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Disclaimer

This document relies on information made available through 17 May 2024. Accordingly, changes in
circumstances after this date could affect the contents of this document including any findings,
conclusions or recommendations.

The reader of this report acknowledges that this report was prepared at the direction of Green Finance
Institute Ltd (“issuer”) and may not include all procedures or content deemed necessary for the purposes
of the reader.

Any views advanced by this report are not necessarily those of the UK Foreign, Commonwealth and
Development Office.

The reader agrees that the issuer, its employees, agents, subcontractors, and advisors neither owe nor
accept any duty or responsibility to it, whether in contract or in tort (including without limitation,
negligence and breach of statutory duty), and shall not be liable in respect of any loss, damage or
expense of whatsoever nature which is caused by any use the reader may choose to make of this report,
or which is otherwise consequent upon the gaining of access to the report by the reader. Further, the
reader agrees that this report is not to be referred to or quoted, in whole or in part, in any prospectus,
registration statement, offering circular, public filing, loan, other agreement or document and not to
distribute the report without the issuer’s prior written consent.
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1. Executive Summary

The Green Finance Institute is developing a programme of work in Indonesia for the UK Foreign,
Commonwealth and Development Office (FCDO) to support mobilisation of private capital to deliver
rapid decarbonisation. This report presents views of private sector investors on sustainable finance in
Indonesia, including existing barriers to mobilising investment towards decarbonisation and indicative
solutions. Whilst barriers differ by sector, and solutions will need to be tailored for domestic and
international investors, the conclusions are clear. A new institutional approach is required, to
coordinate policy, regulation, development capital and technical assistance. This will ensure that
private capital flows at scale into priority NDC projects in Indonesia. This report evidences that and
sets out how it can be delivered, through the National Committee on Sustainable Finance.

Summaries of existing policy and regulation were developed through independent desk-based research
and analysis. Investor sentiment analysis involved engagement with four key stakeholder groups (banks,
private equity / venture capital, law firms and development partners). The stakeholder views and GFl
recommendations made within this report do not represent UK Government policy and instead provide an
independent view on sustainable finance investment in Indonesia.

Background: Current Initiatives and Reforms to Accelerate Green Investments

Indonesia is actively pursuing economic growth and investment opportunities through a broad range
of initiatives. These include the One Stop Service by the Indonesia Investment Coordinating Board
(BKPM) and the Job Creation Act, aimed at improving the business and tax environment. Indonesia is also
committed to reducing greenhouse gas emissions, with significant funding needs outlined in its Biennial
Update Reports. However, private investment aligned with climate goals remains limited, underscoring
the need to develop a broader range of sustainable investment opportunities.

To meet its 2030 climate targets, Indonesia is working on a sustainable finance framework, including the
implementation of the Phase Il Sustainable Finance Roadmap (2021 — 2025) and the Indonesia
Taxonomy for Sustainable Finance (2024). This report focuses on all sectors from the enhanced NDC.
However, much of the private capital mobilisation activity has so far focussed on energy given its
contribution to emissions and key financing challenges — learning lessons that may be applied to other
sectors will be important in building towards meeting Indonesia’s overall climate targets.

Collaborative efforts with international partners, such as the Energy Transition Mechanism and the Just
Energy Transition Partnership (JETP), aim to mobilise funds for a fair energy transition. These initiatives
are coordinated through dedicated offices and supported by harmonised national fiscal policies.
Indonesia’s JETP has developed the Comprehensive Investment and Policy Plan (CIPP) to ensure a
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consistent vision for transition pathways that contribute to the country’s economy and ensure access to
affordable energy. The JETP Secretariat prioritises project financing based on accessibility and cost.
Blended finance schemes combine JETP funding sources to balance risk and returns, extending the reach
and effectiveness of funding. The JETP can deploy a range of interventions, including blended finance for
de-risking, guarantees, and incentives like Viability Gap Funding and the Project Development Facility,
which help project developers reduce costs and mitigate risks.?

JETP remains a priority for expediting Indonesia’s fair energy transition and has significant support
from the Indonesian Government, developed countries through International Partners Group (IPG), and
international organisations. JETP brings together the necessary parties for the first time, identifying key
investments areas and requirements to fulfil energy transition commitments and key policy reforms to
enable effective execution of the transition plan. Key policy reforms encompass issues such as reforming
the local content policy, addressing significant surplus in the power grids, reforming the PLN business
model and strengthening financial policy to support Indonesia’s energy transition. Funding challenges
arise from combining public and private investors from different countries, and obstacles associated with
domestic sectoral policy. Governance challenges may include the absence of permanent, institutional
coordination mechanisms.

Alongside sustainable finance regulation, there are numerous sectoral policy interventions designed
to support growth and investment in priority NDC sectors. Examples include:

e Energy: minimum energy performance standards for consumer products and statements on renewable
energy in the Coal to Clean Power Transition Statement

e Forestry and Land Use: legal framework for carbon pricing and standards for carbon trading and a
dedicated agency for peatland restoration

o Waste: 30% waste reduction target, regulations encouraging waste-to-energy and technical
standards on waste infrastructure

e Agriculture: consolidated approach to sectoral research and development (R&D), new import
regulations and capacity building for farmers looking to transition using technology

¢ Industrial Processes and Product Use: certification for green cement, new standards for industrial
wastewater quality for pulp and paper and new guidance on the use of technology to minimise
environmental impact.

e Transportation: emissions testing of internal combustion engine (ICE) vehicles, incentives for electric
vehicle (EV) manufacturing and consumers and technical standards for charging infrastructure.

Further detail on sector policy is included in the main body of the report.

Identified Barriers and Solutions

The object of this engagement was to better understand the private investor perspective on these various
initiatives and develop solutions to evolve them to increase their impact on capital mobilisation into NDC
sectors. During our engagement with four stakeholder groups (banks, private equity / venture capital, law
firms, and development partners and others), the following barriers and interventions in mobilising
private capital flows into sustainable financing opportunities were mentioned, as shown in Figure 2
below:

1 Just Energy Transition Partnership Indonesia. (2023). Comprehensive Investment & Policy Plan. https:/jetp-id.org/cipp
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Barriers

Theme

Higher risks associated with green investments (e.g. regulatory,

Significance*

1 .\ .
return, political, economic trends)
Macroeconomic| 2 |Economic volatility and currency fluctuations
/cross—sectqral Lack of private investment competitiveness due to substantial public
market barriers | 3 |. . .
investment through public finance and state-owned enterprises
4 Inadequate infrastructure for green investments e.g., renewable
energy projects, transmission lines, and storage facilities.
5 Lack of a comprehensive framework that harmonizes all related
plans, policies, and regulation
Policy and 6 Lack of enforcement mechanisms and clarity on repercussions
Regulatory related to noncompliance
7 Lack of a competitive landscape due to the substantial volume of
government subsidies in carbon-intensive industries
8 Financiers find there is a lack of bankable projects and deal flow due
to insufficient investment opportunities
Supply-side 9 Development fund stakeholders feel there is a lack of financing
supply and involvement from local government
Lack of expertise and technical capabilities within financial
10 |institutions to design and develop green financial products, and
accurately assess, structure, and manage green finance transactions
11 Limited green financial products and services due to preference for
traditional investment options
Investors and business agreed on the difficulty for project owners to
Deraind-sile 12 |access affordable capital and financing options tailored to green
projects
13 |Lack of incentives to attract private investors
14 Organisations lack the capability to develop and implement bankable

projects

Figure 2: Summary of Barriers and Interventions
*Significance is based on the number of times the barrier or intervention was raised. High — mentioned in five or more interviews; Medium — mentioned in three or four interviews; Low —

mentioned in two or fewer interviews.

