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Key Points:

® Banks continue to finance

and invest more in fossil fuel

than in renewable energy.

® Banks face challenges in

financing energy transition,

stemming from regulatory
issues and banks' internal
business processes.

® Policies are needed to

encourage banks to make
a gradual and measurable
transition from financing
fossil fuel to financing
renewable energy within a
certain period according to
Indonesia's NZE target.

Transition of Bank Financing and Energy
Transition in Indonesia
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Indonesia's climate change
commitment

The climate crisis is starting to be felt around the
globe. Erratic weather and other phenomena such
as extreme heat, extreme rain, floods and forest
fires began to occur everywhere. To mitigate climate
change, countries have committed to transitioning
energy from fossil fuels to renewable energy (RE) to
achieve net zero emissions (NZE) through the Paris
Agreement 2015.

As a signatory to the Paris Agreement, Indonesia
has submitted nationally determined contributions
(NDC). In 2022, Indonesia took ambitious steps
by increasing its emission reduction target from
29 percent to 31.89 percent on its own and with
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international support from 41 percent to 43.20
percent in 2030. This target update is packaged
in the enhanced NDC (Ministry of Environment
and Forestry/MEF, 2021; Coordinating Ministry of
Economy, 2022).

Indonesia already has a road map to achieve NZE
2060, one of which is the Energy Sector NZE 2060
road map. In the energy sector, RE is targeted to
contribute enormously to the supply of energy
needs in 2060. The target of generating capacity
from new and renewable energy (NER) is 708GW
(Ministry of Energy and Mineral Resources/MENR,
2022). Figure 1 illustrates that the portion of fossil
fuel power plants will decrease starting in 2031.

Figure 1. Energy Sector NZE Scenario Generation Supply 2060
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Source: Energy sector NZE 2060 roadmap (MENR 2022)

Figure 1 illustrates that the portion of fossil
generators will decrease, starting in 2031. The figure
above shows the declining share of fossil generators
starting in 2031 (MEMR, 2022).

Renewable energy financing needs

The International Energy Agency (IEA) predicts that
the total investment required for the energy sector
in Indonesia in 2030 is around US$90 billion. Along
with the realisation of the energy transition, the
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most significant increase in investment has occurred in
the electricity sector, which accounts for two-thirds of the
total energy sector investment needs in 2030 (IEA 2022). In
the long term, the level of investment to reach the NZE is

expected to decrease to US$10 billion in 2050 or around
2% of GDP in 2050 which is intended for power generation
and low-emission networks, industry and transportation
(IEA 2022).

Figure 2. Generator and Transmission Investment Needs
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Source: Energy sector NZE 2060 roadmap (MENR 2022)

The World Bank estimates that Indonesia will need an
average annual budget allocation of IDR 266.3 trillion to
handle climate change by 2030 (Ministry of Finance, 2022).
Particularly, in the power generation and transmission
sector, the Ministry of Energy and Mineral Resources (2022)
estimated a total investment requirement of US$1,108
billion or US$28.5 billion per year. The total investment
required to construct power plants is worth USD 994.6
billion, and transmission is worth USD 113.4 billion.

The government has launched two financing schemes to
achieve energy transition agenda i.e., the Energy Transition
Mechanism Country Platform (ETMCP) and the Just Energy
Transition Partnership (JETP). ETMCP runs under government
coordination through PT Sarana Multi Infrastruktur
(Persero) (PT SMI) as the country platform. Simultaneously,
JETP is carried out collectively by stakeholders who agree
to engage. Commercial banks can be involved in the two
funding schemes besides peer-to-peer funding.

Bank and Climate Change

The climate crisis that needs to be handled will impact the
sustainability of the banking business in the long term. The
intensity of natural disasters will disrupt the activities of
market players, including debtors. Thus, the climate crisis
will increase the risk of non-performing loans (NPL). In
addition, the climate crisis threatens the physical assets of
banks, which of course, will reduce asset values gradually.

