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ABSTRACT

The volume of commodity futures trading transactions in Indonesia exhibited
significant positive growth from 2016 to 2020. The Commaodity Futures Trading
Regulatory Agency (CoFTRA) is responsible for guiding, regulating, developing,
and overseeing the mechanisms and subjects of commodity futures trading.
However, the country's commodity futures trading sector needs better governance
arrangements to tackle the problems faced by futures brokers and traders. Given
the risky, intricate, and volatile nature of commaodity futures trading, research have
been conducted to evaluate the governance arrangements for Indonesian
commodity futures trading actors in consumers’ protection and compare them with
best practices using a framework. This qualitative research collected data through
a literature review (theory, information, and data) and interviews with the Bureau
of Legislation and Enforcement of CoFTRA to validate the list of
recommendations for improvement being proposed. The results showed that while
the governance arrangements for Indonesian commodity futures trading actors
satisfy some of consumers’ protection principles and match the best practices,
CoFTRA, as the regulator, must adopt the list of recommendations presented to
strengthen the governance arrangements in terms of consumers’ protection.
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1. INTRODUCTION

The development of good corporate governance (GCG), which is also perceived
as a form of failure to regulate company activities, has been ongoing for centuries.
According to historical documentation, relevant regulators from various countries
have enacted regulations monitoring the implementation of GCG best practices
(IFC, 2014). The Indonesian government has also issued and revised various
regulations to realize GCG ideal practices, one of which is the amendment of the
Limited Liability Company Law. The Coordinating Ministry for Economic Affairs
(Ministry of Economic Affairs) formed the KNKG and issued the 2006 General
Guidelines for Indonesian GCG to support and ensure its implementation in
companies (IFC, 2014).

GCG must be implemented in various industries, specifically in the financial
sector. Any company that is stable long-term and can fulfill its investors' rights is
run according to GCG principles. Sukamulja (2004) stated that from a
macroeconomic perspective, fulfilling investors' rights increases investment
growth. Good investor protection is a manifestation of effective corporate
governance. Financial markets must enact certain rules to legally protect investors,
including the government, courts, and market participants (Porta, Lopez-de-
Silanes, Shleifer, & Vishny, 2000). The legal protection of investors' rights is one
of the key elements in GCG (Shleifer & Vishny, 1997). According to Mallin (2019),
the implementation of governance helps to ensure that the control system is used to
protect assets, prevent strong individual influence, maintain the relationship
between company management, the board of commissioners, directors,
shareholders and stakeholders, ensure the company is operated in accordance with
the shareholders' objectives, as well as promote transparency and accountability.
Andriyan and Supatmi (2010) stated that implementing governance must reduce
conflicts of interest between the management and investors, including managing
agency costs. Improved performance and firm value due to the implementation of
governance reduce the risk of managers making unfavourable decisions and
ultimately increase investors' confidence in the company (Tjager, Antonius,
Djemat, & Soembodo, 2006). Governance is a framework for realizing
accountability, transparency, and trust (Mai, Pratiwi, & Mauluddi, 2021).

One of the financial companies in Indonesia that needs attention regarding GCG
development and consumers’ protection is the commodity futures trading industry.
This is because the commodity futures trading firm is classified as a risky, complex
and volatile activity. Based on the CoOFTRA Performance Accountability Report
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(2020), there was an increase in the total volume of commodity futures trading
transactions from 2016 to 2020. The total volume of transactions for multilateral
contracts and alternative trading systems in 2016, 2017, 2018, 2019, and 2020 are
7,012,220 lots, 7,046,179 lots, 8,821,762 lots, 11,122,638 lots, and 13,215,668 lots,
respectively. Since 2020, the growth of commodity futures trading transactions has
continued to show a positive trend even though Indonesia is still affected by the
Covid-19 pandemic.

Government Regulation no. 49 of 2014 concerning the Implementation of
Commodity Futures Trading states that futures exchanges are the organizers of
multilateral transactions. Meanwhile, futures brokers and traders are clearing
members who engage in commodity trading activities related to sharia and other
derivative contracts. The difference is that futures brokers carry out activities based
on consumers' orders by setting margins as collateral for transactions. Futures
traders engage in activities that only benefit their business groups and are the
providers of alternative trading systems in bilateral transactions. Furthermore,
futures traders carry out sales or make purchases of derivative contracts, excluding
futures and sharia derivative contracts, for themselves. Futures brokers are
participants in an alternative trading system that engages in the sales or purchases
of derivative contracts based on consumers’ orders.

Futures brokers and traders play a vital role in multilateral and bilateral
transactions. In addition, futures brokers are commodity futures trading actors who
directly interact with consumers starting from accepting, and identifying
consumers’ data, explaining the risks of futures trading procedures, opening
accounts, and placing consumers' orders. Futures brokers and traders are also active
actors in multilateral and bilateral trading mechanisms. In multilateral trading, these
actors make decisions according to consumers’ orders, and price information
received (order-driven). Meanwhile, in bilateral trade, futures brokers, as
participants in the alternative trading system, give orders to sell or buy from
consumers by referring to the quoted price (quote-driven).

Futures brokers and traders involved in multilateral and bilateral trading
transactions concerning futures exchanges must apply GCG because this activity is
risky, complex and volatile. It is necessary to develop good governance for
commaodity futures trading actors because some aspects are relatively foreign to
these individuals, despite being monitored by certain regulations (Utama, 2020).
However, it was recorded that, in May 2021, CoFTRA, in collaboration with the
Ministry of Communication and Informatics, blocked 137 domain investments
associated with illegal commodity futures trading (Bestari, 2021). As of August
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2021, CoFTRA also revoked the operational licenses of 34 Futures Brokers
(CoFTRA, n.d.). In 2020, based on the Performance Accountability Report of the
Bureau of Legislation and Enforcement of CoFTRA (2020), CoFTRA imposed
sanctions on perpetrators of commodity futures trading in the form of warnings
based on consumers’ reports, suspension, and revocation of licenses from six, three,
and one company. The violations committed include those companies that failed to
implement the know your consumer (KYC) principle, misused pins and passwords,
transacted consumers’ funds, abused segregated accounts, opened illegal branch
offices, failed to meet paid-in capital and equity requirements, consumers
experiencing difficulties with the withdrawal procedure, and the suspension or
revocation of Exchange Member Approval Letters. Indonesian commodity futures
trading requires a GCG mechanism to overcome the problems experienced.
Meanwhile, carefully analyzing the development of governance arrangements
for commodity futures trading actors overseas, the United States commodity futures
trading has conducted a series of developments related to futures commission
merchants (FCMs) and introduced brokers (IBs). In 1983 and 1984, the CFTC
(Commodity Futures Trading Commission) authorized the registration of 1Bs and
FCMs under the National Futures Association (NFA), an organization within the
United States derivatives industry that oversees the integrity of the derivatives
market, protects investors, and ensures each member complies with the regulatory
responsibilities (CFTC, n.d.). Subsequently, IBs and FCMs have been its members
and are expected to comply with NFA and CFTC regulations. NFA expects IBs and
FCMs (NFA, n.d.-b, n.d.-a) to comply with the annual requirements such as cyber
security, dues, reports, and training, implement anti-money laundering programs,
record the main business activities, creation of business continuity and disaster
recovery plans, enforcement and implementation of consumers’ data security and
electronic access through information systems security programs (ISSP). This also
includes boosting their relationship with the NFA through educational visits to
review operational activities and provide suggestions for improvement, supervising
all operational activities, including sales practices conducted by both employees
and agents, maintenance of an accounting system structured based on generally
accepted accounting principles (GAAP), fulfillment of minimum and adjusted net
capital, disclosure of activities related to virtual currency or its derivatives, and
supervising employees’ and agents’ compliance with industry regulations, handling
consumers’ accounts, as well as meeting ethical requirements, and other duties.
The research related to the governance of actors in the field of commodity
futures trading in Indonesia are still difficult to find, specifically those in the context
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of consumers’ protection. None of the research compared the governance
arrangements for Indonesian commodity futures trading with those of the United
States and vice versa. Current research only described consumers’ protection in
juridical or normative law, such as in trust agreements, etc. The research conducted
by Ridwan, HR, Maryanto, and Mashdurohatun (2017) regarding the reconstruction
of legal protection for commodity futures trading consumers raised two main
issues. These include proving that legal protection for futures trading consumers is
based on Law no. 10 of 2011 concerning Amendments of Law no. 32 of 1997,
Commodity Futures Trading and analyzing the ideal form of legal reconstruction.
Paparang (2020) stated that legal provisions and dispute resolution stipulated in the
commodity futures trading law had not provided maximum protection for
consumers who have suffered losses. Lumenta (2019) further stated that the legal
rules and mechanisms of Indonesian commodity futures trading are complicated,
complex and involve many parties responsible for creating a conducive trade.
Rutledge (2010) conducted a review on consumers’ protection and financial
literacy in nine middle-income countries in Europe and Asia and stated that the
government needs to fulfill three objectives. These objectives include providing
accurate, simple and comparable information about financial services or products,
providing access to appropriate, inexpensive, and efficient mechanisms for dispute
resolution in financial institutions, and providing financial education. This research
complements those that were initially conducted. It is expected that this present
research will initiate others related to the issue of commodity futures trading in
Indonesia. The more research are conducted on the issue of commodity futures
trading in Indonesia, the more often it tends to impact improving governance
arrangements, thereby increasing consumers’ protection.