Stakeholders

Interventions

Theme

Potential

Barriers to
Address

Significance*

Barriers: 1, 3,

Barriers: 1, 2,
3,7,8,10, 11,

Barriers: 1, 5,
6,10, 14

Barriers: 1, 3,
7,8,9 11,12,
13

Barriers: 1, 4,
5,6,14

Employ a variety of financial
Government . . e
and instruments and risk mitigation
. . strategies to attract private
Financial .
- investors and enhance the
Institutions . o
bankability of opportunities
Incentivise financial institutions
Government to invest in decarbonisation
and projects by providing capital
Financial relief measures (e.g. lower risk
Institutions weights, guarantees and
insurance, regulatory reforms)
Government Standardise ESG requirements
and to be assessed by investors
Financial (e.g.IFRS S-1 and S-2, IFC
Institutions Performance Standards)
Provide more incentives across
riority sectors to attract
Government & I I y.
private investors and boost
investment supply
Formulate a clear and
consistent regulatory
framework that can effectively
Government . .
communicate regulations,
requirements, and risk of non-
compliance
Enhance and clarify the
regulations surrounding carbon
Government pricing to incentivise and
accelerate actions towards
decarbonisation

Barriers: 1, 5,
6
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To analyse the barriers and potential interventions for proliferating green and sustainable financing in
Indonesia, barriers were categorised into four main themes:

a. Macroeconomic/cross-sectoral market barriers: All stakeholder groups recognised higher risks
associated with green investments, economic volatility, and currency fluctuations as the most
significant market barriers. In addition, the reduced competitiveness of private investments and
insufficient infrastructure for green investments were identified. Market barriers tended to apply more
to international investors.

b. Policy and regulatory: The lack of a comprehensive overall framework for green finance was
identified as the most significant barrier to investments by all stakeholder groups. Law firms,
development financial institutions, and private equity pointed out the absence of enforcement
mechanisms as a significant obstacle, while interviews with banks and private equity stakeholders
mentioned the lack of market competition due to substantial government subsidies in carbon-intensive
industries as a significant policy and regulatory barrier.

c. Supply-side: The lack of bankable projects and deal flow due to insufficient investment opportunities,
which is a function of a and b above, was identified as the most significant barrier by all stakeholder
groups. Additionally, development financial institutions and private equity highlighted the lack of
financing supply from local government as a significant barrier, with engagement at the provincial and
district level important for municipal bond issuances. Interviews with private equity identified the lack
of technical capabilities within financial institutions to design green financial products as a supply-side
barrier.

d. Demand-side: Among the four thematic barriers, demand-side issues were the most frequently
discussed during the interviews. Law firms, banks, and development financial institutions emphasised
the limited availability of green financial products in the market. Banks and private equity mentioned
the difficulty in accessing financing options for green projects, while law firms, development financial
institutions, and private equity stakeholders raised concerns about the lack of incentives and
capabilities to develop bankable projects.

Recommendations

There is an opportunity to take an institutional approach to solving for these challenges across the capital
mobilisation value chain. Law No,4/2023 Omnibus Law for Sustainable Finance, states that in the
development of sustainable finance in Indonesia, the establishment of a sustainable finance committee is
mandated to (i) coordinate the formulation and implementation of strategies, policies, and programs for
Sustainable Finance, (ii) optimize support for fiscal, microprudential, monetary, payment system, and
macroprudential policies, (iii) develop a database and supporting infrastructure for the implementation of
Sustainable Finance, and (iv) coordinate the formulation of a sustainable taxonomy.
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The National Committee on Sustainable Finance (NCSF), operating under the Ministry of Finance,
could act as an intermediary between public and private sector, to ensure coordinated interventions
and raise awareness of opportunities for both investors and developers. The diagram below sets out
how this could work:

Key actors in the value chain
Public Sector

[ ] Sectoral Ministries 0g9 National and Local
'.‘ and Agencies '.‘ Government

National Committee on Sustainable Finance (NCSF)

The NCSF ensures
coordinated delivery

of sector-specific
interventions and facilitates
a seamless transition to
large-scale investments in
decarbonization pathways

Under the Ministry of Finance's Fiscal Policy Agency, the NCSF is an
institutional approach to sectoral decarbonisation in Indonesia.

NCSF’s primary objectives is to generate support from the public and
private sector stakeholders, as well as to raise awareness of the
opportunities associated with this study.

Private Sector

Institutional Investors

e
@l (insurance, Pension Funds)
e

Domestic and
International Banks

Development Fund Partners
and Financial Institutions

Industry
Wl and Project Developers

Figure 1: Key actors in capital mobilisation value chain

This study recommends that the NCSF should focus on accelerating green projects in priority sectors
identified in the Enhanced NDC through a series of targeted programme and activities.

Existing activity, including domestic and international development finance institutions (DFls), global
initiatives like JETP, and domestic sectoral and financial regulation, all aim to mobilise capital. They
would benefit from coordination and acceleration through an institutional approach under the NCSF.

To succeed, the NCSF will require a mandate from public and private stakeholders to align and coordinate
actions and raise awareness of the opportunities in net zero investment.

Based on our analysis, our recommendations for key focus area include optimising financial tools and
strategies, developing sectoral policy incentives, strengthening communication channels between
ministries and with external investors, offering investment incentives through blended finance, and
leveraging long-term funding options. These initiatives would be designed to attract private
investment, enhance the bankability of sustainable projects, and promote effective coordination
among key actors, thereby advancing Indonesia’s Sustainable Development Goals in alignment with
the Enhanced NDC.
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More specifically, the NCSF should consider the following possible actions to strengthen and
accelerate the green finance landscape in Indonesia:

1. Collaborate closely with the government and financial institutions to leverage a diverse range of
financial instruments and risk mitigation strategies.

2. Develop policies designed to incentivise financial institutions to invest in decarbonisation projects in
key NDC sectors, including the enabling role of the Taxonomy.

3. Establish and reinforce existing platforms and communication channels that connect government
entities, financial institutions, investors, and industry stakeholders.

4. Introduce supplementary incentives across priority sectors to attract private investors and stimulate
increased investment supply.

5. Recognising the significance of long-term funding for infrastructure projects, the NCSF should
collaborate with financial institutions to provide viable long-term funding options.

6. Work closely with municipalities to develop a stronger pipeline of bankable projects to connect to
development and private finance.

All of this activity should be coordinated and targeted at initial priority sectors from the Enhanced
NDC, driven by the NCSF, to demonstrate and pilot a new approach. This could combine technical
assistance and project preparation, with sector and financial policy, and where necessary, the
deployment of blended finance solutions from for example, PT Sarana Multi Infrastruktur (PT SMI).
This holistic package would change the investment calculus for private capital.
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2. Acronyms

ADB Asian Development Bank

AFOLU Agriculture, Forestry and Other Land Use
AFTA Association of Southeast Asian Nations Free Trade Area
ASEAN Association of Southeast Asian Nations
AWG Agriculture Working Group

AWR Agricultural War Room

BAPANAS National Food Agency

BKPM Indonesia Investment Coordinating Board / Ministry of Investment
BOOT Build Own Operate Transfer

BPDLH Environmental Fund Management

BRG Peatland Restoration Agency

BRIN National Research and Innovation Agency
BULOG Indonesia Logistics Bureau

BUR Biennial Update Report

CBI Climate Bonds Initiative

CBT Climate Budget Tagging

CEP Cirebon Electric Power

CELIOS Centre of Economic and Law Studies

CFPP Coal-Fired Power Plants

CIPP Comprehensive Investment and Policy Plan
CIT Corporate Income Tax

CPI Climate Policy Initiative

CSRD Corporate Sustainability Reporting Directive
DETER Real-Time Deforestation Detection System
DPR Indonesian House of Representatives

EPR Extended Producer Responsibility

EIA Environmental Impact Assessment

ESDM Energy and Mineral Resources Ministry
ESG Environmental, Social, and Governance
ETM Energy Transition Mechanism

EU European Union

EUGBS European Green Bond Standard

11
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Acronym Full description

EV Electric Vehicle

FCDO Foreign, Commonwealth and Development Office
FOLU Forestry and Other Land Use

GFANZ Glasgow Financial Alliance for Net Zero

GFI Green Finance Institute

GHG Greenhouse Gases

GOl Government of Indonesia

HHP Tax Regulation Harmonisation Law

IC VCM Integrity Council for Voluntary Carbon Markets
IEA International Energy Agency