The government has regulated banks' involvement in
supporting climate change and energy transition. One is
through the Financial Services Authority Regulation (POJK)
No. 51 of 2017 concerning Sustainable Finance. This policy

also seeks to encourage the active contribution of financial
service institutions to the government's achievement
targets in achieving the Sustainable Development Goals
(SDGs) and controlling climate change.

Banks can contribute to the energy transition by increasing
the allocation of loans and investments to the RE sector. As
a holistic effort to promote the energy transition, financing
for the RE sector by banks must simultaneously be
supported through divestment efforts to finance the fossil
fuel energy sector. This means banks must stop lending and
investing in new or existing fossil fuel-based projects or
companies (CPI, 2022).

According to the Sustainable Market Initiative (SMI)
(2021), it is not only enough for banks to relocate their
capital from carbon-intensive companies but also needs a
systematic and just transition plan. Banks can reallocate
their funds from companies with high-carbon emissions to
low-carbon business activities (SMI, 2021).

Climate Commitment and Banking Financing
Trends

At least 13 well-known banks in Indonesia, which are
members of the Indonesian Sustainable Finance Initiative
(IKBI), have green commitments. An assessment conducted
on the policies of 13 banks related to climate change,
nature and power generation using the Fair Finance Guide
International Methodology 2021 found that the awareness
of banks in Indonesia regarding climate change varies quite
a bit. Figure 3 below shows the score achieved by each bank
related to each theme. The higher the score, the stronger
the bank's commitment to this theme.
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Figure 3. IKBI bank assessment results related to the theme of climate change, nature and power generation
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The assessment result shows that banks in average have
sustainability commitments in climate change, nature and
power generation themes. For climate change theme, banks
that received the highest scores were HSBC Indonesia,
Maybank and Bank Muamalat, while banks that did not
score were BNI, BCA, BJB and Arta Graha. For the nature
theme, the three banks with the highest scores were HSBC
Indonesia, BRI and Arta Graha, while those without scores
were OCBC NISP, BJB, BNI, BSI and Bank Banten. For the
power plant theme, the three banks with the best scores
were HSBC Indonesia, BRI and Maybank, while the banks
that did not score were Bank Banten, OCBC NISP and BSI.
Not obtaining a score can indicate two things: the bank

needs policies or commitments for related themes or
policies/commitments that are not published because the
assessment is based on documents or information posted
by each bank.

Even though some banks have shown commitments
to sustainability, as encouraged by POJK Number
51/P0JK.03/2017  regarding  Sustainable  Finance
implementation, however, data contradicts such
commitments. Between 2016 and the first half of 2022,
banks in Indonesia still financed and invested more heavily
in fossil fuel energy sector than in renewable energy sector.

Figure 4. The composition of the financing portfolio: loans and underwritings
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Based on the financing composition, divided into loans
(loans) and issuance of shares and bonds (underwritings) to
fossil energy and renewable energy companies, the portion
of loans is still dominant for fossil energy. Total loans
disbursed to the fossil fuel energy sector from 2016 to the
first semester of 2022 reached US$19,540 million, while
loans for the renewable energy sector were only US$1,667
million. The total bonds that flowed to the fossil energy
sector in the same period were US$9,919 million, while for
renewable energy, it was only US$294 million.

Barriers and challenges to financing
renewable energy from banks

There are obstacles and challenges to realising banking
commitments to invest in the energy transition. PRAKARSA

research (2022) found the barriers and challenges banks
face in financing the energy transition, including in the
aspects of national and internal banking regulations.

From national regulations aspect, the obstacles and
challenges faced are regulations that are frequently
change (e.g. electricity supply business plan/RUPTL) and
counterproductive rules (e.g. policies regarding Rooftop
SPV). Regulatory instability or ineffective policies affect
banks business strategy in financing energy transition,
including influencing consumer consumption, which
results in non-expansive credit penetration.

