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Abstract. Sustainable finance is significant in mitigating the negative impacts of
climate modification and promoting the evolution to a sustainable green
economy. This study aims to examine sustainable finance strategies implemented
by the global financial sector in addressing increasingly pressing environmental
challenges. The research employs a qualitative approach using secondary data
derived from annual reports of financial institutions, regulatory policies, and
relevant literature studies. Through qualitative analysis, the study explores the
application of various sustainable finance strategies, the challenges encountered,
and potential future developments. The results show that, despite the global
financial sector’s strong commitment to sustainability, inadequate regulations
and gaps in knowledge among stakeholders continue to obstruct practical
implementation. Additionally, the results highlight the Aimportance of synergy
between financial sector players, regulators, and policymakers to overcome these
barriers and accelerate the transition to a greener economy. This study provides
valuable insights for the financial sector and policymakers in formulating more
effective strategies to support the global sustainability agenda.

Keywords: Sustainable Finance, Financial Strategy, Green Finance, Green Economy,
Climate Change.

1 INTRODUCTION

Global climate change has become one of the highest pressing challenges of the
modern era. Increasing earth temperatures, rising sea levels, and more frequent
natural disasters are some of the impacts faced by countries around the world.
Indonesia, as an archipelagic country with more than 17,000 islands, faces serious
threats due to climate change, ranging from coastal erosion, flooding, and impacts on
the agricultural and fisheries sectors. In this context, the Indonesian financial sector
needs to take a leading role in diminishing the consequences of climate change by
encouraging sustainable and environmentally friendly investments. Sustainable
finance has become an important tool in addressing environmental risks by focusing
on environmental, social and governance (ESG) components. Various policies have
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been introduced to encourage the financial sector to adopt ESG principles, such as
Financial Services Authority Regulation (POJK) Number 51/POJK.03/2017 which
seeks to integrate sustainability aspects in the operations of financial institutions in
Indonesia [1].

According to Susanto and Sirnawati, sustainable financial behavior is a way to
financial management that pays attention to environmental, social and corporate
governance aspects (Environmental, Social, and Governance — ESG) as a component
of investment decisions and asset management [2]. This includes consideration of the
long-term impact of financial decisions on the environment, society and other
sustainable factors. Sustainable financial behavior tries to integrate the principles of
sustainability, social responsibility, and environmental sustainability into financial
decision making. However, implementing sustainable finance in Indonesia still faces
various challenges. Many financial institutions do not fully understand or fully
implement ESG principles, often hampered by a lack of education, clear standards
and adequate impact measurement. A lack of technical skills and uniform impact
measurement standards is a barrier to wider adoption of this strategy. Meanwhile,
global pressure such as Indonesia's commitment to the Paris Agreement requires the
financial sector to be more active in directing capital flows to green projects that
support climate change mitigation. In the Paris Agreement, Indonesia has confirmed
its commitment to reduce greenhouse gas (GHG) emissions by 29% through
independent efforts (business as usual) and up to 41% with international support until
2030 as stated by President Joko Widodo. Each sector contributes a different
proportion to the emission reduction along with the forestry sector contributing
17.2%, the energy sector 11%, agriculture 0.32%, industry 0.10%, and waste 0.38%

[3].

Several financial institutions in Indonesia have shown initiative in implementing
sustainable financial strategies. For example, PT Bank Negara Indonesia (BNI) has
issued green bonds that fund it projects in the Environmentally Friendly Business
Activities (KUBL) category and PT Sarana Multi Infrastruktur (SMI) supports
environmentally friendly infrastructure projects such as solar power plants, especially
in remote areas [4] [5]. These efforts are examples of how ESG principles can be
applied in Indonesia's financial sector to support sustainable development and a low-
carbon economy.

Choeruddin et al. say that financial behavior that supports sustainability covers
various aspects ranging from responsible investment to wise financial management
[6]. Overall, although there has been progress in implementing sustainable finance in
Indonesia, further support is still needed in the form of stronger regulations, education
and cross-sectoral collaboration. Sustainable finance will not only reduce
environmental risks, but also create new potential for more inclusive and sustainable
economic advancement.
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2 Literature Review

Sustainable finance has evolved to address the global imperative of tackling climate
challenges and transitioning to a low-carbon economy. Over the past decade, the
Environmental, Social, and Governance (ESG) principles have emerged as a key
framework for guiding investment decisions. The ESG framework emphasizes three
core aspects—environmental, social, and governance—that assist companies and
investors in making decisions that are both socially responsible and sustainable.