IFA Investment Focus Areas

IKNB Non-Bank Financial Industry

IMO International Maritime Organisation

INA Indonesia Investment Authority

INPE National Institute for Space Research

IPG International Partners Group

IPP Independent Power Producer

ISPO Indonesia Sustainable Palm Oil

JETP Just Energy Transition Partnership

KKP Ministry of Marine Affairs and Fisheries

LCR Local Content Requirement

LHK Environment and Forestry Ministry
MARPOL International Convention for the Prevention of Pollution from Ships
MARVES Ministry for Maritime and Investment Affairs
MEMR Minister of Energy and Mineral Resources
MFO Marine Fuel Oil

MOEF Ministry of Environment and Forestry

MoU Memorandum of Understanding

MSW Municipal Solid Waste

NCSF National Committee on Sustainable Finance
NDC Nationally Determined Contribution

NEK Carbon Economic Value

12
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Acronym Full description

NEP National Energy Policy

NRE New and Renewable Energy

OECD Organisation for Economic Co-operation and Development
OJK Indonesia Financial Services Authority

OPS Onshore Power Supply

PPA Power Purchase Agreement

PPP Public Private Partnership

PRODES Program for the Calculation of Deforestation in the Legal Amazon
PT PLN PT Perusahaan Listrik Negara

PT SMI PT Sarana Multi Infrastruktur

RAN-GRK National Action Plan on GHG Emission Reduction

RSPO Roundtable on Sustainable Palm Oil

RUPTL National Electricity Supply Business Plan

SDG Sustainable Development Goal

SEF Sustainable Energy Fund

SKD Semi Knocked Down

SKEM Minimum Energy Performance Standard

SOE State-Owned Enterprise

SRN National Registry System

TKBI Indonesian Taxonomy for Sustainable Finance

UNDP United Nations Development Programme

UNFCCC United Nations Framework Convention on Climate Change
W1E Waste-to-Energy

Table 1: List of Acronyms
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3. Introduction and Scope of Study

3.1. Background and Objectives

The Green Finance Institute (GFl) is developing a programme of work in Indonesia for the Foreign,
Commonwealth and Development Office (FCDO) on building out a private capital mobilisation strategy to
deliver rapid decarbonisation. As part of this endeavour, the GFl is in discussions with the Ministry of
Finance’s Fiscal Policy Agency to advance sustainable finance in Indonesia through the establishment of a
Sustainable Finance Committee. To support this, GFl commissioned a study to develop a better
understanding of:

e sectoral decarbonisation progress and challenges in Indonesia,

e the current state of sustainable finance policy in Indonesia,

e private investor perspectives on barriers and solutions, and

e investor sentiment towards mobilising the capital that is required to meet Indonesia’s Nationally
Determined Contribution (NDC).

This report will synthesise findings of the market sentiments and identified barriers and provide
recommendations to overcome such barriers and further enhance the mobilisation of investments for
priority sectors. The outcome may become a reference for the Ministry of Finance working together with
the Bank of Indonesia and Indonesia’s Financial Services Authority for advisory purposes in the soon to
be established Sustainable Finance Committee.

14
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3.2. Scope and Limitations

For the purpose of this report and analysis, we
include the NDC priority sectors, as well as the
transportation sector.? For each sector, we have
selected exemplar sub sectors to identify potential
opportunities for the private sector to participate in
financing. For this report, the focus for each of the
NDC priority sectors and transportation are as follows:

1. Energy
a. Coal Phase-out
b. Solar Photovoltaic

2. Forestry and Land Use
a. Forest Management
b. Peatland Protection and Restoration

3. Agriculture
a. Rice Field
b. Crop Farming

4. Waste
a. Municipal waste management
b. Waste to Energy

5. Industrial Processes and Product Use
a. Cement production
b. Pulp and Paper

6. Transportation
a. Maritime transport
b. Electric vehicles

Due to availability of data, our analysis is primarily
based on information that is publicly accessible. We
have not included confidential data, such as details
pertaining to specific transactions. As a result,
accurately analysing the precise number of financing
activities currently underway in each sector and
sub-sector is incomplete. This limitation may impact
the depth and specificity of our findings.

2 Transportation is included at the request of the Green Finance Institute and the
Ministry of Finance.
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3.3. Methodology

Be

low is a high-level summary of the methodology, consisting of two key phases (further detail on this

methodology can be found in Appendix 1):

Phase 1: Desk-based research was carried out to: 1) review existing sustainable finance policy and
regulation in Indonesia, including overview of relevant government department priorities, 2) identify
existing sectoral decarbonisation initiatives in Indonesia and their progress to date, 3) provide an
overview of an approach to crowd in private investment, including international investors,
development finance and other programmes, 4) assess the impact to date of the Indonesia Taxonomy
for Sustainable Finance (TKBI) in increasing investor understanding of sustainable investment.
Phase 2: Investor Sentiment Analysis was carried out through structured interviews across
stakeholder groups who operate in the Indonesian market to gauge investor’s appetite in the NDC
priority sectors. The following stakeholder groups were consulted on their exposure to sustainable
financing as a financial intermediary or as an investor to understand the barriers and potential
solutions to proliferate green finance:

e Banks (International and Domestic)
e Private Equity / Venture Capital

e Development Partners and others
e |egal professional services firm

Legal professional services providers (law firms) were also consulted due to their extensive experience
in assisting issuers of sustainable finance instruments. Stakeholders were shortlisted from a long list of
institutions based on each institution’s familiarity with the Indonesian market and presence. Formal
invitations were then sent out to institutions to whom contact information were available. Ultimately,
the stakeholders consulted were those who responded to our invitation.

The stakeholder consultation process was carried out in March and April 2024, with a total of 24
organisations across the four stakeholder groups engaged.

Below is a summary of the stakeholders who were engaged for the interview.

Category Number

Banks 3
Private Equity / Venture Capital 3
Development Partners and others 13
Legal professional service Firms 3
Total 22

Table 2: Stakeholder Types

Prior to engagement, questionnaires were circulated to confirmed interviewees. There were distinct
questionnaires prepared for financial institutions, development finance institutions, as well as for law
firms. Despite the distinctive questionnaires (contextualised for each targeted interviewee) circulated,
all had the following recurring themes:

e Investment appetite for sustainability-incorporated assets

e Sector prioritisation based on the NDC

16
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e Risk assessment of green assets, which includes de-risking mechanism, blended financing and
environmental risk assessment of portfolios

e Barriers to Sustainable Financing in Indonesia

e Potential solutions to increase disbursement of Sustainable Financing in Indonesia

After the interviews were conducted, several barriers and potential solutions were synthesised. Another
survey was then circulated to the same interviewees after the consultation was conducted to validate
what was collated across different stakeholders.

3.4. Structure of Report

This report is structured as follows:

Section Title Brief Description and Content

e Summary of current green investments initiatives, JETP’s blended
finance initiatives and challenges, key actors in capital mobilisation

1 E tive S -
xecutive summary | Key findings from the study
e Summary of key recommendations and next steps
2 Abbreviations e List of all abbreviations used in the report
3 Introduction and e Brief background, objectives, scope and limitations, and methodology
Scope of Study e Brief description of the sections of the report
e Overview of initiatives and reforms to accelerate domestic and foreign
investment
Background and . . . .
. . e Overview of existing capital market ecosystem for green investments
4 Analysis of Existing . . .
Policies e Summary of notable policy developments which enable sustainable
investment
e Overview of financing flows across the NDC sectors
. e Overview of investments and progress to finance the priority sectors
Sectoral Deep Dive . L .
5 e Deep dive on regulatory developments, institutional mechanisms,

Analysis . . .\
4 implementation, gaps and opportunities across the focus sectors

e Summary of objectives, background on selection of stakeholders and
questions for the interview

e Summary of barriers and potential interventions

e Deep dive on the barriers (macroeconomic/cross-sectoral market
barriers, policy and regulations, supply-side and demand-side) and
potential interventions (cross-cutting sectors and government)

Investor Sentiment
6 on Barriers and
Interventions

Next Steps and
7 Potential Policy e Summary of next steps and potential policy considerations
Considerations

8 References e List of all references used in the report

Appendix Report e Details of the methodology used in our research and analysis

1 Methodology

Abpendix Stakeholder

5 PP Consultation e Details of the roundtable and interview questions
Questions

Table 3: Report Structure

17
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4. Background and Analysis of Existing
Policies

4.1. Overview of initiatives and reforms to accelerate private domestic and
foreign investment

Indonesia is making concerted efforts to prioritise and accelerate private domestic and foreign
investments, leveraging its considerable potential as an investment destination. Currently, the country is
implementing various initiatives and reforms to speed up private domestic and foreign investments, with
the goal of enhancing its economic outlook and attracting more capital.