From the internal banking regulations, the obstacles and
challenges revolve around the bank's internal knowledge
regarding the urgency of the energy transition and the
perception of the bonafide-ness of renewable energy, which
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is relatively lower than fossil energy. Banks
generally have not seen the long-term profit
potential of renewable energy financing.
Banks still consider that renewable energy
financing has yet to generate a profit, like
the financing of fossil energy companies.

The same study also found that banks are
passive parties in financing Indonesia's
energy transition. Renewable energy
financing by banks is strongly influenced by
the availability of renewable energy projects
from the government, which are currently
few. This means that to accelerate the
financing of renewable energy by banks, the
government needs to increase the number
of renewable energy projects.

Banks also face barriers and challenges in
green financing to individual customers. The
two obstacles found are public awareness of
climate change which is still considered low,
and the high prices of renewable energy
or environmentally friendly products (for
example, the installation of home-scale
rooftop SPV and electric vehicles). Both
impact the small number of customers for
loans aimed at green financing products
from banks

Conclusion and recommendations

The wide gap in the financing portfolio
between fossil and renewable energy must
reflect Indonesian banks' willingness and
ability to meet climate change commitments
by switching to renewable energy financing.
Banks need to wunderstand that the
financing transition from fossil fuels to
renewable energy is banks real contribution

to climate change mitigation. To enable
banks to contribute more to climate change
mitigation, we propose the following policy
recommendations:

® The House of Representatives issues
the EBET Law through broad public
participation to create a conducive
energy transition climate for all parties,
including the government, energy
companies, financial service institutions,
investors, and civil society.

® The House of Representatives of
the Republic of Indonesia includes
regulations that encourage banks to
transition financing from fossil energy
to renewable energy in stages and in
a measurable manner within a certain
period in accordance with Indonesia's
NZE target in the EBET Law.

e The Ministry of Finance formulates an
incentive scheme for business actors
engaged in the renewable energy
sector or has a decarbonisation target,
including incentives for consumers to
buy environmentally friendly products.

® The Financial Services Authority develops
green financial instruments such as green
bonds, green loans and risk mitigation
facilities to incentivise banks to finance
energy transition projects.

e The Financial Services Authority issues
regulations requiring banks to set
measurable emission reduction targets.

® Banks prepare measurable emission
reduction targets in policies and
sustainability reporting..

References

CPI. (2022). Private Financial Institutions' Paris Alignment Commitments: 2022 Update. Matthew Solomon. Climate Policy Initiative.
United States. Private Financial Institutions' Paris Alignment Commitments: 2022 Update - CPI (climatepolicyinitiative.org)

IEA. (2022). An Energy Sector Roadmap to Net Zero Emissions in Indonesia. International Energy Agency Special Report. https://iea.
blob.core.windows.net/assets/b496b141-8c3b-47fc-adb2-90740eb0b3b8/AnEnergySectorRoadmaptoNetZeroEmissionsinindo-
nesia.pdf

Kemenko Perekonomian. (2021). Peluang Pendanaan Lingkungan Hidup Berkelanjutan Tandai Pembukaan Rakernas Komite Pengarah
BPDLH 2022. https://www.ekon.go.id/publikasi/detail/4833/peluang-pendanaan-lingkungan-hidup-berkelanjutan-tandai-pem-
bukaan-rakernas-komite-pengarah-bpdlih-2022

Kementerian ESDM. (2022). Empat Kerja Sama Menuju Net Zero Emission Tahun 2060 Ditandatangani. Siaran Pers Kementerian
ESDM 24 Maret 2022. https://www.esdm.go.id/id/media-center/arsip-berita/empat-kerjasama-menuju-net-zerro-emission-ta-
hun-2060-ditandatangani

Kementeriasn ESDM. (2022). Peta Jalan Net Zero Emission 2060 Sektor Energi: Skenario Konsilodasi 129 Juta Ton CO2. Tim NZE -
KESDM, disampaikan pada Rapat Lanjutan Koordinasi Pemodelan Kebijakan Sektor Energi, Bogor, 2 Agustus 2022.

