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Abstract

The development of the sustainable energy sector in Indonesia is an important effort in supporting the
transition to a green economy. This research delineates specific issues to be addressed, focusing on three main
questions: (1) What policies govern the distribution of bank credit to support sustainable energy projects
undertaken by micro, small, and medium enterprises (MSMESs) in Indonesia? (2) What is the role of
government policies and related regulations in supporting sustainable energy financing? (3) What are the
challenges that MSMEs face in securing financing for sustainable projects? (4) What areas are the critical
areas for policy improvement and regulatory support? This research could explore innovative strategies to
enhance understanding of green finance options and improve the readiness of MSMESs to engage with banks.
This study contributes to the understanding of the intersection between banking policy, government regulation,
and sustainable energy development in Indonesia.

Keywords: sustainable energy; banking policy; community welfare; lending; micro, small and medium
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INTRODUCTION

New Renewable Energy (NRE), also known as Sustainable Energy, is very important in
Indonesia in facing the challenges of climate change and meeting the increasing national
energy needs. In fact, although the potential of NRE in Indonesia is huge, its utilization is still
not optimal, and this is due to various obstacles, including limited access to adequate
financing. Sustainable energy is becoming an increasingly important global issue as
awareness of climate change and its impact on the environment and economy increases
(Malihah, 2022). Sustainable energy is needed in Indonesia not only to reduce greenhouse
gas emissions, but also to ensure the availability of sufficient and affordable energy for the
community (Apriliyanti & Rizki, 2023). The Indonesian government has recognized the
importance of sustainable energy and listed it as one of the priorities in the 2005-2024
Medium-Term Development Plan. The Medium-Term Development Plan sets goals to reduce
dependence on fossil fuels and increase the use of renewable energy (Setyono et al., 2019).

The development of the sustainable energy sector in Indonesia is an important part of
efforts to achieve community welfare. Sustainable energy not only offers solutions to reduce
environmental impact, but also makes a significant contribution to inclusive and sustainable
economic growth. In this context, the strategic policy of bank credit distribution plays a
crucial role in encouraging financing for the sustainable energy sector. Banks as financial
institutions have the responsibility to allocate financial resources appropriately to support
sustainability-oriented projects, in line with the 2005-2024 Medium-Term Development Plan
(RPJM) which targets an increase in the contribution of renewable energy to the national
energy mix.

Dependence on fossil fuels, including coal, gas, and oil, has dominated the world's
energy market (Berlianto & Wijaya, 2022). It is well known that the use of fossil fuels
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produces large emissions of greenhouse gases, such as carbon dioxide (CO2), which
contribute greatly to climate change (Berlianto & Wijaya, 2022). The use of fossil energy
often causes social injustice, where underprivileged communities tend to be more exposed to
the negative impacts of fossil energy exploitation activities (Romadhon & Subekti, 2023). For
example, many communities in coal mining areas or oil fields experience environmental and
health degradation due to these activities (Rahma et al., 2022). The transition to renewable
energy, as such, is also an effort to remedy social injustices and ensure that energy
development is carried out in a more inclusive and equitable manner (Carley & Konisky,
2020; Heffron, 2022; Johnson et al., 2020; Levenda et al., 2021; Setyowati, 2021). Quoted
from the website of the Ministry of Environment and Forestry with the title "Indonesia
Energy Emergency"”: “Indonesia has been a net importer of crude oil since 2003 and is
projected to become a full importer of gas by 2025 and coal by 2049, necessitating urgent
action to promote new and renewable energy (NRE). The country faces an energy
emergency, as highlighted by BPPT Head Unggul Priyanto, with fossil fuels still dominating
its energy mix—producing only 700,000-800,000 barrels of the 1.6 million barrels of
petroleum consumed daily, leading to a significant trade deficit. Indonesia's energy needs are
expected to surge, increasing 2.3 times by 2030 and 5.7 times by 2050, primarily driven by
industrial and transportation demands. While the reliance on energy imports poses
challenges, it also presents an opportunity to advance NRE development, which has been
stagnant. BPPT suggests that nuclear energy could play a crucial role in replacing coal,
potentially fulfilling 73 percent of power plant needs, while water resources remain
underutilized due to geographic challenges. Strong determination is essential for harnessing
these renewable resources effectively.”