UU No. 11 Tahun 2020 on Job Creation is a comprehensive reform package aimed at stimulating
economic growth and attracting private domestic and foreign investments.? It works to streamline
business processes, improve the investment climate, and enhance ease of doing business. The law
introduces a range of investment incentives, such as tax breaks and investment allowances, to attract
both domestic and foreign investors. It also ensures transparency and fairness in investment processes,
safeguarding investors’ rights. Additionally, the law includes provisions for environmental and social
impact considerations, requiring assessments and mitigation measures to promote sustainable and
responsible investment practices. These initiatives and reforms aim to enhance Indonesia’s
competitiveness as an investment destination and foster economic growth.

The Indonesia Investment Coordinating Board (BKPM) One Stop Service simplifies and speeds up the
investment process for both domestic and foreign investors by centralising licensing and approval
processes.* This eliminates the need for investors to deal with multiple government agencies. The One
Stop Service offers integrated services including permits, licensing, land acquisition, and other essential
approvals. It also features an online application system to improve accessibility and ensure transparency.
Additionally, dedicated investment support is provided, offering guidance on regulations and help with
resolving issues. The One Stop Service promotes investor protection through transparent procedures and
ongoing improvement efforts, aiming to draw more investments, spur economic growth, and boost
Indonesia’s competitiveness as an investment location. There are opportunities to build on the approach
with an approach tailored to attracting green investment.

3 United Nations Conference on Trade and Development (UNCTAD). (2020). Indonesia Omnibus Law on Job Creation has been enacted. Investment Policy Monitor.
https://investmentpolicy.unctad.org/investment-policy-monitor/measures/3567/indonesia-omnibus-law-on-job-creation-has-been-enacted
4 Indonesia Investment Coordinating Board. (2024). One Stop Service. https://investindonesia.go.id/en/how-we-can-help/one-stop-service
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4.2. Overview of initiatives and reforms to accelerate green investments

Indonesia, is at a pivotal moment, demanding urgent focus to propel sustainable growth, foster
innovation, and address pressing development challenges. Moreover, it grapples with the looming threat
of climate change. To address this, Indonesia enacted UU No. 16 Tahun 2016 on the Ratification of Paris
Agreement to the (UNFCC) as well as PERPRES No. 59 Tahun 2017 on Achievements of the Sustainable
Development Goals (SDG).

In 2018, Indonesia released its Second Biennial Update Report (BUR) under the United Nations
Framework Convention on Climate Change (UNFCCC), estimating that a sum of $247 billion USD is
required to meet the unconditional goal of reducing Greenhouse Gas (GHG) emissions®. These figures are
derived from data on the government spending necessary to achieve the Counter Measure 1 (CM1)
target, as outlined in Indonesia’s Enhanced NDC. Additionally, the Third Biennial Update Report (BUR)
noted that approximately $285 billion USD would be required for Indonesia to pursue a 41 percent
reduction in GHG emissions by 2030.° This would assume that Indonesia is aiming to enhance its counter
measures, which are detailed in the NDC document as Counter Measure 2 (CM2).” To estimate these
numbers, the Ministry of Finance produced projections based on historical data on official government
expenditure from Indonesia’s Ministry of Finance Climate Budget Tagging (CBT) system.® In 2020,
Indonesia published its first summary detailing state expenditures that are linked to CBT.° For example,
the Energy and Mineral Resources Ministry (ESDM) has budgeted climate change mitigation activities
such as procurement of energy efficient equipment, solar PV street lighting, geothermal and hydro energy
infrastructure. The Ministry of Agriculture (Kementan) has allocated a budget to support organic fertiliser
programmes. The Government has highlighted the importance of private sector participation, such as
through direct investments in sustainable projects, or encouraging decarbonisation of key industries’
operations.

Indonesia needs up to $285 billion USD to achieve its 2030 goal of reducing emissions by 41 percent.1®
However, there is a considerable gap of 51 percent in the total investment required. While 15 percent of
the necessary investments are supplied by private and public financial sectors, the government’s climate
budget accounts for only 34 percent.!! Presently, Indonesia is executing various initiatives and reforms
aimed at speeding up investments and drawing funds to the priority sectors specified in the NDC. Figure
4 provides a summary of key initiatives from the last decade.

5 Republic of Indonesia. (2018). Indonesia Biennial update report (BUR) 2 (Page 104). https://unfccc.int/documents/192165
¢ Republic of Indonesia. (2021). Indonesia Biennial update report (BUR) 3 (Page 151) https://unfccc.int/documents/403577
7 Republic of Indonesia. (2022). Enhanced Nationally Determined Contribution (NDC) Indonesia (Page 29) https://unfccc.int/sites/default/files/NDC/2022-
09/23.09.2022_Enhanced percent20NDC percent20Indonesia.pdf
& Dewan Perwakilan Rakyat Republik Indonesia. (2022). Anggaran Hijau Indonesia dalam Menghadapi Perubahan Iklim (Page 17).
https://berkas.dpr.go.id/pa3kn/referensi-apbn/public-file/referensi-apbn-public-32.pdf
9 Kementerian Keuangan Republik Indonesia. (2020). Catatan Berita Tahunan (CBT) Nasional 2018-2020. https://fiskal.kemenkeu.go.id/files/buku/file/CBT-
NATIONAL-2018-2020.pdf
10 Republic of Indonesia. (2021). Indonesia Third Biennial Update Report. https://unfccc.int/sites/default/files/resource/IndonesiaBUR%203_FINAL%20REPORT_2.pdf
1 Climate Policy Initiative (CPI). (2023). Landscape of Climate-Aligned Investment in Indonesia’s Financial Sector (Page 8).
https://www.climatepolicyinitiative.org/wp-content/uploads/2023/12/Landscape-of-Climate-Aligned-Investment-in-Indonesias-Financial-Sector-CPIl-December-
2023.pdf
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Sustainable Finance Energy Transition Mechanism Country

Roadmap Version 1 (2015) Platform (2022)

Transform Indonesia’s A framework to provide financing support

financial services sector to and to accelerate the national energy

align with international transition by mobilizing commercial and . )

sustainable finance non-commercial funding sources in a Indonesian Taxonomy Joint Office for Power
standards. sustainable manner. for Sustainable Finance Sector Transition (2024)

Point for coordination
among policymakers,
businesses, investors, and
bilateral and multilateral
partners, to facilitate the
timely execution of the
energy transition.

(2024)
Designed to be
compatible with other
taxonomies and aligned
with the ASEAN
taxonomy.

Enhance the ecosystem
through regulation,
incentives, innovative
products, and improved
market infrastructure.

Just Energy Transition
Partnership (2022)

An agreement to
mobilize USD 20 billion
in public and private
financing to support a
just energy transition in
Indonesia.

Sustainable Finance
Roadmap Version 2
(2021)

Emphasis on the
inadequate
understanding of ESG
risk management
among market
participants.

Environmental Fund
Management Agency
(2017)

Promote financing in the
environmental domain
and ensure the
long-term sustainability
of environmental
protection and
management practices.

Law No. 4 Year 2023 on Financial
Sector Development and
Strengthening (2023)

Regulate the nation's financial sector
by tackling existing issues and
challenges within the financial sector.
Encompass financing for the
National Committee on transitio'n towards sustainab]e
Sustainable Finance (2021) economic growth and establishes
regulations for sustainable taxonomy.

Functions as a comprehensive
coordination platform aimed at
developing a sustainable finance
ecosystem in Indonesia.