Based on the importance of implementing GCG, the problems faced by
Indonesian commodity futures traders and brokers include the development of
commodity futures trading in the United States and the Indonesian actors.
Therefore, the following research questions were proposed:

a. How do the governance arrangements for Indonesian commodity futures

trading actors affect the consumers’ protection framework?

b. Isthe comparison between the governance arrangements for Indonesian and
United States commodity futures trading based on the consumers’
protection framework?

c. What are the recommendations for improving governance arrangements for
Indonesian commaodity futures trading based on evaluation and comparative
results?
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This research focuses on improving the regulation of futures brokers and traders
to enforce consumers’ protection. It does not aim to structurally change the
functions of institutions in the Indonesian commodity futures trading industry. This
research does not specifically evaluate the capacity of futures exchanges and
clearing houses concerning their activities to uphold consumers’ protection.
Furthermore, various consumers’ protection principles were examined. As a
complement, the final section also includes additional recommendations to support
the enforcement of consumers’ protection. This present research was subjected to
several stages, namely evaluation, comparison, and recommendations which are
described as follows:

a. The evaluation and review are focused on regulations related to consumers’
protection, starting from government laws to those issued by CoFTRA,
which are tasked with fostering, regulating and supervising commodity
futures trading activities based on its framework.

b. This research compares the results of the evaluation and review of the
governance arrangements for Indonesian commodity futures trading actors
with that of the United States based on the consumers’ protection
framework.

c. Furthermore, this research provides recommendations for improving
governance arrangements for Indonesian commodity futures trading actors
based on the results of these evaluations, previous analyses, and
comparisons.

The framework used to conduct evaluations and comparisons in this research is

as follows:

Governance arrangements of Indonesian commodity futures trading actors in consumers’ protection

v

Evaluate governance arrangements of Indonesian commodity futures trading actors (futures brokers and traders
(alternative trading system providers)) in consumers’ protection.

The main framework used for evaluation, namely G20 High-Level Principles on Financial Consumers’ Protection.
Additional principles to complement the main framework:

- Institutional Investor, Stock Markets, and Other Intermediaries — Third Principle of G20/OECD

v

The comparison of governance arrangements of Indonesian commodity futures trading actors, such as futures
brokers and traders in consumers’ protection with that of the United States commodity futures commission
merchants (FCMs) and introducing brokers (IBs) in consumers’ protection.
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A4

Recommendations for improving governance arrangements of Indonesian commodity futures trading actors in
consumer protection.

Figure 1. Framework
Source: Author

Indonesian commaodity futures trading industry is experiencing many problems
related to aspects of consumers’ protection that futures brokers and traders violate.
This research acts as a form of guidance to regulators to determine the weaknesses
of the current regulations and then make improvements to enhance consumers’
protection. Ultimately, consumers' and public trust in Indonesian commodity
futures trading increases, thereby realizing fair and transparent trading activities.

It is important to strengthen governance arrangements for Indonesian
commodity futures trading to guarantee security, legal certainty, and ease of
investing in this industry. Finally, the market players' trust in the Indonesian
commodity futures trading increases, which leads to the realization of fair and
transparent trading activities and the protection of all parties interests, specifically
that of consumers.

2. LITERATURE REVIEW
2.1. AGENCY THEORY

The problems between company owners (principals) and managers (agents) led
to the origin of agency theory. Conflicts of interest and opportunities are often an
issue between principals and agents. Another problem is the misuse of possibilities
by agents to seek personal gain. This also includes differences with respect to the
risk perspective between principals and agents due to dissimilarities in the
information obtained. According to Mallin (2019), agents are usually more
informed than principals.

Eisenhardt (1989) conducted research focusing on problem-solving between
principals and agents. It was discovered that these issues were mainly due to
differences in desires and goals as well as attitudes and perspectives. The
supervisory board minimizes the relationship problems between principals and
agents. Managers need to be watched in order not to blame their positions. The
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costs incurred related to the prosecution and prevention of managers from abusing
their positions are called agency costs (Blain & Mallin, 2019).

According to Eslami and Imomoh (2016), information asymmetry, risk and
objectives are significant problems that make it difficult for customers to trust
brokers and invest in the futures market. Overall, the mismatched attitudes towards
information, risks and objectives between consumers and brokers have a negative
impact on consumers’ trust. Futures brokers are inherently risky, highlighting the
importance of information quality and timeliness in consumers’ trust. High-quality
information reduces uncertainty and risk. Furthermore, Eslami and Imomoh (2016)
stated that consumers must confirm whether the information provided by brokers
on a platform, such as prices and currency exchange rates, is reliable and not
manipulated. Apart from the quality and accuracy of the information provided, a
trader is mainly concerned with timeliness. Brokerage firms should also consider
obtaining the necessary licenses from relevant organizations and government
authorities to assure clients of the information reliability on the trading platform.
Brokers are advised to guide users on how to use their trading platforms and create
demonstration accounts for clients, thereby enabling consumers to gain experience
regarding the trading platform.

2.2. ASPECTS OF CORPORATE GOVERNANCE IN CONSUMERS’ PROTECTION

GCG aims to create trustworthy, transparent, and accountable business
activities to promote investment alongside financial and business growth (OECD,
2015). The implementation of GCG principles positively influences the company
overall performance (Peni & Vahamaa, 2012; Shank, Hill, & Stang, 2013; Zhang,
Lu, & Li, 2011). The implementation also protects all stakeholders, including the
external ones known as consumers (Adebayo, Ibrahim, Yusuf, & Omah, 2014). On
the contrary, the non-optimal implementation of GCG weakly protects consumers,
which leads to distrust in the company (Taolin, Utomo, Wahyudi, & Pangestuti,
2019). Good consumers’ protection influences consumers’ satisfaction and loyalty.
A company that offers consumers’ protection and satisfaction is certainly bound to
carry out the implementation of GCG principles optimally. Tjizumaue (2019) stated
that it would ultimately affect the company overall performance.

Applying the basic principles of GCG to governance arrangements for
Indonesian commodity futures trading actors is extremely important to provide
consumers’ protection. To protect consumers, Indonesian futures trading needs to
apply the four pillars of corporate governance as stated by the KNKG (2021),
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namely ethical behavior, accountability, transparency, and sustainability. The
corporation always upholds integrity, respects all parties, honours commitments, as
well as builds and consistently maintains moral values. Accountability means that
company performance can be accounted for openly and consistently. Transparency
is the provision of important information that is easily accessible and understood
by stakeholders. Sustainability means that corporations have a social and
environmental responsibility to contribute to sustainable development by
complying with laws and regulations, including working with all relevant
stakeholders to improve living standards in line with business interests and the
sustainable development agenda.

2.3. FORMS OF CONSUMERS’ PROTECTION IN COMMODITY FUTURES TRADING

Consumers’ protection in commodity futures trading is synonymous with
consumers’ protection viewed from a general legal perspective. Based on Law no.
8 of 1999 concerning Consumers’ Protection, a consumer is defined as the user of
goods or services publicly available for the benefit of individuals, groups, other
parties or other living things and not for trading. Consumption of goods and
services is usually in the form of futures, sharia, or other derivative contracts.
Hadjon et al. (2011) divided customers’ protection into two types, namely:

1. Preventive Protection

Preventive protection is carried out by limiting the implementation of
obligations to prevent violations. The government, through Law no. 10 of
2011 concerning Commodity Futures Trading, stipulates that as an
institution, COFTRA is responsible for protecting consumers by fostering,
regulating, developing and supervising commodity futures trading.

