. Peraturan Komisi Nomor 01 Tahun 2014
Tentang Organisasi dan Tata Kerja KPPU. [Internet]
2015. Available from https://kppu.go.id/wp-
content/uploads/2015/08/PerkomNo01Tahun2014-
TentangOrganisasidanTataKerjaKPPU.pdf

[2] Wibowo J. I. A. Analisis industri makanan
tradisional berbasis concentration ratio, herfindahl-
hirschman index, dan minimum efficient scale. Inovasi
[Internet]. 2019, 15(1), pp: 26-43. Available from:
http://journal.feb.unmul.ac.id/index.php/INOVASI

[3] Kulmetov M. R. The Importance of Using the
Herfindal-Hirschman (HHI) Index in Determining the
Level of Competition Between Banks in Uzbekistan.
International Journal of Business Education and
Management Studies, 2021, 1(1), pp: 23-31.

[4] Johan S. The Structure of Consumer Finance
Industry in Emerging Market (Empirical Evidence:

Indonesia 2000-2015). Jurnal Manajemen Bisnis dan
Kewirausahaan, 2017, 1(2), pp: 9-16.

[5] Johan S. Analisis Struktur Industri Pembiayaan
Indonesia. Jurnal Muara llmu Ekonomi dan Bisnis,
2017, 1(1), pp: 18-25.

[6] Sugiarto L. Analisis Struktur, Perilaku dan Kinerja
Industri Popok Bayi Sekali Pakai di Indonesia. Jurnal

Manajemen Bisnis dan Kewirausahaan. 2018, 2(1), pp:

112 -122.

[7] Ukav I. Market Structures and Concentration
Measuring Techniques. Asian Journal of Agricultural

Extension, Economics, and Sociology, 2017, 19(4), pp:

1-16.

[8] Johan S. (2021). Merger, Akuisisi dan
Restrukturisasi, IPB Press, Bogor,

[9] Fatoni A, Sidig S. Analisis Perbandingan Stabilitas
Sistem Perbankan Syariah dan Konvensional di
Indonesia. Jurnal Ekspansi: Ekonomi, Keuangan,
Perbankan, dan Akuntansi, 2019, 11(2), pp: 179-198.

[10] Naldi M, Flamini M. Censoring and Distortion in
the Hirschman—Herfindahl Index Computation. Econ
Pap. 2017, 36(4), pp: 401-415.

[11] Johan S. & Ariawan A. Internet-Connected
Approach in ldentifying Capital Market Crime at
Information Technology Era. Advances in Social
Science, Education and Humanities Research. 2021,
570, pp: 217-221.

[12] Salvatore Dominick. Managerial Economics.
Oxford Press. 2015.

11


https://kppu.go.id/wp-content/uploads/2015/08/PerkomNo01Tahun2014-TentangOrganisasidanTataKerjaKPPU.pdf
https://kppu.go.id/wp-content/uploads/2015/08/PerkomNo01Tahun2014-TentangOrganisasidanTataKerjaKPPU.pdf
https://kppu.go.id/wp-content/uploads/2015/08/PerkomNo01Tahun2014-TentangOrganisasidanTataKerjaKPPU.pdf