Figure 3: Key green investment initiatives and reforms in Indonesia

Law No. 4 Year 2023 on Financial Sector Development and Strengthening

The government of Indonesia introduced Law No. 4 2023, commonly known as the Financial Sector
Omnibus Law or Pengembangan dan Penguatan Sektor Keuangan (PPSK), to regulate the nation’s
financial sector. This legislation was enacted with the objective of tackling existing issues and challenges
within the financial sector while promoting innovation, efficiency, inclusivity, reliability, and stability to
effectively address future challenges faced by Indonesia’s financial industry. > Law No. 4 2023
incorporates a section that focuses on the implementation of sustainable finance. This section expands
the scope of sustainable finance to encompass financing for the transition towards sustainable economic
growth and establishes regulations for the sustainable finance taxonomy. By doing so, the law reinforces
the crucial role of the financial sector in facilitating sustainable economic growth and addressing climate
change concerns.

Indonesian Financial Services Authority (OJK) Sustainable Finance Roadmaps

Before implementing specific regulations, the OJK issued a Sustainable Finance Roadmap that sets the
stage for transforming Indonesia’s financial services sector to align with international sustainable finance
standards. This roadmap details steps to enhance the sector’s ecosystem through key elements such as
regulation, incentives, innovative products, and improved market infrastructure.'> Considered a
foundational step in sustainable finance, the strategies laid out in the roadmap establish a basic
framework. Following its release, Indonesia has enacted several regulations in the capital market and
financial sector, notably concerning green bonds and sustainability disclosure. The roadmap also
highlights the importance of increasing awareness among market participants through capacity building
and cross-ministerial cooperation.

2 U.S. Agency for International Development. (2023). Summary pf Law 4 Year 2023. https:/pdf.usaid.gov/pdf_docs/PAO0ZWE3.pdf
3 Otoritas Jasa Keuangan. (2022). Regulasi Keuangan Berkelanjutan.
https://www.ojk.go.id/keuanganberkelanjutan/Uploads/Content/Regulasi/Regulasi_22073010372642.pdf
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There have been two versions of the roadmap published. The first roadmap was published to outline the
plans from 2015 to 2019. In the second version of the roadmap, there is an increased emphasis on the
inadequate understanding of Environmental, Social, and Governance (ESG) risk management among
market participants. While physical and transition risks related to climate are recognised as risks that
need to be managed, there is still a lack of clarity and no standardised methods or tools to handle these
risks effectively. Consequently, providing guidance on ESG risk management for banks will be the next
significant milestone for OJK.

Indonesian Taxonomy for Sustainable Finance

On 20 February 2024, the OJK revised its initial Green Taxonomy to the “Indonesian Taxonomy for
Sustainable Finance” (TKBI).'* The TKBI is designed to be compatible with other taxonomies and to
support national interests. It is aligned with the Association of Southeast Asian Nations (ASEAN)
taxonomy and categorises activities into four Environmental Objectives: climate change mitigation,
adaptation, ecosystem and biodiversity protection, and transitioning to a circular economy. This revision
enhances the previous Indonesia Green Taxonomy by organising activities into three categories: “green,”
“transitional,” and “does not meet criteria” for activities that do not adhere to the standards.

Significantly, the TKBI categorises financing for CFPP (coal-fired power plants) as a “transitional” activity
if the plant supports a unit engaged in processing or mining minerals critical to the energy transition.*®
The OJK supports this classification by emphasising the importance of these minerals in advancing the
energy transition, such as in electric vehicles and battery storage systems. Moreover, it requires these
power plants to cease operations by 2050 and to cut their emissions by 35 percent by 2030 relative to
the 2021 Indonesian average. Captive power plants established up until 2030 are deemed eligible.

National Committee on Sustainable Finance

In 2021, OJK established a sustainable finance task force within the financial services sector, known as
the National Committee on Sustainable Finance.'® The Chairperson of the OJK Board of Commissioners,
stated that the task force is designed to function as a comprehensive coordination platform aimed at
developing a sustainable finance ecosystem in Indonesia, which includes participation in various
international forums. The formation of the task force included stakeholders from the entire financial
services sector, encompassing banking, capital markets, and the Non-Bank Financial Industry (IKNB). The
task force comprises 47 financial service institutions. Following the recent enactment of the Law on the
Strengthening and Development of the Financial Services Sector, there are discussions about formally
institutionalising the task force.t’

4 Otoritas Jasa Keuangan (OJK). (2024). Taksonomi untuk Keuangan Berkelanjutan Indonesia (TKBI) (Page 32) https://ojk.go.id/id/berita-dan-kegiatan/info-
terkini/Documents/Pages/Taksonomi-untuk-Keuangan-Berkelanjutan-Indonesia/Buku percent20Taksonomi percent20untuk percent20Keuangan
percent20Berkelanjutan percent20Indonesia percent20 percent28TKBI percent29.pdf

5 Otoritas Jasa Keuangan (OJK). (2024). Taksonomi untuk Keuangan Berkelanjutan Indonesia (TKBI) (Page 32) https://ojk.go.id/id/berita-dan-kegiatan/info-
terkini/Documents/Pages/Taksonomi-untuk-Keuangan-Berkelanjutan-Indonesia/Buku percent20Taksonomi percent20untuk percent20Keuangan
percent20Berkelanjutan percent20Indonesia percent20 percent28TKBI percent29.pdf

16 PT Sarana Multi Infrastruktur (Persero). (2021). OJK Forms Task Force to Develop Sustainable Finance Ecosystem https://ptsmi.co.id/ojk-forms-task-force-to-
develop-sustainable-finance-ecosystem

7 In establishing the task force, OJK involved the entire financial services sector (SJK), including banks, capital markets and the non-bank financial industry (IKNB).
The membership of this task force consists of 47 financial service institutions.
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In the UK, the Green Finance Institute was set up as an exemplary model of collaboration between the
public and private sectors to deliver policy and support investment at scale. This setup has helped to
address several challenges faced by both public and private sectors such as:

lack of coordinated policy development and implementation
insufficient public-private sector engagement on priority sectors
access to opportunities that meet private sector risk-return needs
support for municipalities on project pipeline development
private sector capacity building on product development
development of new market-led solutions to mobilise capital

ok WNR

Environmental Fund Management Agency (BPDLH)

In line with Government Regulation Number 46 of 2017 on Environmental Economic Instruments and
Presidential Regulation Number 77 of 2018 on the Management of Environmental Funds, the Indonesian
government has established the Environmental Fund Management Agency (BPDLH). The primary
responsibility of the BPDLH is to oversee funds related to various sectors such as forestry, energy and
mineral resources, carbon trading, environmental services, industry, transportation, agriculture, marine
and fisheries, and other areas related to the environment. Operating under the Ministry of Finance, the
agency collaborates with multiple ministries and institutions across sectors to effectively manage these
funds. The establishment of the agency aims to promote financing in the environmental domain and
ensure the long-term sustainability of environmental protection and management practices. This step
taken by Indonesia underscores its commitment to addressing and managing climate change. The
BPDLH is expected to provide a structured platform and play a significant role in the control and
management of climate change.'®

Energy Transition Mechanism Country Platform

To expedite blended finance in Indonesia, the Government of Indonesia (GOI) set up an energy transition
mechanism (ETM). In collaboration with the Asian Development Bank (ADB), the GOl helped establish the
ETM and has designated PT Sarana Multi Infrastruktur (PT SMI) as the ETM Country Platform Manager to
create a financing and investment framework for the programme.® PT SMl is collaborating with various
institutional partners consisting of:

e Financing partners (ADB, World Bank, Islamic Development Bank, Climate Investment Funds, HSBC,
Standard Chartered, and Japan Bank for International Cooperation);

e Grant partners (Bloomberg Philanthropies and Climate Works Foundation’s Global Energy Transition
Initiative, UK MENTARI, and Global Energy Alliance for People and Planet);

¢ Knowledge and technical partners (United States Agency for International Development, Global Green
Growth Institute, Climate Policy Initiative, United Nations Development Programme, Rocky Mountain
Institute, and Climate Bonds Initiative); and

e An investment partner (Indonesia Investment Authority or “INA”).

Each partner signed a Memorandum of Understanding (MoU) with PT SMI to jointly support the
Government’s agenda to accelerate a just and affordable energy transition in Indonesia.