CoFTRA conducts various coaching and supervision activities such as
technical training, financial compliance test, futures broker compliance
director report assessment, licensed party audits, as well as evaluating and
supervising transactions of commaodity futures trading actors. The Futures
and Physical Market Supervision Bureau engages in the following
activities, monitoring the transactions of commodity futures trading actors,
supervising the operational and financial compliance of these individuals,
and follow-up on recommendations from audit results. The Market
Development and Development Bureau executes activities such as technical
training and professional exams to create professional and quality business
actors.
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2. Repressive Protection

CoFTRA engages in repressive protection through various inspections,
investigations, and imposition of sanctions. It consistently makes efforts to
uphold the law through examinations, investigations, and undercover
against commodity futures trading actors who violate the laws and
regulations. In addition, CoFTRA also imposes sanctions for violations
through written warnings, suspensions, revocation of operational permits,
or fines.

2.4. FRAMEWORK INTEGRATION

This research employed the main framework, namely the G20 High-Level
Principles on Financial Consumers’ Protection, which was complemented by
additional principles from Institutional Investor, Stock Markets, and Other
Intermediaries, such as the third Principle of G20/OECD, Principles of Corporate
Governance, and Principles for Service Providers by The UK Stewardship Code
2020.

The Organization for Economic Cooperation and Development (OECD),
Financial Stability Board (FSB), and other related international organizations
develop general principles on consumers’ protection in the field of financial
services. These high-level principles are designed to help G20 countries improve
financial consumers’ protection. However, these (non-binding) principles are
applicable across all financial services sectors. The principles exist due to the
increasing transfer of risks and opportunities in various financial service sectors, as
well as the complexity of financial products, the rapid development of technology,
and the low level of financial literacy. The principles consist of 10 areas, including
the legal, regulatory, and supervisory framework (G20.1), the role of oversight
bodies (G20.2), equitable and fair treatment of consumers (G20.3), disclosure and
transparency (G20.4), financial education and awareness (G20.5), responsible
business conduct of financial service providers and authorized agents (G20.6),
protection of consumer’s assets against fraud and misuse (G20.7), protection of
consumers’ data and privacy (G20.8), complaints handling and redress (G20.9), and
competition (G20.10).

The G20/OECD Principles of Corporate Governance help authorities evaluate
and improve the legal, regulatory, and institutional framework for corporate
governance, which aims to support economic efficiency, sustainable growth and
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financial stability. The principles suggest the disclosure of corporate governance
and conflicts of interest.

The UK Stewardship Code 2020 sets high standards for supervising asset
owners and managers, including service providers. The principles related to service
providers are purpose, strategy and culture, governance, resources and incentives,
conflicts of interest, promoting well-functioning markets, supporting clients’
stewardship, and review and assurance.

The three earlier-mentioned frameworks have certain similarities and tend to
complement each other. Institutional Investors, Stock Markets, and Other
Intermediaries, such as Third Principle of G20/OECD emphasizes on to the
relevance of the commodity futures trading context. At the same time, some of them
are similar to the elements in the G20 High-Level Principles of Financial
Consumers’ Protection. It needs to be adjusted to the needs and relevance of
Indonesian commaodity futures trading, thereby subjecting the third principle to the
following adjustment points.

1. Corporate governance disclosure (OECD.1)

Corporate governance discloses states that companies need futures
brokers and traders who directly interact with clients must disclose
company governance, policies and procedures. Futures brokers and traders
must treat all consumers equally. Therefore, the additional information
these individuals provide usually includes the general background of the
market in which the futures brokers and traders operate and a further
description of the available information. The nature and practical
implementation of an active corporate governance policy means that
companies and employees must be transparent to consumers.

This point is different from the elements in all G20 High-Level
Principles on Financial Consumers’ Protection. Therefore, this point tends
to complete the fourth G20 High-Level Principles on Financial Consumers’
Protection, disclosure and transparency.

2. Management of conflicts of interest (OECD.2)

The management of conflicts of interest principle has been covered by
G20 High-Level Principles on Financial Consumers’ Protection.

3. Professional integrity in governance frameworks (OECD.3)

The professional integrity in governance frameworks principle has been
covered by G20 High-Level Principles on Financial Consumers’ Protection.
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However, the Principles for Service Providers comprising The UK Stewardship
Code 2020 has some common features with G20 High-Level Principles of Financial
Consumers’ Protection.

a.

Purpose, strategy, and culture (UK.A)

The purpose, strategy and culture principle complements the fourth G20
High-Level Principles on Financial Consumers’ Protection, namely
disclosure and transparency. The financial service provider must explain the
organization's goals, services rendered, and an outline of its culture, values,
business model and strategy.

Governance, resources, and incentives (UK.B)

The governance, resources and incentives principle has been covered
by G20 High-Level Principles on Financial Consumers’ Protection.
Conflicts of interest (UK.C)

The conflicts of interest principle has been covered by G20 High-Level
Principles on Financial Consumers’ Protection.

Promoting well-functioning markets (UK.D)

The promoting well-functioning markets principle complements the
sixth G20 High-Level Principles on Financial Consumers’ Protection,
responsible for the business conduct of financial services providers and
authorized agents. Financial service providers must identify and respond to
market-wide and systemic risks to promote a well-functioning financial
system.

Supporting clients’ stewardship (UK.E)

Supporting clients’ stewardship complements the sixth G20 High-Level
Principles on Financial Consumers’ Protection, responsible for the business
conduct of financial services providers and authorized agents. Financial
service providers must consider and understand consumers’ views and
feedback, including their needs in providing certain services.

Review and assurance (UK.F)

The review and assurance principle complements the sixth G20 High-
Level Principles on Financial Consumers’ Protection, responsible for the
business conduct of financial services providers and authorized agents.
Financial service providers should review policies and ensure the processes
are properly conducted.

Based on the analysis conducted on the three frameworks, similar points were
eliminated in each principle. These were further mapped, and the resulting
framework was used to evaluate and review governance arrangements for
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Indonesian commaodity futures actors in the protection of customers, as shown in
Figure 2:

G20

G20.1
G20.1.A
G20.1.B
G20.1.C

G20.2
G20.2.A
G20.2.B
G20.2.C
G20.2.D

G20.3
G20.3.A
G20.3.B
G20.3.C

G20.4
G20.4.A
G20.4.B
G20.4.C
G20.4.D
G20.4.E
G20.4.F
G20.4.G

G20.7
G20.7.A
G20.7.B
G20.7.C
G20.7.D

G20.8

G20.9
G20.9.A
G20.9.B
G20.9.C
G20.9.D

G20.10
G20.10.A
G20.10.B

Figure 2. Framework Integration Mapping
Source: Author
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3. RESEARCH METHODS

This qualitative research was carried out with the following stages used to
conduct evaluations and comparisons.

a. The governance arrangements for futures brokers and traders were
evaluated qualitatively to determine alternative trading system providers
suitable for consumers’ protection based on the framework.

b. An analysis was conducted to determine the governance arrangements for
commodity futures trading actors in the United States, such as FCMs and
IBs.

c. Results in point a are compared with those in b.

d. Based on points a and c, several recommendations were submitted to the
Bureau of Legislation and Enforcement of COFTRA.

e. The attributes in point d are converyed, explained and discussed with
recommendations to the Bureau of Legislation and Enforcement CoFTRA.

f. The Bureau of Legislation and Enforcement of CoFTRA studies the
recommendations, discusses them, and provides suggestions for
improvements.

g. Based on point f, final recommendations verified by the Bureau of
Legislation and Enforcement CoFTRA were produced.

Data were collected through literature reviews and interview methods. The
literature review was used to obtain theory, information, and supporting data on
governance arrangements for Indonesian commodity futures trading factors in
consumers’ protection. It was also used to determine the best consumers’ protection
strategy for managing commodity futures trading actors in the United States, such
as FCMs and IBs. Interview method with representatives of COFTRA (Bureau of
Legislation and Enforcement) was used to confirm recommendations for improving
governance arrangements of Indonesian commodity futures trading actors in
consumers’ protection. The following is a summary of the interview:

The General Purpose of the Interview
- To understand the process of multilateral and bilateral trades as well as
the risks consumers face in conducting the associated transactions.
- Confirm and clarify governance arrangements for Indonesian commodity
futures trading actors in consumers’ protection.
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- To understand aspects of compliance with governance arrangements for
futures brokers and traders, as well as alternative trading system
providers in consumers’ protection based on the framework.