Kurtubi, a member of Commission VII and Chairman of the Parliamentary Nuclear
Caucus, emphasizes the urgent need to begin constructing nuclear power plants (NPPs) to
prevent rising energy imports and costs. Despite this, there remains significant public
resistance to nuclear energy, primarily due to safety concerns stemming from incidents like
the Fukushima disaster. However, the development of fourth-generation reactors promises
enhanced safety features. Nuclear energy is advantageous due to its capacity for continuous
operation, low emissions, and the availability of uranium resources in Indonesia, albeit
requiring enrichment. Former State Electricity Company Director Nur Pamudji supports
nuclear as a viable energy option that could transform electricity usage norms, including for
vehicles and cooking. Nonetheless, he notes that nuclear development should complement,
rather than replace, other forms of renewable energy, as Indonesia’s diverse geography
necessitates tailored energy solutions based on local conditions.

Regulation of the Minister of Energy and Mineral Resources Number 12 of 2017
concerning the Utilization of Renewable Energy Resources for the Supply of Electricity is
also an important legal basis in this context. This regulation provides incentives for the
development of renewable energy projects and controls the sources of funding available to
Micro, Small and Medium Enterprises. This regulatory support is expected to increase banks'
interest in distributing credit for sustainable energy projects, while reducing the risks they
face.

Table 1. Realization of New and Renewable Energy (NRE) Investment
Number Year Investment Value (billion US$) Information

1 2017 1.96
2 2018 1.53
3 2019 1.71
4 2020 1.36
5 2021 1.60
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6 2022 1.60
7 2023 1.50
8 2024 2.6 Target 2024

Source: Kementrian ESDM (2024)

Table 1 presents data on the realization of investment in the New and Renewable
Energy (NRE) sector in Indonesia during the period 2017 to 2023, as well as investment
targets for 2024. This data shows fluctuations in the value of investment from year to year,
with the highest value recorded in 2017 of US$1.96 billion, while in 2020 it experienced a
significant decrease to reach US$1.36 billion. Although there was a slight increase in the
following years, the value of investment was relatively stable in the range of 1.5 to 1.6 billion
US$ between 2021 and 2023. The Government of Indonesia, through the Ministry of Energy
and Mineral Resources (EMR), is targeting a significant increase in NRE investment by 2024
with a target of US$2.6 billion, reflecting a strong commitment to meeting the energy mix
target from NRE. This table provides an overview of the challenges and efforts made to
increase investment in the NRE sector, which is one of the main pillars in Indonesia’s
sustainable energy transition.

To achieve targeted outcomes, this research delineates specific issues to be addressed,
focusing on three main questions: (1) What policies govern the distribution of bank credit to
support sustainable energy projects undertaken by micro, small, and medium enterprises
(MSMES) in Indonesia? (2) What barriers prevent MSMEs from accessing banking credit for
sustainable energy initiatives? (3) What role do government policies and relevant regulations
play in facilitating the distribution of bank loans within the sustainable energy sector? This
research contributes to the understanding of the intersection between banking policy,
government regulation, and sustainable energy development in Indonesia. By identifying the
challenges MSMEs face in securing financing for sustainable projects, the study highlights
critical areas for policy improvement and regulatory support. This insight is essential for
fostering a more favorable environment for sustainable energy initiatives, ultimately aiding in
the transition to greener energy solutions within the MSME sector.

RESEARCH METHOD

The research method employed combines normative juridical and empirical juridical
approaches, allowing for a thorough examination of legal frameworks and their practical
implementation in the context of banking lending for sustainable energy projects. This
integrated methodology focuses on existing laws and regulations while also collecting data on
how these laws affect community welfare initiatives. The research includes both qualitative
data, such as insights from interviews and case studies, and quantitative data on banking
lending and community welfare indicators.