18 Sekretariat Kabinet Republik Indonesia. (2019). Government establishes Environmental Fund Management Agency. https://setkab.go.id/en/govt-establishes-
environmental-fund-management-agency/
19 PT Sarana Multi Infrastruktur (Persero). (2024). ETM Indonesia. https:/ptsmi.co.id/etm-indonesia
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Just Energy Transition Partnership

The Indonesia Just Energy Transition Partnership (JETP) is a joint initiative aimed at mobilising $20 billion
USD in both public and private funds to support a fair energy transition in Indonesia.?° This partnership
was formalised on 15 November 2022, during the G20 Leaders’ Summit in Bali, by the President of
Indonesia and the International Partners Group (IPG), led by the United States and Japan. The JETP’s
goals include capping total power sector emissions at 290 million tons of CO2 equivalent by 2030,
increasing renewable energy’s share to at least 34 percent of total power generation, and setting a 2050
target for net zero emissions in the power sector.

To implement the JETP, the Indonesian government set up the JETP Secretariat, responsible for creating
the Indonesia JETP Comprehensive Investment and Policy Plan (CIPP).?! The development of the CIPP is
facilitated by four independent working groups: the Technical Working Group (headed by the
International Energy Agency, IEA), the Policy Working Group (led by the World Bank), the Financial
Working Group (led by ADB), and the Just Transition Working Group (headed by the United Nations
Development Programme, or UNDP). The UNDP-led Just Transition Working Group, which includes
members like the WB, ADB, GIZ, International Labour Organisation, and ICEL, plays a critical role in
developing the Just Transition Framework, a key element of the Indonesia JETP CIPP (Chapter 6 of CIPP).
The CIPP is intended to be a living document, with updates planned annually by the JETP Secretariat.

There are various financing modalities to support JETP-compliant projects.?? These include public, private,
blended finance, philanthropy, and carbon finance as can be seen on Table 4. Public and private financing
are provided by the IPG members as well as the GFANZ Working Group members and can be used on a
stand-alone basis or combined to leverage blended concessional finance. By using a small amount of
concessional funds to mitigate investment risks, blended finance can attract commercial financing to
projects that would otherwise be considered unviable. Additionally, Indonesia invites philanthropic
organisations at various levels to direct their grants and catalytic capital towards supporting just energy
transition initiatives, including stakeholder engagement, capacity building, technical assistance, policy
analysis, project development, resource mobilisation, and risk capital investments. Lastly, Indonesia has
implemented carbon pricing measures, including a carbon market with an Emission Trading System (ETS)
and carbon offset, a carbon tax, and result-based payments, aiming to attract financing for mitigation
actions to meet its NDC targets. These measures provide the basis for domestic and international carbon
markets, enabling the generation of carbon credits through projects such as early retirement of coal-fired
power plants for sale to potential buyers as a source of finance for just energy transition activities.

20 United Nations Development Programme Indonesia. (2023). Indonesia Just Energy Transition Partnership (JETP).
https://www.undp.org/indonesia/projects/indonesia-just-energy-transition-partnership-jetp

2% Just Energy Transition Partnership Indonesia. (2023). Comprehensive Investment & Policy Plan. https://jetp-id.org/cipp

22 Just Energy Transition Partnership Indonesia. (2023). Comprehensive Investment & Policy Plan. https://jetp-id.org/cipp
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Financing Modality Funding Instrument/ Type

e Grants / technical assistance
e MDB Guarantees

Public e Concessional loans

e Non-concessional loans

e Equity investments

e Commercial loans (private non-concessional loans)
Private e Equity investments
e Capital markets

e Credit enhancement mechanisms
Blended finance e Guarantees
e Non-fiscal incentives

Philanthropy e Grants / technical assistance / risk capital

e Carbon market: Emission Trading System and carbon offset
Carbon Finance e Carbon Tax
e Result-based payment

Table 4: JETP Financing Modalities
Source: JETP CIPP (2023)

Joint Office for Power Sector Transition

The Joint Office is established to function as a pivotal point for coordination and communication among
policymakers from various ministries and agencies, as well as business entities, investors, and bilateral
and multilateral partners, to facilitate the timely execution of the energy transition in the power sector?.
Consequently, the JETP Secretariat will collaborate with the Joint Office for the execution of JETP Priority
Projects. Locally, the Joint Office is referred to as Rumah PATEN, an acronym for “Perencanaan Aksi
Transisi Energi Nasional,” which translates to the House of Planning the Action of National Energy
Transition.

The Joint Office is hosted by PT Perusahaan Listirk Negara (PLN) in collaboration with the Coordinating
Ministry for Maritime and Investment, Coordinating Ministry for Economic Affairs, Ministry for Energy and
Mineral Resources, Ministry of Finance, Ministry of State-Owned Enterprises, Ministry of Environment
and Forestry (MOEF), and the special mission vehicle of the Ministry of Finance, PT Sarana Multi
Infrastruktur (PT SMI). The Joint Office is accountable to and receives direction from the Implementation
Unit of the National Energy Transition Task Force, which is led by the Deputy Coordinating Minister of
Maritime Affairs and Investment for Infrastructure and Transport Coordination.

2 Just Energy Transition Partnership Indonesia. (2024). Joint Office for Power Sector Transition Launched. https://jetp-id.org/news/joint-office-for-power-sector-
transition-launched#:~:text=The percent20National percent20Energy percent20Transition percent20Task, in percent20line percent20with percent20Indonesia’s
percent20goals
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4.3. Notable policy developments on decarbonisation, sustainability-linked
securities, carbon pricing and sustainability disclosures

European Green Deal and its implication for Indonesian suppliers

The European Green Deal intersects with multiple initiatives in Indonesia, including its climate and
disaster resilience programmes, as well as its goals to reduce emissions. The opportunity for establishing
a collaborative green partnership arises from the alignment between the objectives of the Green Deal and
Indonesia’s national development plan.?* The Corporate Sustainability Reporting Directive (CSRD) of the
European Union (EU), alongside the European Green Bond Standard (EUGBS) and other related
regulations, significantly influences the global landscape for sustainable finance and environmental
governance. Primarily targeting EU entities, these regulations also have far-reaching implications
worldwide, including impacts on Indonesia, by establishing new standards for sustainability reporting
and finance.

The CSRD mandates comprehensive reporting on a wide array of ESG topics, aiming to improve
transparency and uniformity in sustainability reporting across companies. It requires disclosures on
sustainability plans, business model alignment with climate objectives, and due diligence processes
concerning sustainability issues, potentially affecting operations and value chains.?® Notably, the directive
applies to non-EU entities with significant operations in the EU, necessitating non-financial reports from
those meeting specific criteria related to their EU activities, thus influencing foreign investors in countries
like Indonesia.?®

The directive’s phased implementation from 2025 to 2029 for different entities allows for a gradual
adjustment to these new reporting standards. Its global reach, including its effects on Asian markets and
businesses engaging with the EU, underscores the directive’s role in fostering sustainable business
practices beyond Europe. This development indicates a shift towards a unified global framework for
sustainability reporting, with potential ramifications for regulatory alignment and business practices in
countries engaged in trade and investment with the EU, such as Indonesia.?”