The Specific Purpose of the Interview

- To confirm, evaluate, compare, and make recommendations for
Improving governance arrangements for Indonesian community futures
trading actors in consumers’ protection using the research results.

Interview Type

Semi-structured (focus group discussion)

Submission of initial
recommendations

October 25, 2022

Number of initial
recommendations

29 recommendations

The duration it takes
for the bureau to
understand the
recommendations

From October 25, 2022, to November 22, 2022

Conducting interviews | November 22, 2022, 15:41 - 17:55 Western
Indonesian Time (134 minutes), online interview
Source person 1. Coordinator for the Formulation of Legislation

and Legal Services who had adequate
knowledge of regulations in the field of
commaodity futures trading. The final result of
this research is in the form of
recommendations for improving commodity
futures trading regulations. Therefore, by
selecting these sources, the recommendations
can be accommodated with properly
formulated regulations.

2. First Expert Futures Trading Examiner who
assists key informants in adding and
completing responses to the recommendations
provided.

3. Members of the Bureau of Legislation and
Enforcement Team members who were also
present witnessed and assisted key informants
in checking regulations, considering and
making recommendations.

Short technical 1. Submission of initial recommendations to
interview resource persons.

2. The resource persons  study  the
recommendations for one month.

3. Conducting interviews.
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4. Submission and explanation of each
recommendation sequentially to the resource
persons.

5. Each recommendation is  sequentially
considered and discussed with the Legislation
and Enforcement Bureau team.

6. Resource persons ask questions on the parts of
each recommendation that need to be clarified.

7. The resource persons respond to each
recommendation sequentially with
suggestions for improvement.

8. Acquisition of final recommendations.

Number  of  final | 19 recommendations

recommendations

Figure 3. Summary of Interview Implementation
Source: Author

Primary data were collected in the form of responses or opinions from the
Bureau of Legislation and Enforcement on the recommendations submitted.
Meanwhile, secondary data on governance arrangements for Indonesian
commodity futures trading actors and the United States in the form of theory,
information, and supporting data were obtained from various literature sources,
knowledge and media

4. INDONESIAN COMMODITY FUTURES TRADING INDUSTRY PROFILE

CoFTRA has the authority to guide, regulate, supervise and develop commodity
futures trading activities. In carrying out its duties and authorities, it formulates,
evaluates, implements regulates and secures the technical policies needed for
futures trading following statutory provisions. CoFTRA also significantly creates
reasonable, orderly, efficient, effective and competitive trading activities.
Commodity futures trading protects each party from uncertainty and the risk of
price fluctuations through hedging activities.

CoFTRA consists of a head, a secretary, and 4 bureau heads comprising the
following:

a. Bureau of Legislation and Enforcement

b. Bureau of Futures Market and Physical Supervision

c. Bureau of Market Development
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d. Bureau of Warehouse Receipt System and Commodity Auction Market
Development and Supervision

Meanwhile, the subjects involved in commodity futures trading other than

CoFTRA include:

a. Futures exchangers, namely parties that provide systems or facilities for
trading activities.

b. A futures clearing institution is a party that provides a system or means of
implementing guarantees for the settlement of commaodity futures trading
transactions.

c. Futures traders are alternative trading system providers who carry out
commodity futures trading activities of their interests in business groups.

d. Futures brokers carry out commodity futures trading activities based on
consumers’ orders by withdrawing margins as collateral for transactions. In
addition, they are also known as participants in an alternative trading
system.

e. Consumers are parties who carry out commodity futures trading
transactions through futures brokers.

5. RESULT AND DISCUSSION

5.1. GOVERNANCE ARRANGEMENTS OF INDONESIAN COMMODITY FUTURES
TRADING ACTORS (FUTURES BROKERS AND TRADERS (ALTERNATIVE TRADING
SYSTEM PROVIDERS)) IN CONSUMERS’ PROTECTION BASED ON THE
FRAMEWORK

In the commodity futures trading industry, brokers and traders are known as
agents, while consumers are called principals. Numerous problems were identified
in the agency relationship between futures brokers, traders, and consumers. These
challenges include embezzlement and misuse of customers’ funds, futures or
derivative contracts being offered by unlicensed or illegal brokers, proposals of
tempting offers and promises in the form of a fixed income high percentage,
consumers being misled into investing in companies unrelated to commodity
futures trading, the use of the CoFTRA logo and legality to convince consumers,
as well as organizing promotions, training and seminars on commodity futures
trading to raise funds for consumers without permission from CoFTRA. Although
consumers need futures brokers as intermediaries in conducting transactions, they
often experience losses due to futures contract transactions carried out unilaterally
by brokers. In addition, the lack of consumers’ knowledge of the mechanisms and
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risks of futures trading is unmatched by the provision of appropriate education by
futures brokers. Representatives of futures brokers often focus on offering contracts
with an explanation of the obtainable benefits. Based on CoFTRA Regulation No.
8 of 2019, representatives should also explain the risks, transaction mechanisms,
and contents of the mandate granting agreement document. They are also required
to be familiar with consumers' backgrounds, knowledge, experience, and financial
conditions. Other responsibilities of the representatives include explaining
company profiles and futures contracts, providing accurate information to
consumers, desisting from offering fixed income percentages, etc. Futures
brokerage companies in carrying out commodity futures trading activities are
required to design standard operating procedures (SOP) for accepting consumers,
form a commaodity futures trading training unit, explain the function of a separate
customer fund account and the costs to be incurred by consumers, provide trading
facilities, document acceptance of consumers’ orders, submit daily reports of
consumers’ transactions, and establish a special unit that manages consumers’
complaints and oversees compliance with certain laws and regulations. In an
alternative trading system, consumers lack knowledge of the transaction
counterparty, futures traders’ governance, policies, and procedures. This
information is not disclosed to consumers by future brokers using the system in
bilateral transactions. All these problems add to the risky and volatile nature of
futures trading, including multilateral and bilateral. Challenges regarding agency
relationships between futures brokers, traders, and consumers must be addressed to
ensure that commodity futures trading activities are carried out in accordance with
the principles of good governance.

The problem in Indonesian commodity futures trading, when viewed through
the lens of agency theory, is the relationship between consumers who take a futures
position and brokers who manage the contract on behalf of consumers.
Implementation of corporate governance can reduce agency problems and protect
consumers’ interests from detrimental actions committed by futures brokers.
Furthermore, futures brokers are required to report every transaction with each
consumers’ and carry out activities according to consumers' expectations as the
purpose of stakeholder theory. Futures brokers should act as stewards carrying out
their duties responsibly while protecting and optimizing resources to benefit
consumers.

Consumers’ protection in commaodity futures trading activities is synonymous
with a more general legal perspective. Consumers who have been involved in
commodity futures trading activities and placed their funds in futures, sharia
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derivatives, and other derivative contracts possess the right to obtain everything
according to the agreement, offer, or acquisition of commodity goods within a
certain period. A violation of consumers’ rights is stated to have occurred when
futures brokers and traders cannot fulfill the conditions stated in the agreement. In
conclusion, the governance arrangements for Indonesian commodity futures
trading actors, as stipulated by law and government and CoFTRA regulations, have
fulfilled most consumers’ protection principles and their supporting elements.

No.

Fulfillment of Framework Points

Fulfilled | Unfulfilled

1.

Legal, regulatory, and supervisory framework

A.

Institutional arrangements

B.

Market considerations

C.

Consultation with external
stakeholders

Role of oversight bodies

A

Oversight body function and
responsibility

Enforcement Framework

B.
C.

Professional standards

D

Cooperation

Equita

ble and fair treatment of consumers

A.

Fairness

B.

Governance and culture

C.

Vulnerable groups/access

Disclosure and transparency

A

Key information about the product or
service

Conflicts of interest

Provision of advice

Promotional materials

Specific disclosure measures

Consumers’ research

Consumers’ awareness

Disclosure of corporate governance

—|z|o|mmojo|w

Purpose, strategy and culture

Financial education and awareness

Responsible business conduct of financial
services providers and authorized agents

A.

Best interest

B.

Assessing consumers’ needs

C.