2.1 Sustainable Finance on a Global Scale

The Global Sustainable Investment Alliance (GSIA) highlights a substantial rise in
global sustainable investments, which have now reached $30.3 trillion in assets
dedicated to sustainability-focused endeavors [7]. This increase reflects a heightened
recognition of investments that prioritize not only financial gains but also
environmental, social, and governance (ESG) factors. Excluding the United States,
assets under sustainable investment strategies have grown by 20% since 2020,
indicating a robust trend toward adopting sustainable finance practices across Europe
and Asia [7].

On an international level, the 2015 Paris Agreement has become a pivotal framework
for urging the financial sector to reduce greenhouse gas emissions and support green
investments globally. Aiming to limit temperature increases to below 2°C, the
agreement mandates more rigorous climate policies from nations. The financial sector
is essential in funding renewable energy projects and green infrastructure through
instruments like green bonds, thus advancing the shift to a low-carbon economy and
enhancing cooperation between public and private sectors.

Research by the Morgan Stanley Institute for Sustainable Investing reveals that
sustainable investments often surpass traditional investments in performance [8]. The
study shows that companies adhering to Environmental, Social, and Governance
(ESG) principles generally exhibit greater resilience to market volatility and long-
term risks. Moreover, sustainability-focused investments are increasingly preferred,
especially by younger investors who emphasize social and environmental
responsibility. Additionally, sustainable firms typically have superior risk
management practices, ensuring stable returns and attracting investors even during
periods of market uncertainty.

2.2 Sustainable Finance in Indonesia

Sustainable finance in Indonesia represents the comprehensive integration of the
financial services sector to promote sustainable development by harmonizing
economic, social, and environmental goals. This framework highlights the crucial role
of the financial sector in supporting improvement projects that balance short-term
profitability with the long-term sustainability of social and environmental systems.
The establishment of Financial Services Authority Regulation (POJK) Number
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51/POJK.03/2017 represents a major advancement in establishing sustainable finance
policies, encouraging financial institutions to incorporate Environmental, Social, and
Governance (ESG) standards into their operations and investments [1].

Despite these advances, significant challenges remain in policy implementation.
Nurosidah points out that effective execution of sustainable finance requires accurate
data and strong risk management practices [9]. This involves offering clear incentives
to both financial institutions and project developers and standardizing criteria for
green project classification to ensure that sustainable finance practices are
consistently applied rather than being sporadic.

Setyowati observes that Indonesia has had risk management regulations since 1998,
mandating banks to perform Environmental Impact Analyses (AMDAL) for large or
high-risk financing. Furthermore, Bank Indonesia is required to assess potential
borrowers through the Public Disclosure Program for Environmental Compliance
(PROPER). However, in 2021, out of 2,548 companies evaluated by PROPER, 75%
were compliant, while 25% were not. As a result, not all banks have effectively
implemented ESG-based lending policies [10].

2.3  Implementation of Sustainable Finance in Financial Institutions

A number of financial institutions in Indonesia have demonstrated commitment to
adopting sustainable financial strategies. The following is a comparative table of
several financial institutions in Indonesia that have implemented sustainable finance:

Table 1. Financial Institutions in Indonesia Implementing Sustainable Finance

Institutions Implementation of Examples of Key
Sustainable Finance Initiatives
ESG-based bond portfolio
Bank Rakyat Indonesia EGS bonds, sreen 'bonds, of IDR 39.6 trillion and
use of electric vehicles, . .
(BRI) installation of solar panels BRI Planting program with
P ' 904,196 tree seedlings [11].
Reducton ofloans to o1 &reen bonds (en
Bank Mandiri projects that damage the PP .
. renewable energy projects
environment,
[12].
Bank Negara Integration of ESG into Funding for sustainable
credit and investment sectors and green economic
Indonesia (BNI) policies. development [4].
Bank BCA Focus on the agricultural and Implementing

renewable energy sectors.

environmentally friendly
financing (green financing)
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in priority sectors [13].

Bank Muamalat

Applying ESG principles in
Islamic banking activities.

Focus on financing
renewable energy projects
and other sustainable
sectors [14].

Otoritas Jasa

Sustainable financial
regulation through the Green
Taxonomy, development of

Establishment of a
Sustainable Finance Task
Force and Green Taxonomy

Keuangan (OJK) innovative financing [15]
schemes. ’
o . Implementation of CSR
FIFGROUP (Astra Apphcatlon of ESG in initiatives that support
. . investment and company A .
Financial) sustainability, recognized

operations.

by various awards [16].

PT Sarana Multi

Publishing green bonds,
funding blended finance for

Supports renewable energy
projects, natural resource

Infrastruktur (SMI) sustainable projects. management and energy
efficiency [5].

Allocating investment funds gll\éismzlrl;i? rte:s:lvtable
Pertamina for the energy transition and ey & o

reducing carbon emissions emissions by 30% by the

' year 2030 [17].