Data collection involves primary sources, including interviews with stakeholders like
bank officials and MSME representatives, as well as surveys to understand the challenges
MSMEs face in accessing loans for sustainable energy projects. Secondary sources comprise
government reports, academic literature, and industry analyses. The analysis techniques
include thematic analysis for qualitative data, statistical methods for quantitative data, and
comparative analysis to evaluate the effectiveness of banking policies across different
regions. This comprehensive approach aims to identify strategies that enhance community
welfare through improved banking support for sustainable energy initiatives.

https://injurity.pusatpublikasi.id/index.php/in
892



Legal Policy Strategy for Banking Lending in Support of Sustainable Energy Sector to Achieve
Community Welfare

RESULT AND DISCUSSION
Banking credit distribution policy in support of sustainable energy projects run by
micro, small and medium enterprises in Indonesia

The distribution of bank credit for sustainable energy projects run by micro, small and
medium enterprises in Indonesia is an important effort in supporting the transition to a green
economy. These policies not only contribute to the reduction of carbon emissions and
environmental protection, but also support inclusive and sustainable economic growth. One
of the crucial policies in this context is POJK Number 51/POJK.03/2017 concerning
Sustainable Finance issued by the Financial Services Authority.

POJK Number 51/POJK.03/2017 is a regulation that regulates the application of
sustainable finance principles for financial service institutions, issuers, and public companies
in Indonesia. This regulation aims to integrate environmental, social, and Environmental,
Social, and Governance aspects in the business practices of financial institutions. Thus, it is
expected to support the financial services sector as a whole and increase the competitiveness
of financial services institutions themselves in contributing to national development.
Financial institutions can play an active role in supporting projects that contribute to
environmental and social sustainability, including renewable energy projects run by micro,
small and medium enterprises.

a. Policy Objectives and Objectives, One of the main objectives of Financial Services
Authority Regulation Number 51/POJK.03/2017 is to encourage financial services
institutions to allocate their financial resources to sustainable projects. This policy is
expected to create a financial ecosystem that supports sustainable development, with
micro, small and medium enterprises as one of the main targets for beneficiaries. In
this context, policy effectiveness is measured by how well financial institutions can
channel credit to the sustainable energy sector run by micro, small and medium
enterprises.

b. Implementation and Policy Impact, The implementation of Financial Services
Authority Regulation Number 51/POJK.03/2017 requires a commitment from
financial institutions to prepare a sustainable financial action plan. Financial
institutions are required to identify and assess ESG risks and integrate them in the
credit decision-making process. In addition, financial institutions must also report
their ESG performance regularly.

The results of the researcher's question and answer with the resource persons of the
Directorate General of New, Renewable Energy and Energy Conservation and Energy
Conservation of the Ministry of Energy and Mineral Resources (ESDM), found that several
banks have taken significant steps in implementing this policy. For example, several major
banks in Indonesia have launched green credit products specifically designed to fund
renewable energy projects. This product provides more flexible terms and conditions
compared to conventional credit products, making it more accessible to micro, small and
medium enterprises.

c. Policy Analysis of Banking Credit Distribution Policy in Supporting Sustainable
Energy Projects. This policy can be seen from the increase in the number of credits
channeled to sustainable energy projects by micro, small and medium enterprises.
Data shows that since the enactment of Financial Services Authority Regulation
Number 51/POJK.03/2017, there has been a significant increase in the number of
green loans provided by banks. However, challenges still remain, especially in terms
of understanding and application of Environmental, Social, and Governance
principles among banks and micro, small and medium enterprises.

The results of an interview with the OJK Institute, Department of Strategic Planning
and Finance stated: "The implementation of sustainable financial policies requires a paradigm
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shift among financial institutions. Banks need to look at sustainable energy projects not only
in terms of risk, but also in terms of long-term opportunities and benefits for the justice and
welfare of the Indonesian people.”

This suggests that in order to achieve maximum effectiveness, banks must have a better
understanding of the long-term benefits of sustainable energy projects.

d. Obstacles and Challenges in Implementation, Several obstacles still hinder the full
effectiveness of the Financial Services Authority Regulation Number
51/POJK.03/2017. One of the main obstacles is the lack of understanding and
education about sustainable finance among micro, small and medium enterprises and
banks. Many micro, small and medium-sized enterprises are not yet aware of the
financing opportunities available for sustainable energy projects, while many banks
are still using traditional risk assessment approaches that are less suitable for
renewable energy projects.