Staff training
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Remuneration structure
Responsibility for authorized agents
Conflicts of interest
Promoting well-functioning markets
Supporting clients’ stewardship
Review and assurance
Protection of consumers’ assets against fraud
and misuse

A. External frauds

B. Internal frauds

C. Misappropriation

D. Winding up procedures
8. | Protection of consumers’ data and privacy
9. | Complaints handling and redress

—|z|e|mmio

A.

Complaint handling and redress
mechanisms

B.

Internal complaints handling

C.

Alternative dispute resolution (ADR)
mechanisms

D

Complaints data

10. | Competition
1. The regime and institutional
architecture

2. Comparability and access
Figure 4. Fulfillment of Governance Arrangements of Indonesian Commaodity Futures Trading Subjects
Based on the Framework

Source: Author

Based on the evaluation results, it can be concluded that the governance
arrangements for Indonesian commodity futures trading actors contained in
government laws and regulations, as well as CoFTRA regulations, have regulated
and covered the following aspects:

1. Legal, regulatory, and supervisory framework

a. Institutional arrangements in Indonesian commodity futures trading

b. Market considerations of legal and judicial mechanisms or oversight

c. Consultation with external stakeholders who draft regulations in
commaodity futures trading

2. Role of oversight bodies

a. It oversees the duties, authorities, and responsibilities of CoOFTRA
b. Enforces actions carried out by COFTRA
c. Professional standards of CoFTRA's code of ethics
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d.

Cooperates with CoFTRA in the development of commodity futures
trading

3. Equitable and fair treatment of consumers

a.

Fair service to consumers

4. Disclosure and transparency

a.

Key information about the product or service, such as consumers’
acceptance procedures, reporting the implementation of a single
monitoring and alternative trading system for transaction activities.
Conflicts of interest about futures brokers in providing selling or buying
recommendations to consumers and disclosure of controlling parties and
beneficial owners.

Provision of obligations by futures broker representatives in assessing
consumers’ conditions.

Promotional advertising materials.

Specific disclosure measures of company profile documents, trading
risks, trust agreements, trade regulations, and transacted contracts.
Consumers’ awareness and proof that consumers have understood the
explanation from futures brokers representatives.

Purpose, strategy, and culture on the disclosure of company profiles,
business plans, and policies on standard operating procedures, as well
as fulfilling requirements for futures brokers to carry out trading
activities.

5. Financial education and awareness

Organizing educational activities and increasing financial literacy and
inclusion for consumers and the public by futures brokers and
CoFTRA.

6. Responsible business conduct of financial services providers and authorized
agents

a.

Best interests by organizing futures and alternative trading systems by
prioritizing and safeguarding the interests of consumers, prohibition for
futures brokers, interaction with consumers, forbidding futures broker
representatives, and the obligation of alternative trading system
providers to maintain conformity between implementation and trade
regulations. Others include ensuring price transparency, offering
reasonable buying and selling prices, reporting all transactions to futures
exchanges and registering them with futures clearing institutions, the
obligation of alternative trading system participants to use the system
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provided, reporting all transactions to futures exchanges, registering
with a futures clearing house, and making trade regulations reviewed by
the futures exchange and approved by CoFTRA.

Assessing consumers’ needs by obligating futures brokers to find out
consumers' background, financial condition, and knowledge.

Staff training with continuing education and ethics training for all
futures brokers representatives.

Responsibility for the actions of future brokers, employees, and
associated parties.

Conflicts of interest, such as the prohibition of futures brokers and their
families from having accounts with other companies, forbidding
affiliation between alternative trading system providers and
participants, constraining officials and alternative trading system
providers from having dual positions and owning shares in companies
in the trading sector.

7. Protection of consumers’ assets against fraud and misuse

a.

External fraud by futures broker licensing mechanisms and alternative
trading system providers using electronic monitoring systems
Misappropriation of consumers’ funds, the obligation to use electronic
recording systems, and restrictions on the use of consumers’ funds in
separate accounts.

Winding up procedures through the protection of consumers’ assets
from futures brokers and implementation of alternative trading systems
whose business activities are suspended with revoked licenses and
bankrupt

8. Protection of consumers’ data and privacy

Protection of consumers’ data and information

9. Complaints handling and redress

a.

C.

Complaint handling and redress mechanisms with tiered facilities for
submitting consumers’ complaints and resolving disputes, CoOFTRA's
online complaint system, and compensation funds.

Internal complaints handling with efforts to resolve disputes by futures
brokers through deliberations to reach a consensus, complaint handling
procedures and monitoring of the complaint resolution process.
Alternative dispute resolution (ADR) mechanisms through commodity
futures trading arbitration agency.



Contemporary Accounting Case Studies,
March 2024, Vol. 3, No. 1, pg. 372-414 394

d. Complaints data, such as administrative and complaint handling

documents.

However, there are still several gaps in the governance arrangements for
Indonesian commodity futures trading because there are several principles of
consumers’ protection and their supporting elements that have not been fulfilled,

namely:

1. Equitable and fair treatment of consumers

Governance and culture

No CoFTRA regulations require futures brokers to implement and
have written procedures and policies related to consumers’ protection.
Furthermore, there are no regulations requiring futures brokers to
conduct consumers’ surveys to obtain feedback regarding the
implementation of good corporate culture rules concerning the fair and
equitable treatment of consumers. There are no regulations obliging
futures brokers and traders to register and obtain certificates or charters,
such as ISO to foster a culture of protection and fair treatment of
consumers.
Vulnerable groups/access

No CoFTRA regulations discuss the obligations of futures brokers
regarding the provision of special services and additional protective
measures for consumers who lack experience and knowledge, as well
as those with special needs.

2. Disclosure and transparency

Key information about the product or service
There are no CoFTRA regulations that address the following

matters:

- Consumers' information is displayed on the futures broker's
website, available at branches, offices and other areas.

- Consumers’ protection and fair treatment at every relationship
stage, namely the futures brokers' acceptance, trading, and
settlement stages.

- Consumers are allowed a period of reflection to study, question,
and understand information about the product or service and its
consequences.

Consumers’ research
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No CoFTRA regulations regulate futures brokers in conducting
consumers’ research and surveys aimed at better understanding the
diversity of information needs and preferences.

- Disclosure of corporate governance

There are no CoFTRA regulations on the mandatory discussion or
governance regulation of disclosure obligations, policies, and
procedures for futures brokers and traders.

3. Responsible business conduct of financial services providers and authorized
agents
- Remuneration structure

There are no CoFTRA regulations that arrange, discuss, or provide
guidance regarding the remuneration structure of futures brokers,
traders and representatives staff.

- Promoting well-functioning markets

There are no CoFTRA regulations that mandatory discuss or
regulate futures brokers and traders' strategies in identifying and
responding to market and systemic risks to promote a well-functioning
financial system.

- Supporting clients’ stewardship

There are no specific regulations governing futures brokers to

consider the views and feedback of consumers in providing services.
- Review and assurance

There are no specific regulations governing futures brokers and

traders to evaluate and review policies issued or activities undertaken.
4. Protection of consumers’ assets against fraud and misuse
- Internal frauds

There are no CoFTRA regulations to regulate or discuss the
separation of duties, roles, and responsibilities of futures brokers and
traders.

5. Competition
- The regime and institutional architecture

No mandatory CoFTRA policy regulates, discusses, or promotes
competitive markets to provide consumers with greater choices
between futures brokers and traders while creating competitive pressure
by offering products, increasing innovation, and maintaining service
quality.

- Comparability and access



Contemporary Accounting Case Studies,
March 2024, Vol. 3, No. 1, pg. 372-414 396

No CoFTRA regulations facilitate comparisons between products,
services, futures brokers, and traders easily and at reasonable and
disclosed costs. There are no tools capable of helping consumers make
choices and compare the costs, features, and benefits of products and
services from futures brokers and traders in a standardized, timely and
quality manner.

The evaluation results above aligned with the research by Lumenta (2019) that
Indonesian commodity futures trading regulations should follow the development
of transaction mechanisms in futures exchanges. This is because the legal rules and
mechanisms in Indonesian commodity futures trading are very complicated,
complex and involve many parties that play a significant role in creating a
conducive trade. The two pillars of corporate governance, namely accountability
and transparency, have not been well integrated into Indonesian commaodity futures
trading. Furthermore, the performance of futures brokers and traders cannot yet be
accounted for in an open and balanced manner because they have not disclosed
legal requirements and important information regarding the policy-making process.
As part of the implementation of training and education, consumers must be made
aware of three matters related to their protection, namely the right to receive
accurate, simple, and comparable information about financial services or products
before and after purchasing them, have access to appropriate, inexpensive, and
efficient mechanisms for resolving disputes with financial institutions and the right
to receive financial education (Rutledge, 2010).