Aligned with the objectives of the European Green Deal, the EU has implemented the EU taxonomy as a
crucial component of EU’s sustainable finance framework and a significant tool for enhancing market
transparency. The taxonomy serves to guide investments towards the economic activities that are most
essential for facilitating the transition. By doing so, it plays a vital role in promoting the expansion of
sustainable investments within the EU. It provides assurance to investors, safeguards against
greenwashing practices, encourages companies to adopt more climate-friendly practices, and mitigates
market fragmentation. The EU taxonomy is instrumental in scaling up sustainable investment efforts
while fostering investor confidence and supporting the transition to a greener economy.?®

2 Konrad Adenauer Stiftung. (2024). Stepping up to the challenges of green recovery: Indonesia and the EU.
https://www.kas.de/documents/272317/12679503/Indonesia+-+EU+Green+Deal+Series+%28website%29.pdf/db5c7a95-cd57-4802-c18b-
966ff39e6al4?version=1.0&t=1638951699568

25 Harvard Law School Forum on Corporate Governance. (2023). EU Finalizes ESG Reporting Rules with International Impacts.
https://corpgov.law.harvard.edu/2023/01/30/eu-finalizes-esg-reporting-rules-with-international-impacts/

26 Linklaters. (2023). The Impact of the EU’s Corporate Sustainability Reporting Directive on Businesses. Sustainable Futures.
https://sustainablefutures.linklaters.com/post/102ig4t/the-impact-of-the-eus-corporate-sustainability-reporting-directive-on-businesses

27 Linklaters. (2023). The Impact of the EU’s Corporate Sustainability Reporting Directive on Businesses. Sustainable Futures.
https://sustainablefutures.linklaters.com/post/102ig4t/the-impact-of-the-eus-corporate-sustainability-reporting-directive-on-businesses

28 European Union. (2024). European Union EU taxonomy for sustainable activities. https://finance.ec.europa.eu/sustainable-finance/tools-and-standards/eu-
taxonomy-sustainable-activities_en#what-the-eu-is-doing-and-why
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By aligning with these international standards and regulations, Indonesia demonstrates its commitment
to embedding sustainability into its economic and corporate frameworks. Adapting to these regulations
strengthens Indonesia’s push towards sustainable development, enhancing its attractiveness to foreign
investors and partners looking for compliance with these emerging global norms.?° 30

Capital Market Regulations

OJK has enacted POJK No. 18 Tahun 2023 concerning the Issuance and Requirements for Debt Securities
and Sukuk with a Focus on Sustainability.

This regulation is a continuation of the sustainable finance roadmap aimed at developing capital markets
through Securities and Sukuk (EBUS), which are designed to incorporate sustainability values such as
environmental preservation and social impact, as well as promoting the growth of sustainability focused
EBUS.

Moreover, POJK No. 18 Tahun 2023 represents one of OJK’s efforts to address global and ASEAN
regional challenges in mitigating climate change impacts, aligning with Indonesia’s commitments under
the Paris Agreement. POJK No. 18 Tahun 2023 supersedes the previous Regulation Number
60/P0OJK.04/2017, which focused on the Issuance and Requirements for Environmental-centric Debt
Securities (Green Bond). The new regulation expands the scope to include several types of securities,
with an emphasis on sustainability themes and mechanisms for issuing these securities.

As a result, this will regulate not only green bonds but also green sukuk, social bonds/sukuk,
sustainability bonds/sukuk, sukuk-linked wagf, and sustainability-linked bonds.

Tax Harmonisation Law

On October 7, 2021, the Indonesian House of Representatives (DPR) approved UU No. 7 Tahun 2021,
also known as the Tax Regulation Harmonisation Law, or Harmonisasi Peraturan Pajak (HPP) Law. This
law was signed by the President of Indonesia on October 29, 2021. The HPP Law aims to enhance the
fiscal policy of Indonesia, with the goal of speeding up economic recovery in conjunction with tax reforms
that came into force in 2022.

The HPP Law introduced changes to existing tax legislation and includes provisions for a Carbon Tax.
The implementation of the Carbon Tax demonstrates the government’s commitment to promoting a
green economy, reducing global carbon emissions, and addressing climate change.

Carbon Pricing Regulations

President Joko Widodo issued PERPRES No. 98 Tahun 2021 on the Carbon Pricing Mechanism to
achieve the NDC and GHG Emission Control in the National Development, commonly referred to as the
Presidential Regulation on Carbon Pricing. Carbon Pricing (Nilai Ekonomi Karbon, or NEK) is defined in
the regulation as a value for each GHG unit emitted from human and economic activities.

2% Harvard Law School Forum on Corporate Governance. (2023). EU Finalizes ESG Reporting Rules with International Impacts.
https://corpgov.law.harvard.edu/2023/01/30/eu-finalizes-esg-reporting-rules-with-international-impacts/

30 Linklaters. (2023). The Impact of the EU’s Corporate Sustainability Reporting Directive on Businesses. Sustainable Futures.
https://sustainablefutures.linklaters.com/post/102ig4t/the-impact-of-the-eus-corporate-sustainability-reporting-directive-on-businesses
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The regulation states that carbon emissions or GHG are a universal performance indicator for climate
action which has important economic value and international economic benefit. With this consideration,
the Government of Indonesia has made carbon-pricing one of the instruments to accomplish Indonesia’s
mandatory obligation in GHG emission reduction under its NDC, while incentivising or commercialising
the results of such action. Hence, Carbon Pricing in Indonesia and the commercialisation of carbon are
regulated as part of a compliance-based market. The investors and businesses entering Indonesia’s
carbon market need to be cognisant of the underlying principle of Carbon Pricing in Indonesia as it will
further be streamlined in the implementing regulations.

The Presidential Regulation delegates explicitly which ministerial sector has the coordination authority
over several sectors or sub-sectors. The delegation of authorities on climate mitigation action to different
sectors led to the establishment of the Carbon Pricing regulatory framework. Multiple sector ministries
have the authority to regulate Carbon Pricing implementing regulations at ministerial level. This is being
enacted through Coordinating Ministry of Maritime Affairs and Investment (MARVES) regulation
MARVES No. 5 Tahun 2022 on Structure and Work Procedures of the Steering Committee for the
Implementation of Carbon Economic Value for Achieving Nationally Determined Contribution Targets and
Controlling Greenhouse Gas Emissions in National Development.3! Furthermore, the Ministry of
Environment and Forestry (MOEF) has introduced Regulation No. 21 of 2022 concerning the guidelines
for implementing Carbon Economic Value (NEK), referred to as MOEF Reg 21/2022. This regulation
outlines specific provisions for the implementation of NEK, domestic and international carbon trading,
buffer obligation, voluntary carbon market, and mutual recognition.3?

The regulation addresses the structure and working procedures of the steering committee for the
implementation of Carbon Economic Value for Achieving Nationally Determined Contribution Targets and
Controlling Greenhouse Gas Emissions in National Development. To navigate this regulatory framework,
businesses need to have a helicopter view of ministerial level regulations to understand how Carbon
Pricing, especially carbon trading, works in each sector.

Sustainability Disclosure Regulations
OJK mandates financial institutions and publicly listed companies issue sustainability reports in

accordance with POJK 51/POJK.03/2017, with the requirement being phased in starting from 2019.33
The schedule for mandatory sustainability reporting is as follows:

e From 2019, large banks and foreign banks are required to publish sustainability reports.

e From 2020, smaller banks, other non-bank financial institutions, and listed companies must start
reporting.

e From 2022, large credit unions and securities companies, as well as public listed companies with
medium-scale assets, are included.

e By 2024, smaller credit unions, pawnbrokers, guarantee institutions, Islamic guarantee institutions,
securities companies that do not manage customers’ securities accounts, and public listed companies
with small-scale assets must comply.

e From 2025, pension funds are also required to publish sustainability reports.

31 Kementerian Koordinator Bidang Kemaritiman dan Investasi Republik Indonesia. (2022). Bentuk Komite Pengarah untuk Mencapai NDC dan Pengendalian Emisi
GRK. https://jdih.maritim.go.id/en/infografis/bentuk-komite-pengarah-untuk-mencapai-ndc-dan-pengendalian-emisi-grk#:~:text=Permenko percent20Marves
percent20Nomor percent205 percent20Tahun,kaca percent20(GRK) percent20untuk percent20pembangunan.

32 ARMA Law. (2022). ESG Update: Key takeaways of Minister of Environment and Forestry Regulation No. 21 of 2022 on the Guidelines of Carbon Economic Value
Implementation. https://www.arma-law.com/news-event/newsflash/permenlhk21-tahun-2022-key-takeaways-of-minister-of-environment-and-forestry-
regulation-no-21-of-2022-on-the-guidelines-of-carbon-economic-value-implementation

33 QOtoritas Jasa Keuangan. (2017). Penerapan Keuangan Berkelanjutan bagi Lembaga Jasa Keuangan, Emiten, dan Perusahaan Publik.
https://ojk.go.id/id/regulasi/Pages/Penerapan-Keuangan-Berkelanjutan-bagi-Lembaga-Jasa-Keuangan,-Emiten,-dan-Perusahaan-Publik.aspx
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OJK has outlined eight principles of sustainable finance in Indonesia, which include Responsible
Investment, Management of Environmental and Social Risks, Informative Communications, Development
of Priority Sectors, Sustainable Business Strategy and Practice, Governance, Inclusivity, and Coordination
and Collaboration.