Implementation of GCG, Environmental CSR worth

PT Mirae Asset energy savings, IDR 397 million, Investor

Sekuritas Indonesia

environmental CSR
programs, financial
education and sustainability.

Network Summit for
sustainable investment
strategies [18].

2.4  Benefits and Challenges

The primary advantage of sustainable finance is its capacity to channel capital into
projects that yield positive environmental and societal impacts. According to the
Asian Development Bank (ADB), Indonesia will require approximately $477 billion
in investments by 2030 to meet its climate change mitigation goals and develop green
infrastructure [19]. Conversely, the foremost challenge lies in the insufficient
awareness and technical expertise among financial practitioners in the comprehensive
adoption of ESG principles.
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2.5  Regulatory Framework

In 2018, the Indonesian government made a significant advancement by issuing green
bonds, becoming the first country in Asia to implement such a measure on a national
scale. The Paris Agreement and the Sustainable Development Goals (SDGs) further
drive Indonesia's commitment to enhancing its role in the transition to sustainable
finance by promoting policies that support investments in environmentally friendly
and socially inclusive projects.

3 Research Methodology

This research uses secondary data and qualitative analysis to explore the application
of sustainable finance by the Indonesian financial industry. Secondary data collected
comes from various sources such as company annual reports, government regulatory
documents, as well as academic publications and reports from relevant international
institutions. These sources provide in-depth information on how financial institutions
in Indonesia such as PT Bank Negara Indonesia (BNI) and PT Sarana Multi
Infrastruktur (SMI) integrate the principles of Environmental, Social, and Governance
(ESG) into their company strategy. Apart from that, regulations such as POJK
Number 51/POJK.03/2017 function as a policy basis in directing the financial sector
to implement sustainable finance.

After the data was collected, qualitative analysis was carried out with a focus on three
main methods, namely document analysis, thematic analysis and comparative
analysis. Through document analysis, annual reports and relevant policies are studied
in depth to understand how financial institutions implement ESG strategies and their
impact on operations. Thematic analysis helps group information into main themes
such as challenges and opportunities in implementing ESG, making it easier for
researchers to find emerging patterns and trends. A comparative analysis was carried
out by comparing the implementation of ESG in various financial institutions to
understand the differences in approaches and results achieved in different sectors.

From the conclusions drawn from this analysis, the research will draw conclusions
regarding the effectiveness of implementing sustainable finance in Indonesia by
identifying success factors and challenges that need to be overcome. This research
provides important insights into how the financial sector can strengthen ESG
implementation and exploit the opportunities that exist in the green investment
market. This qualitative approach allows a deeper and more comprehensive
understanding of the process of implementing sustainable finance without requiring
primary data collection or statistical analysis so that it focuses more on the
interpretation and exploration of available data.
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4 Discussion

The adoption of sustainable finance in Indonesia's financial sector has seen
considerable growth in recent years, bolstered by increasingly favorable policies from
both the government and international financial bodies. However, a key weakness and
challenge identified in this research is the limited understanding and internal capacity
among smaller financial firms to embrace Environmental, Social, and Governance
(ESG) principles. According to data from the Financial Services Authority (OJK),
despite the enactment of POJK regulation Number 51/POJK.03/2017, many financial
institutions struggle to consistently apply ESG standards due to constraints in
resources and technical expertise. Consequently, the practice of sustainable finance in
Indonesia remains largely dominated by large financial institutions with access to
global capital markets and green investors [20].

On the opportunities side, global investor interest in green bonds and environmentally
friendly projects continues to increase. In the view of Global Sustainable Investment
Alliance (GSIA) review, assets invested with a global sustainability approach
increased by 15% in 2020 and reached $35.3 trillion [7]. This opens up opportunities
for Indonesian financial institutions to attract more investment from abroad that
focuses on sustainability. Apart from that, support from the government through
regulations such as Green Bond Framework also further strengthens Indonesia's
position as a green investment destination in Southeast Asia.

However, threats remain, especially in the form of regulatory uncertainty and global
market instability. Financial institutions involved in green projects face risks from
commodity price fluctuations and global market volatility that can disrupt their
financial stability. In addition, policy changes at the national level regarding energy
and the environment can hinder the continuation of sustainable projects if there is no
stable policy framework. Based on a report from the Asian Development Bank
(ADB), Indonesia needs around $477 billion by 2030 to meet climate change
mitigation targets which require consistent regulatory certainty [19].

Based on the analysis of the data and facts above, it can be seen that the opportunities
for sustainable financial growth in Indonesia are very large, especially due to
increasing global interest in green investment and environmental initiatives. However,
significant internal challenges, especially in the capacity of small financial institutions
and regulatory uncertainty hinder the sector's full potential. This is especially evident
in the potential of small financial institutions to adopt the concepts Environmental,
Social, and Governance (ESG) consistently due to difficulties in implementing this
standard caused by limited resources and knowledge.