The evaluation results above also refute the research conducted by Ridwan et
al. (2017), stating that the contractual relationship of commodity futures trading
between futures brokers and consumers reflect the values of justice during pre-
contract, contract execution and post-contract implementation stages. Indonesian
commodity futures trading regulations have fulfilled the values of justice at every
stage of the relationship with consumers. Sari (2016) conducted a research
regarding legal protection for consumers who own separate accounts due to the
bankruptcy of futures brokers. According to Sari, the Indonesian commodity
futures trading law does not specifically regulate legal remedies usable by
consumers against bankrupt futures brokers, and there are no rules that
accommodate their interests. However, in this evaluation, regulations specifically
regulate legal protection for consumers with separate accounts.
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5.2. COMPARISON OF GOVERNANCE ARRANGEMENTS OF COMMODITY FUTURES
TRADING ACTORS OF INDONESIA AND THE UNITED STATES IN CONSUMERS’
PROTECTION BASED ON THE FRAMEWORK

From the evaluation results, the governance arrangements of Indonesian
commodity futures trading actors are insignificantly different or on par with the
governance arrangements of the United States commaodity futures trading actors in
consumers’ protection. However, there are still some elements that are unequal and
need to be improved. The following table is a comparative summary of the
governance arrangements of Indonesian and the United States commodity futures
trading actors.

Not

No. Fulfillment of Framework Points Equal
Equal

1. | Legal, regulatory, and supervisory framework
A. Institutional arrangements

B. Market considerations

C. Consultation with external stakeholders
2. | Role of oversight bodies

A. Oversight body function and responsibility
B. Enforcement Framework

C. Professional standards

D. Cooperation

3. | Equitable and fair treatment of consumers

A. Fairness

B. Governance and culture

C. Vulnerable groups/access

4. | Disclosure and transparency

A. Key information about the product or
service

Conflicts of interest

Provision of advice

Promotional materials

Specific disclosure measures
Consumers’ research

Consumers’ awareness

Disclosure of corporate governance
Purpose, strategy, and culture

5. | Financial education and awareness
Responsible business conduct of financial services
providers and authorized agents
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Best interest

Assessing consumers’ needs

Staff training

Remuneration structure

Responsibility for authorized agents

Conflicts of interest

Promoting well-functioning markets

Supporting client’s stewardship

—|T|@mmOo 0w >

Review and assurance

Protection of consumers’ assets against fraud and
misuse

A. External frauds

B. Internal frauds

C. Misappropriation

D. Winding up procedures

Protection of consumers’ data and privacy

Complaints handling and redress

A. Complaint handling and redress
mechanisms

B. Internal complaints handling

C. Alternative dispute resolution (ADR)
mechanisms

D. Complaints data
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10.

Competition

A. The regime and institutional architecture

B. Comparability and access

Figure 5. Comparative Summary of Governance Arrangements of Indonesian Commodity Futures
Trading Actors against the Governance Arrangements of the United States Commodity Futures Trading

Actors in Consumers’ Protection.

Source: Author

According to Figure 5, several elements of the governance arrangements of
Indonesian commodity futures trading actors are not on par with the governance
arrangements of the United States as follows:
Equitable and fair treatment of consumers (governance, culture and

vulnerable access),

Disclosure and transparency (key information about the product or service,
consumers’ research, and disclosure of corporate governance),
Responsible business conduct of financial services providers and
authorized agents (remuneration structure, promoting well-functioning
markets, supporting clients’ stewardship, review and assurance),
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- Protection of consumers ” assets against fraud and misuse, such as internal
fraud,

- Competition (the regime, institutional architecture, comparability and
access).

5.3. RECOMMENDATIONS FOR IMPROVING GOVERNANCE ARRANGEMENTS OF
INDONESIAN COMMODITY FUTURES TRADING ACTORS (FUTURES BROKERS AND
TRADERS (ALTERNATIVE TRADING SYSTEM PROVIDERS)) IN CONSUMERS’
PROTECTION

Based on the evaluation and comparison results, 29 recommendations were
produced and discussed with the Bureau of Legislation and Enforcement CoOFTRA.
Additionally, 19 final recommendations were obtained, which could be
implemented by CoFTRA as a regulator for Indonesian commodity futures trading
to help improve governance arrangements and protect trading actors:

1. Equitable and fair treatment of consumers
A. Governance and culture
- CoFTRA needs to formulate special regulations regarding consumers’
protection.

These recommendations are useful for ensuring that all stages of
activities carried out by futures brokers comply with and prioritize aspects
of consumers’ protection. Specific regulations related to consumers’
protection that are clear and transparent can create a reliable consumers’
protection system, increase empowerment, and raise futures brokers'
awareness of its importance.

Response to the recommendation:

CoFTRA regulations regarding consumers’ protection have not been
comprehensively compiled in specific regulations with various aspects of
protection in various regulations partially. For example, in CoOFTRA
Regulation No. 8 of 2019 concerning Amendments and No. 4 of 2018 on
Technical Provisions for Futures Broker Behavior, the protection principle
indicates that consumers obtain information from futures brokers. In terms
of mechanisms and products, there is already normative consumers’
protection, approved by CoFTRA and traded in terms of mechanisms
while carrying out customers’ due diligence (CDD). Furthermore, futures
broker representatives must inform prospective consumers of company
profiles, trading risks, and agreements to grant mandates before being
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accepted as consumers at a futures brokerage. The dispute resolution
section contains other regulations, for example, CoFTRA Regulation No.
4 of 2020 concerning Guidelines for the Settlement of Customer Disputes
in the Commodity Futures Trading Sector.

This recommendation is considered for CoFTRA to combine
consumers’ protection in one regulation. It is still compiling mapped
points in the mechanism and product sections to provide customers
convenience when a dispute or loss occurs.

- Regulations that require a survey to be carried out to assess the
implementation of futures brokerage culture, policies and procedures
concerning consumers’ protection.

CoFTRA Regulation No. 8 of 2019 needs to be revised because it has
not yet regulated this obligation. Futures brokers must implement a survey
at every stage of the relationship with each consumer, namely the
acceptance, trading, and transaction settlement stages. This is usually in
the form of an online questionnaire that must be filled out by each
consumers’ periodically at least once a year. The recommendation for
revising the regulation is useful for assessing the effectiveness of the
compliance of futures brokers and their representatives in accordance with
CoFTRA Regulation No. 8 of 20109.

Response to the recommendation:

CoFTRA agreed to carry out the survey charged in advance to each
internal audit or futures broker compliance unit to be processed, reviewed,
and examined.

- Regulations that require futures brokers and traders to register and obtain
certificates or charters, such as the International Standard of Organization
(1SO).

CoFTRA Regulation No. 8 of 2019 needs to be revised because it has
not yet regulated this obligation. One way to improve the internal
performance of futures brokers and traders is the implementation of ISO.
For example, the obligation to implement ISO 27001:2013 Information
Security Management System (ISMS) to manage and control information
security risks and protect and maintain the confidentiality, integrity and
availability of information. Others include an obligation to implement ISO
19600:2014 Compliance Management System to ensure the commitment
of futures brokers and traders (to legal requirements and carry out their
obligations, implement 1SO 31000:2019 Risk Management to help futures
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traders reduce the risk of loss, which can lead to bankruptcy and impact
on consumers. Recommendations for revising these regulations are useful
to ensure that futures brokers and traders, under business integrity, comply
with commodity futures trading regulations and risk management
strategies.
Response to the recommendation:

CoFTRA agreed to this recommendation.

Vulnerable group access

Policies that regulate or discuss the obligations of futures brokers
regarding the provision of special services and additional protection
measures for consumers with special needs and those who lack experience
and knowledge. CoFTRA Regulation No. 8 of 2019 needs to be revised by
adding these aspects in accordance with CFTC Rule Section 149.130. The
benefits of these policies and procedures provide access for eligible
consumers with special needs to make transactions in Indonesian
commodity futures trading and protect those with special needs from
trading losses through consideration to accept or reject the registration
process.
Response to the recommendation:

CoFTRA accepts this recommendation with the parameters provided
to determine the eligibility of consumers with special needs.