Another inhibiting factor is the inadequacy of data and information on Environmental,
Social, and Governance performance. Financial institutions often find it difficult to collect
and analyze relevant data to accurately assess Environmental, Social, and Governance risks
and opportunities. This causes difficulties in making credit decisions based on the principles
of sustainable finance.

The hampering of micro, small and medium enterprises in accessing banking credit for
sustainable energy projects

Green financial products, such as green bonds and green loans, are important
instruments in financing sustainable energy projects. However, many micro, small and
medium enterprises still do not fully understand the concept and benefits of these financial
products (Hadi et al., 2022). According to research conducted by the World Bank, the low
understanding of micro, small and medium enterprises towards green finance products is one
of the main obstacles in accessing sustainable energy financing. Green finance products are
designed to provide financial support to projects that contribute to environmental
sustainability, but are often considered complex and difficult to access by micro, small and
medium-sized enterprises.

Green bonds, as one of the green financial products, are debt instruments issued to raise
funds to support green projects. This instrument is usually marketed to investors who have
concerns about the environment (Cendekiawan & Firmansyah, 2024). However, many micro,
small and medium enterprises do not have enough knowledge about how green bonds work,
what requirements must be met, and how to access them. This is due to the lack of education
and training programs available to micro, small and medium enterprises on green finance
products. Researchers found that most micro, small and medium-sized businesses are
confused by the terminology and technical requirements that often accompany these products.

Green loans are another form of green financial product provided by banks to fund
sustainable projects. Although green loans have great potential to support renewable energy
projects, micro, small and medium-sized enterprises' understanding of these products is also
limited. Many micro, small and medium enterprises do not know about green loans or do not
understand the criteria needed to get these loans (Fidela et al., 2020). According to a report
from the Financial Services Authority in 2019, many micro, small and medium enterprises
feel that information on green loans is not available in a transparent and easily accessible
manner.

Based on the results of the discussion during the researcher's interview with
representatives of the Ministry of Investment / Investment Coordinating Board (BKPM), this
lack of understanding is not only caused by the complexity of green financial products
themselves, but also by the lack of initiative from financial institutions in socializing and
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educating micro, small and medium enterprises about these products. Adequate education and
training are urgently needed to improve the understanding of micro, small and medium
enterprises about green finance products and how they can leverage these products to fund
sustainable energy projects.

Limited in understanding, micro, small and medium enterprises also often face
obstacles in accessing relevant information regarding sustainable energy financing. Access to
adequate information is an important prerequisite for micro, small and medium enterprises to
be able to take advantage of green financial products. However, in many cases, information
regarding financing opportunities, requirements, and application processes is not easily
accessible to micro, small and medium-sized enterprises.

One of the main obstacles is the lack of an integrated and easily accessible information
platform (Valdiansyah & Widiyati, 2024). Information on green financial products is often
scattered across multiple sources and is not centralized, making it difficult for micro, small
and medium enterprises to obtain a comprehensive picture. For example, information about
green bonds and green loans may be available on the websites of banks or financial
institutions, but they are not always presented in a way that is easy for micro, small and
medium-sized enterprises to understand.

Financial Services Authority Regulation Number 51/POJK.03/2017 concerning the
Implementation of Sustainable Finance requires financial services institutions to develop
policies and strategies that support sustainable finance. Article 2 of this regulation stipulates
that financial institutions must improve financial literacy and provide transparent information
to the public, including micro, small and medium enterprises. However, the implementation
of these regulations is often not optimal. Many financial institutions have not fully fulfilled
this obligation, so information on green financing remains difficult for micro, small and
medium enterprises to access.

A business culture that tends to be conservative and less innovative among micro, small
and medium enterprises is also an inhibiting factor in accessing information. Many micro,
small and medium-sized enterprises are reluctant to seek information or participate in training
programs because they feel that the process is time-consuming and irrelevant to their needs
(Fauziah et al., 2020). Researchers found that this attitude can be overcome with a more
proactive approach from banks and governments in providing relevant and easily accessible
information.