Furthermore, guidelines for sustainability reports are detailed under Surat Edaran OJK No.
16/SEQJK.04/2021, which provide direction for companies in reporting their ESG performance.

In addition to sustainability reporting, banks are obligated to publish a Sustainable Finance Action Plan
annually. This plan should outline both their short-term (one-year) and long-term (five-year) strategies for
sustainable finance.

4.4. Overview of financing across NDC Priority Sectors

Developing a financing strategy for the entire duration of NDC implementation remains a difficult task
due to the challenge of projecting needs. For instance, Indonesia’s 2nd Biennial Update Report (2nd BUR
- 2018) initially estimated that approximately USD 247 billion would be required from 2018 to 2030. In
2019, Indonesia conducted another assessment and determined that around IDR 4,520 trillion (~ USD
322.86 billion) would be needed specifically for implementing mitigation actions in the NDC roadmap.
This estimate only covered the costs associated with direct emission reduction measures and did not
include expenses related to creating supportive environments. In the 3rd BUR (2021), the financial needs
for the conditional target were estimated to be approximately USD 285 billion, while the unconditional
target required around USD 281 billion. These figures represent the estimated international climate
finance flows.3* Below is a summary of UNCCC'’s (2022) report on climate financing flows from
international, domestic, and private sector:

International Climate Finance Flows

Indonesia has received international support from various channels such as multilateral sources. These
include the Global Environment Facility (GEF), World Bank, Green Climate Fund (GCF), Adaptation Fund,
and other financial institutions. Bilateral channels such as Norway, Germany, Japan, the USA, and other
partners have also provided support to Indonesia. From 2015 to 2016, Indonesia received a total of USD
1.23 million in the form of loans and grants through both bilateral and multilateral channels.?®> From 2016
to 2019, Indonesia has received a total of USD 3.10 billion from international sources; 72% of the total
were allocated to the energy and transportation sectors, while forestry, waste, and agriculture received
2% of the total allocation.3¢

The following are funds that Indonesia has obtained under the UNFCCC financial mechanism:

1. Green Climate Fund (GCF)

The GCF contributes to financing climate actions to achieve Indonesia’s Enhanced NDC targets. Until
October 2021, the current portfolio of the GCF funding in Indonesia amounts to USD 287.3 million which
ranges from 10-20 years. 3’At the time of writing, Indonesia has two direct access accredited entities,
namely Partnership for Governance Reform/Kemitraan and PT Sarana Multi Infrastruktur (PT SMI).

34 United Nations Climate Change. (2022). Enhanced NDC - Republic of Indonesia. https://unfccc.int/documents/615082

35 United Nations Framework Convention on Climate Change. (2022). Submission by the government of the Republic of Indonesia.
https://unfccc.int/sites/default/files/resource/Indonesia%20Submission%200n%205th%20BA%202022_FINAL.pdf

36 United Nations Framework Convention on Climate Change. (2022). Submission by the government of the Republic of Indonesia.
https://unfccc.int/sites/default/files/resource/Indonesia%20Submission%200n%205th%20BA%202022_FINAL.pdf

37 United Nations Framework Convention on Climate Change. (2022). Submission by the government of the Republic of Indonesia.
https://unfccc.int/sites/default/files/resource/Indonesia%20Submission%200n%205th%20BA%202022_FINAL.pdf
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2. Adaptation Fund (AF)

Indonesia has had one National Implementing Entity (NIE) to access the Adaptation Fund, namely the
Partnership for Governance Reform/Kemitraan. The Adaptation Fund has approved approximately USD
9.7 million for five project adaptation activities in Indonesia.®

3. Global Environment Facility (GEF)

GEF’s operational focal point in Indonesia is the Ministry of Environment and Forestry. The total funding
received through GEF amounts to USD 569.66 million, while the Special Climate Change Fund amounts
to USD 10 million.*®

Domestic Climate Finance Flows

From 2018 to 2020, the government of Indonesia allocated IDR 307.9 trillion to climate change
projects.*® The disbursement of the budget in 2018 amounted to IDR 126.0 trillion (95.1% share of
disbursement to allocation), while in 2019 disbursements reached IDR 83.5 trillion (85.5% share of
disbursement to allocation). In 2020, although most of the budget for climate priorities were reallocated
to managing the Covid-19 pandemic, the government of Indonesia still allocated IDR 77.81 trillion for
climate action. This shows the government’s consistent commitment to fund low carbon and climate
resilience development initiatives.**

Share of Disbursement to

Climate Change Budget

Climate Change Budget

Allocation (IDR Trillion) Disbursement (IDR Trillion) Allocation
2018 1325 126.0 95.1%
2019 97.7 83.5 85.5%
2020 77.8 N/A N/A
Total 307.9

Table 5: Domestic Climate Change Budget
Source: UNFCCC (2022)

Private Financial Sector

Indonesia’s initiatives to draw investments and foster economic growth are showing promise.
Nonetheless, it is crucial to examine the distribution of these financial inflows within the country.
According to a 2023 Climate Policy Initiative (CPI) report, there are three types of financing flows in
Indonesia. The first type, climate-aligned finance, includes activities that directly reduce GHG emissions
and enhance climate resilience, aligning with Indonesia’s climate objectives and regulations such as
sustainable finance and sustainability bonds. The second type, conditionally climate-aligned finance,
encompasses activities that could meet Indonesia’s climate targets under specific conditions, like
certification for sustainable palm oil practices and compliance with local environmental laws.

38 United Nations Framework Convention on Climate Change. (2022). Submission by the government of the Republic of Indonesia.
https://unfccc.int/sites/default/files/resource/Indonesia%20Submission%200n%205th%20BA%202022_FINAL.pdf

39 United Nations Framework Convention on Climate Change. (2022). Submission by the government of the Republic of Indonesia.
https://unfccc.int/sites/default/files/resource/Indonesia%20Submission%200n%205th%20BA%202022_FINAL.pdf

40 United Nations Framework Convention on Climate Change. (2022). Submission by the government of the Republic of Indonesia.
https://unfccc.int/sites/default/files/resource/Indonesia%20Submission%200n%205th%20BA%202022_FINAL.pdf

41 United Nations Framework Convention on Climate Change. (2022). Submission by the government of the Republic of Indonesia.
https://unfccc.int/sites/default/files/resource/Indonesia%20Submission%200n%205th%20BA%202022_FINAL.pdf
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The third type, non-climate-aligned finance, supports broader economic development but may have
varying environmental impacts. Despite a rise in financing flows from 2015 to 2021, only 2.6 percent of
private investments are climate-aligned.*? Hence, there is an urgent necessity to broaden the range of
investments aligned with climate goals, especially as the Indonesian government strives to reach its 2030
climate targets.

Indonesian Private Financial Sector Investment COMMERCIAL Fls: USD million
2015-2021, USD million Commercial banks, 120,000
investment banks 100,000

80,000
650,588 60000
40,000
20,000

2015 2016 2017 2018 2019 2020 2021
M Climate-aligned [l Conditionally climate-aligned [l Non climate-aligned

INSTITUTIONAL USD million
INVESTORS AND FUNDS: #0000
119,458 Insurance, pension
funds, and other funds 30,000
under the management
of private equity, 20,000
20,711 venture capital and
other infrastructure funds
__ [— 10,000
Climate- Conditionally ~ Non climate-
aligned climate-aligned aligned
2015 2016 2017 2018 2019 2020 2021

M Climate-aligned M Conditionally climate-aligned [l Non climate-aligned

Figure 4: Overview of Indonesian Private Financial Sector Investment
Source: Climate Policy Initiative (2023)

Additionally, the private sector has contributed an estimated USD 21.3 billion of climate financing to
Indonesia from 2015 to 2019.® These include investments from the commercial financial institutions,
institutional investors, corporate actors, households, project developers, and others. The majority of this was
dedicated to mitigation activities and mostly driven towards the energy and transport sector, spe