2. Disclosure and transparency
A. Key information about the product or service

Regulations that require consumers' information to be displayed on the
futures broker's website and available at branches, offices, and other areas.
Consumers are provided with adequate information on the main features
of the product or service, highlighting costs, penalties, and risks.
Currently, CoFTRA Regulation No. 8 of 2019 has not regulated the
need for futures brokers to display all detailed information about products
or services, fees, and penalties to consumers on the futures brokers'
website and available at branches, offices and other areas. Revisions to
this regulation can make it easier for prospective consumers to learn in
advance about the products and services provided by futures brokers to
obtain a strong knowledge base needed to understand the disclosure
documents explained by representatives prior to opening an account.
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Response to the recommendation:

Rules of conduct or trading approved by consumers before making a
transaction already contain information about products, services, costs,
prices, references, and formulations. An example is the Regulation of the
Head of COFTRA Number 5 of 2017 concerning the Alternative Trading
System. Fill trading rules must obtain a recommendation from the futures
exchange with approval from CoFTRA. Furthermore, all useful
consumers’ information must be regulated and submitted to the futures
broker website.

- Regulations offer consumers a reflection period to study, question, and
understand information about products, services and consequences.

CoFTRA Regulation No. 8 of 2019 needs to be revised because it has
not provided this aspect. During the reflection period, consumers are
provided with facilities to study, question, and understand any information
given by futures brokers. Revisions to these regulations are useful in
providing certainty for consumers' understanding of the background of
futures brokers, trading risks, regulations, contracts and mechanisms.
Response to the recommendation:

Recommendations regarding time-off offers are acceptable because,
during this gap period, consumers can ask questions freely. Therefore, this
recommendation does not have a specific break time, but futures brokers
must offer it to consumers according to the agreement for them to think
about and understand beforehand. Futures brokers also offer time off, but
the decision to use it rests with consumers.

B. Consumers’ research

Regulations govern futures brokers to conduct consumers’ research to
understand their objectives, profiles, needs, and preferences.

CoFTRA Regulation No. 8 of 2019 needs to be revised because it has
not yet regulated this obligation. Therefore, futures brokers need to
conduct research on a regular basis in order to revise their regulations. This
is in accordance with CoOFTRA Regulation No. 8 of 2019, which prohibits
accepting certain consumers and the obligation to explain disclosure
documents.

Response to the recommendation:

CoFTRA agreed to do this survey, which can be charged in advance to

futures brokers for processing, review and inspection.
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C. Disclosure of corporate governance

Regulations that discuss or regulate governance disclosure obligations,
policies, and procedures for futures brokers and traders.

It is necessary to make a CoFTRA regulation that fully regulates the
disclosure of governance to futures brokers and traders, manifested
through the commitment of shareholders or controlling parties,
implementation of the duties and responsibilities of the directors and
commissioners, prohibition and remuneration of directors and
commissioners, business ethics, conflict of interest handling policy,
internal control, business plan, violation reporting policy and customers’
complaint system, website, and reporting.

The benefit of this regulatory recommendation for consumers or
prospective consumers is as a means of reference before investing their
funds. This is because they need to ensure that funds invested in products
controlled by futures brokers and traders are managed appropriately and
that representatives act on their interests. A good governance system can
provide effective protection for consumers and potential consumers.
Response to the recommendation:

CoFTRA agreed with this recommendation by noting that the industry
and typical commodity futures trading need to be adjusted. COFTRA is
currently also improving the governance of futures brokers and traders.
Prospective consumers can consider the annual reports of futures brokers
and traders when exposed to the public because they reflect assets and
financial integrity.

Regulations that can enrich the functions of the compliance and complaint
service units.

The unit or function for implementing consumers’ and public
protection provisions can be a source of information for CoFTRA in
supervising the behaviour of futures brokers. Furthermore, there are still
many violations committed by futures brokerage companies, one of which
is not applying principles of KYC or misspelling.

Response to the recommendation:

Futures brokers are required to have customers, complaint, and
compliance service units. The compliance unit is contained in COFTRA
Regulation No. 5 of 2020 concerning Amendments, Regulation No. 7 of
2017 on Requirements, Duties, Authorities and Obligations of the
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Compliance Director of Futures Brokers. These policies regulate a special
compliance unit under the director, who is required to oversee consumers’
protection. Furthermore, consumers’ complaint service unit is contained
in CoFTRA Regulation No. 4 of 2020 concerning Guidelines for the
Settlement of Consumer Disputes in the Commodity Futures Trading
Sector. CoFTRA agrees with this recommendation that the container
already exists although its contents or functions are lacking.

3. Responsible business conduct of financial services providers and authorized
agents
A. Remuneration structure
Policies that regulate, discuss, or provide guidance regarding
remuneration for staff of futures brokers, traders and their representatives.
It is necessary to make regulations governing remuneration that promote
responsible business behaviour, fair treatment of consumers, and avoiding
conflicts of interest. Remuneration must be designed to promote
responsible business conduct to prevent wrong selling practices,
unreasonable risk take and other irresponsible behavior. COFTRA can
apply regulations regarding remuneration management in the form of
clawback provisions, deferred bonuses, and malus provisions.
Response to the recommendation:
CoFTRA accepts this recommendation, but it needs to be considered
first because it adheres to laws and regulations in the field of labour.

B. Supporting clients’ stewardship

Specific regulations governing futures brokers to consider consumers’
views and feedback in providing services. CoFTRA Regulation No. 8 of
2019 needs to be revised because it has not yet regulated this obligation.
Therefore, futures brokers need to pay attention to consumers’ feedback
while providing services and trading. Recommendations for revisions to
these regulations are useful to ensure futures brokers consider the views
and feedback of consumers while providing services to criticism,
suggestions, questions, and complaints.
Response to the recommendation:

CoFTRA accepts this recommendation.

C. Review and assurance
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- Specific regulations governing futures brokers and traders to evaluate and
review policies issued or activities undertaken.

In Article 5, paragraph 3 of COFTRA Regulation No. 8 of 2019, futures
brokers are required to prepare and implement standard procedures for
accepting consumers, carrying out transactions, preparing promotional
materials, advertisements, meetings, handling complaints, guidelines for
implementing anti-money laundering and preventing the financing of
terrorism, etc. These procedures and guidelines need to be periodically
evaluated and reviewed. Therefore, COFTRA Regulation No. 8 of 2019
needs to be revised by adding these obligations. Recommendations for
improving these regulations can help the procedures and guidelines owned
by futures brokers to adjust and be responsive to developments in the
commodity futures trading industry and the growing complexity of risks.
Response to the recommendation:

CoFTRA agreed that it is necessary to give obligations to business
actors to carry out evaluations, as well as analyze and review on policies
issued or activities undertaken.

4. Protection of consumers’ assets against fraud and misuse
A. Internal frauds
- Regulations that regulate or discuss the separation of duties, roles and
responsibilities of the functions of futures brokers and traders.

CoFTRA may refer to NFA Interpretive Notices 9019 — Compliance
Rule 2-9. It is important to make regulations that discuss internal control
and guidelines for implementing functions for futures brokers and traders.
Recommendations for making these regulations can provide benefits to
increase the professionalism and quality of functions by futures brokers
and traders, minimize the risk of errors and abuse, and provide consumers’
protection.

Response to the recommendation:

CoFTRA Regulation No. 3 of 2018 concerning Futures Brokerage
Business Licenses and Approval for opening branch offices have not
explicitly regulated this recommendation. When applying for a license or
an inspection audit, the organizational structure and its functions are
requested. However, it explicitly regulates the segregation of duties, roles
and responsibilities for the functions of futures brokers and traders, which
are still not contained in CoOFTRA regulations. This is because they are
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only obligated to fulfill organizational policy requirements, have an
organizational structure, and have divisions along with their functions.

5. Protection of consumers’ data and privacy

Regulations are needed for futures brokers to have written policies and
procedures that describe administrative, technical, and physical safeguards
needed to protect consumers’ records and information. Related regulations on
cybersecurity and ISSP are needed to secure customers’ data and access to
consumers’ electronic systems.

CoFTRA Regulation No. 4 of 2018 needs to be revised because it has not
yet regulated this obligation. COFTRA can refer to CFTC Rule Part 160, NFA
Interpretive Notice 9070 — NFA Compliance Rules 2-9, 2-36, and 2-49 as
benchmarks. This recommendation is useful for providing guarantees for
consumers’ data or information protection and access to their electronic
systems from irresponsible parties.