Kementerian Keuangan. (2022). Optimalisasi Pendanaan Penanggulangan Perubahan Iklim. https:/fanggaran.kemenkeu.go.id/in/post/
optimalisasi-pendanaan-penanggulangan-perubahan-iklim

KLHK. (2016). First Nationally Determined Contribution of Republic of Indonesia. November 2016. http://ditjenppi.menlhk.go.id/
reddplus/images/resources/ndc/First_NDC.pdf

Laplane, J. & Loenen, Lv. (2021). Fair Finance Guide International Methodology 2021: A methodology for the assessment of respon-
sible investment and finance policies of financial institutions, Fair Finance International and Profundo. https://fairfinanceguide.
org/media/497246/ffg-policy-assessment-methodology-2021.pdf

PRAKARSA. (2022). Melacak Kemajuan Sektor Perbankan dalam Pembiayaan Transisi Energi Indonesia untuk Mempercepat Net Zero
Emission, Perkumpulan PRAKARSA: Jakarta.

Sustainable Market Initiative. (2021). A Practitioners’ Guide for Bank: Considerations for banks in setting a net zero strategy. Sustain-
able Markets Initiative - Financial Services Taskforce. https://www.business.hsbc.com/-/media/media/gbm-global/pdf/articles/a-
practitioners-guide-to-net-zero-for-banks.pdf


http://climatepolicyinitiative.org
https://iea.blob.core.windows.net/assets/b496b141-8c3b-47fc-adb2-90740eb0b3b8/AnEnergySectorRoadmaptoNetZeroEmissionsinIndonesia.pdf
https://iea.blob.core.windows.net/assets/b496b141-8c3b-47fc-adb2-90740eb0b3b8/AnEnergySectorRoadmaptoNetZeroEmissionsinIndonesia.pdf
https://iea.blob.core.windows.net/assets/b496b141-8c3b-47fc-adb2-90740eb0b3b8/AnEnergySectorRoadmaptoNetZeroEmissionsinIndonesia.pdf
https://www.ekon.go.id/publikasi/detail/4833/peluang-pendanaan-lingkungan-hidup-berkelanjutan-tandai-pembukaan-rakernas-komite-pengarah-bpdlh-2022
https://www.ekon.go.id/publikasi/detail/4833/peluang-pendanaan-lingkungan-hidup-berkelanjutan-tandai-pembukaan-rakernas-komite-pengarah-bpdlh-2022
https://www.esdm.go.id/id/media-center/arsip-berita/empat-kerjasama-menuju-net-zerro-emission-tahun-2060-ditandatangani
https://www.esdm.go.id/id/media-center/arsip-berita/empat-kerjasama-menuju-net-zerro-emission-tahun-2060-ditandatangani
https://anggaran.kemenkeu.go.id/in/post/optimalisasi-pendanaan-penanggulangan-perubahan-iklim
https://anggaran.kemenkeu.go.id/in/post/optimalisasi-pendanaan-penanggulangan-perubahan-iklim
http://ditjenppi.menlhk.go.id/reddplus/images/resources/ndc/First_NDC.pdf
http://ditjenppi.menlhk.go.id/reddplus/images/resources/ndc/First_NDC.pdf
https://fairfinanceguide.org/media/497246/ffg-policy-assessment-methodology-2021.pdf
https://fairfinanceguide.org/media/497246/ffg-policy-assessment-methodology-2021.pdf
https://www.business.hsbc.com/-/media/media/gbm-global/pdf/articles/a-practitioners-guide-to-net-zero-for-banks.pdf
https://www.business.hsbc.com/-/media/media/gbm-global/pdf/articles/a-practitioners-guide-to-net-zero-for-banks.pdf