However, the notable advancement in Indonesia's sustainable finance sector extends
beyond a few major companies to encompass a range of financial institutions,
including both banks and non-banks. Leading banks like BRI, Mandiri, and BNI, part
of the group of 8 First Movers guided by OJK, have dedicated themselves to
sustainable finance by issuing various ESG-based financial instruments, including
green bonds, which national and international policies support. Additionally, finance
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companies like PT Sarana Multi Infrastruktur (SMI) have played a crucial role by
issuing green bonds to fund clean energy and green infrastructure projects. Securities
firms such as PT Mirae Asset Sekuritas Indonesia are also committed to sustainable
finance through Good Corporate Governance (GCG) practices, energy conservation
measures, and an environmental CSR program valued at IDR 397 million.
Furthermore, they contribute to financial and sustainability education through
collaborative programs and events such as the Investor Network Summit, which
promote sustainable investment strategies.

Regulatory challenges are another obstacle. Although POJK Number
51/POJK.03/2017 establishes guidelines for financial firms to implement ESG
principles, many of which have not been able to fully comply with the regulations due
to lack of infrastructure and preparedness. This requires further support from the
government to strengthen capacity and education regarding ESG, especially among
small financial institutions. Meanwhile, based on the Global Sustainable Investment
Alliance (GSIA) report, globally sustainably managed assets increased by 15% in
2020 and reached $35.3 trillion, which provides a great opportunity for Indonesia to
attract more green investment from abroad. Further support through regulations such
as Green Bond Framework from the Indonesian government also strengthens the
country's position as a green investment destination in Southeast Asia.

To fully realize Indonesia's potential in sustainable development, several critical areas
need attention. One of the key focuses is the broader adoption of ESG
(Environmental, Social, and Governance) principles within the financial sector. It is
essential for financial institutions to be provided with the necessary education and
tools to implement ESG practices effectively. According to the Indonesian Financial
Services Authority (OJK), strengthening the internal capabilities of these institutions
is crucial for the successful integration of ESG principles. Furthermore, education on
sustainability must be enhanced for all stakeholders, including both those within the
financial sector and the public at large. This will promote a deeper understanding and
more accurate application of sustainability principles in day-to-day operations and
decision-making processes. Additionally, consistent policies are vital to the success of
green projects and reducing the risks that financial institutions may face in these
investments. Regulatory certainty provides a stable foundation for long-term
planning, which is particularly important as the Asian Development Bank (ADB)
estimates that Indonesia will need approximately $477 billion by 2030 to meet its
climate change mitigation targets. By focusing on these areas, Indonesia can
significantly advance its sustainability agenda.

Therefore, to accelerate the growth of green investment in Indonesia, it is necessary to
foster stronger collaboration between the government, financial institutions, and
international investors. The broader adoption of ESG principles, improved education,
and consistent policies will be key to supporting the sector's future expansion.
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5 Conclusion

This research indicates that the adoption of sustainable finance within Indonesia's
financial sector has progressed notably, particularly among major institutions like PT
Bank Negara Indonesia (BNI) and PT Sarana Multi Infrastruktur (SMI). These
organizations have spearheaded the issuance of green bonds and the funding of eco-
friendly projects, aligning with national sustainability and carbon reduction goals.
Nonetheless, the application of sustainable finance remains predominantly within
larger institutions, while smaller financial entities encounter difficulties in
comprehending and consistently applying Environmental, Social, and Governance
(ESG) principles.

Government policies such as POJK Number 51/POJK.03/2017 have become an
important driver in encouraging the financial sector to adopt sustainable finance.
However, there are still challenges in terms of increasing internal capacity, education,
and regulatory stability that can ensure the long-term sustainability of green projects.
Government support through stable and consistent regulations will be crucial in
dealing with global economic uncertainty and reducing risks for financial institutions
investing in green projects.

Conversely, the rising global interest in green projects presents a significant
opportunity for Indonesia to attract additional sustainable investment. The expanding
green bond market facilitates access to international capital, which can be directed
toward financing green infrastructure and renewable energy initiatives. To fully
capitalize on this opportunity, there is a need to enhance education, provide training,
and bolster policies that promote the adoption of sustainable finance across all sectors.

In summary, despite the obstacles that need to be addressed, the potential for
sustainable finance in Indonesia is immense. By adopting effective strategies and
approaches—such as broadening the application of ESG principles, enhancing
education, and ensuring policy stability—Indonesia has the opportunity to emerge as
a regional leader in green and sustainable finance.
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