Response to the recommendation:

CoFTRA accepts this recommendation.

6. Competition
A. The regime and institutional architecture

Regulations that govern, discuss or promote competitive markets give
consumers a greater choice between futures brokers and traders while
creating competitive pressure in offering products, increasing innovation,
and maintaining service quality.

Recommendations for previous regulations can promote competition
between futures brokers and traders as follows:

a. Regulations that require futures brokers and traders to register and
obtain certificates or charters, such as the International Standard of
Organization (1SO).

b. Regulations require consumers’ information to be displayed on the
futures broker's website and available at branches, offices, etc.

c. Regulations that discuss or regulate governance disclosure obligations,
policies, and procedures for futures brokers and traders.

d. Regulations require the disclosure of annual reports of futures brokers
and traders to the public.

The recommended regulations can create competitive pressure on
futures brokers and traders because the public can assess and compare
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products/services, costs, management, innovation, and the trading system's
quality.
Response to the recommendation:

CoFTRA accepts this recommendation.

Comparability and access

Regulations that facilitate comparison between products, services,
futures brokers and traders easily and at a reasonable cost are disclosed.
Indonesian commodity futures trading currently does not have tools
capable of helping consumers make choices, as well as compare costs,
features and benefits of products from futures brokers and traders in a
standardized, timely and quality manner. Indonesian commodity futures
trading needs to have these facilities or tools.

These facilities or tools may create competitive pressure on futures
brokers and traders for the public to assess. In addition, they can compare
the costs, features and benefits of none competitive products and services.
Response to the recommendation:

This recommendation can be accepted by CoFTRA, with further
considerations needed to determine the futures exchange required to
combine information related to companies, costs, products, prices, price
references, and cases experienced, in one user interface or in onedashboard.
CoFTRA acknowledges the benefits of this recommendation to enable
consumers to find healthy futures brokers with limited complaints.

7. Additional Recommendations

CoFTRA refers to the CFTC, which provides a transparent means for the
public to provide feedback on developing regulations, guidelines or
policies on their website. COFTRA must organize a pre-consultation
process to receive feedback from relevant stakeholders and those affected
by commodity futures trading during the development of regulations,
guidelines or policies. The public consultation includes a paper, the text of
the proposed regulation, and a clear description of the process. After
completing the public consultation, COFTRA published a response to
public comments detailing the main differences between the consultation
document and the final proposal.

Response to the recommendation:
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CoFTRA can accept recommendations regarding public disclosure on
the development of regulations in the commodity futures trading sector.
However, it is necessary to develop a system and website, with the public
relations section attached to the secretariat.

Legal products from CoFTRA displayed on its website are the final
product with regulations and circulars. Meanwhile, in the formulation,
discussion and public testing process, COFTRA still involves business
actors specializing in commodity futures trading and internal and self-
regulatory organization. It also involves experts who conduct research on
the community, with the results submitted and used to prepare regulations.
CoFTRA only provides addresses, social media, Instagram, WhatsApp
and telephone during complaints, reports, consultations and information
delivery.

- Strengthening regulations aimed at increasing consumers’ protection
through the capacity or role of futures exchanges disclosed to the public,
as well as implementing regulations that discuss and regulate disclosure
obligations of governance, policies and procedures for futures exchanges.

The capacity or role of futures exchanges in consumers’ protection has
been alluded to in Law no. 10 of 2011, Head of COFTRA Regulation No.
5 of 2017, and Head of CoFTRA Regulation No:
88/Bappebti/Per/01/2011. However, these three regulations are not
sufficiently detailed and comprehensive in regulating the capacity or
active role of futures exchanges in consumers’ protection disclosed to the
public. The three regulations also do not regulate the disclosure obligations
of governance, policies and procedures for futures exchanges.

It is necessary to make CoFTRA regulations governing the disclosure
of the implementation of the duties and authorities of futures exchanges
and the disclosure of governance, policies, and procedures. COFTRA can
refer to CFTC Rule Part 38 as a benchmark with the need to implement
the recommendations for making these regulations to ensure consumers
can assess the effectiveness of the role and capacity of futures exchanges
in supporting consumers’ protection.

Response to the recommendation:

CoFTRA agrees to this recommendation as material for consideration
by first sorting out the data and information that can be exposed to the
public. This is because the annual report contains financial and activity
information, hence, adequate monitoring is essential. As a self-regulatory
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organization, it must have a moral obligation to disclose the results of
monitoring the performance of each of its members. When the futures
exchange carries out supervision, CoFTRA can request the results. Futures
exchanges must be accountable for the results of their supervision, hence,
not all supervisory duties are borne by CoFTRA.

- Strengthening regulations aimed at strengthening consumers’ protection
through the capacity or role of a publicly disclosed futures clearing house.
This is in addition to implementing regulations that discuss and regulate
the disclosure obligations of governance, policies, and procedures.

The capacity or role of the futures clearing house in consumers’
protection has been alluded to in Law no. 10 of 2011, Head of CoFTRA
Regulation No. 5 of 2017, and Head of CoFTRA Regulation No.
88/Bappebti/Per/01/2011. However, these three regulations need to be
sufficiently detailed and comprehensive in regulating the capacity or
consumers’ protection information disclosed to the public. These
regulations do not stipulate governance disclosure obligations, policies
and procedures for futures clearing houses.

CoFTRA can refer to CFTC Rule Part 39 as a benchmark for regulating
and implementing duties, authorities, policies, and procedures. It is
imperative to implement policies for making these regulations for
consumers to assess how far the effectiveness of the role and capacity of
the futures clearing institution is in supporting consumers’ protection.
Response to the recommendation:

CoFTRA agrees to this recommendation as material for consideration
by first sorting out the data and information that can be exposed to the
public, such as annual financial and activity reports. These
recommendations can be used to monitor and determine the information
to expose to the public. As a self-regulatory organization, CoFTRA must
have a moral obligation to disclose the results of monitoring the
performance of each of its members. When the futures clearing house
conducts supervision, CoOFTRA can request the results. The futures
clearing house must be accountable for the results of its supervision, to
ensure that COFTRA bears not all supervisory duties.

6. CONCLUSION AND RECOMMENDATION
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The governance arrangements of Indonesian commodity futures trading actors
have complied with most consumers’ protection principles and their supporting
elements. There are still several gaps in the governance arrangements of Indonesian
commodity futures trading actors due to numerous principles of consumers’
protection and their unfulfilled supporting elements.

Most of the governance consumers’ protection policies of the Indonesian
government on futures trading actors are similar to those of the United States.
However, there are still some dissimilar elements that need to be improved.

Based on the evaluation and comparison results, it is necessary to improve
governance arrangements of Indonesian commodity futures trading actors in
consumers’  protection by implementing the following regulatory
recommendations:

1. Formulating specific regulations regarding consumers’ protection.

2. Implement regulations requiring consumers to assess and survey futures
brokerage culture, policies and procedures.

3. Regulations require futures brokers and traders to obtain ISO certificates.

4. Regulations require futures brokers to provide special services for consumers
with special needs.

5. Regulations that require all information and trading rules to be displayed on
futures broker websites.

6. Regulations on the offer of time off by futures brokers to consumers.

7. Regulations govern futures brokers to conduct consumers’ research to
understand their objectives, profiles, needs, preferences and understanding.

8. Regulations that require disclosure of the governance of futures brokers and
traders.

9. Regulations that can enrich the functions of the compliance and service units.

10. Regulations related to the remuneration structure.

11. Specific regulations governing futures brokers to consider consumers’
feedback on the services provided.

12. Specific regulations governing futures brokers and traders to evaluate policies
and activities.

13. Regulations regarding the segregation of duties, roles and responsibilities of
functions in futures brokers and traders.

14. Regulations require futures brokers to have cybersecurity policies and ISSP to
protect consumers’ information and data.

15. Regulations that promote a competitive market between futures brokers and
futures as alternative trading system providers.
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16. Regulations that create facilities for comparing costs, features, and benefits of
products and services from futures brokers and traders.

17. Provision of transparent means on CoFTRA's website for the public to provide
feedback on developing regulations, guidelines and policies.

18. Disclosure of futures exchanges performance and governance aimed at
strengthening consumers’ protection.

19. Disclosure of performance and governance of futures clearing institutions
aimed at strengthening consumers’ protection.
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