Barriers to access to information can also be seen from the lack of support from
business associations and supporting institutions for micro, small and medium enterprises.
Business associations and supporting institutions often have an important role in
disseminating information and providing technical support to micro, small and medium-sized
enterprises (Suyadi & Suryani, 2018). However, many associations do not have special
programs to support sustainable energy financing. Existing programs often focus more on
general business aspects and do not pay special attention to green financing opportunities and
mechanisms.

Lack of information and education is a significant challenge that hinders micro, small
and medium enterprises from accessing banking credit for sustainable energy projects
(Maryama, 2018). These challenges require comprehensive attention and solutions, including
improving financial literacy, providing an integrated information platform, and greater
support from governments, financial institutions, and business associations. By overcoming
these barriers, it is hoped that micro, small and medium-sized enterprises can more easily
access the financing needed to fund sustainable energy projects, which in turn will contribute
to environmental sustainability and improve people's well-being.
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The role of government policies and related regulations in supporting the distribution of
banking loans for the sustainable energy sector

The Role of Government Policy in the Distribution of Bank Loans for Sustainable
Energy. Government policies have a very important role in supporting the distribution of
bank loans for sustainable energy projects. This policy provides the necessary regulatory
framework to encourage banks to channel credit to sectors that contribute to reducing carbon
emissions and improving energy efficiency. Through the analysis of various government
policies, it can be understood how these regulations facilitate the distribution of green credit
and overcome existing obstacles.

First, government policies that support sustainable energy can be seen from the 2005-
2024 National Medium-Term Development Plan (RPJMN). The RPJMN provides strategic
direction for the development of renewable energy in Indonesia, with the aim of increasing
the use of renewable energy to reach certain targets. One of the main policies in the RPJIMN
IS to increase investment in renewable energy, which is expected to be supported by the
banking sector through the distribution of green credit. This policy provides a basis for banks
to allocate credit funds to renewable energy projects, in the hope of improving people's
welfare through reducing energy costs and creating jobs.

Financial Services Authority Regulation No. 51/POJK.03/2017 concerning the
Implementation of Sustainable Finance for Financial Services Institutions, Issuers, and Public
Companies is a key policy in supporting the distribution of bank credit for sustainable energy
projects. Article 2 of this regulation requires financial services institutions to integrate
sustainability principles in their business activities. This includes the development of
financial products that support renewable energy projects and increasing financial literacy
regarding green financing among customers and business actors.

Financial Services Authority Regulation Number 60/POJK.04/2017 on Green Bonds
also provides a significant boost to sustainable energy financing. This regulation allows the
issuance of green bonds that are used to fund projects that have a positive impact on the
environment. Article 3 of this regulation states that funds obtained from green bonds should
be used for projects that contribute to the reduction of carbon emissions and the improvement
of energy efficiency. With this regulation, banks and other financial institutions have
additional instruments to channel credit to renewable energy projects, ultimately supporting
national sustainability goals.

Law No. 3 of 2004 on Bank Indonesia also plays an important role in supporting the
policy of disbursing credit for sustainable energy. This law regulates monetary policy and
financial stability that supports sustainable economic growth. Article 7 of this Law states that
Bank Indonesia is responsible for achieving and maintaining rupiah value stability, which
also includes financial system stability. In this context, the disbursement of credit for
sustainable energy projects can be seen as part of efforts to maintain long-term economic
stability through environmentally friendly investments.

Regulation of the Minister of Energy and Mineral Resources Number 12 of 2017
concerning the Utilization of Renewable Energy Resources for the Provision of Electricity is
an energy sector policy that supports the distribution of bank loans. Article 2 of this
regulation regulates the obligation to provide electricity from renewable energy sources by
private power companies. This policy encourages investment in the renewable energy sector
and opens up opportunities for banks to provide financing for renewable energy projects. In
its implementation, this policy is expected to increase banking participation in supporting
sustainable energy through easier and more affordable credit distribution.

Law Number 4 of 2023 concerning the Development and Strengthening of the
Financial Sector (P2SK) also has an important role in supporting credit distribution for
sustainable energy. Article 3 of this law states that one of the goals of financial sector
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development is to support inclusive and sustainable economic growth. Thus, this regulation
provides a legal basis for financial institutions to allocate credit funds to sectors that
contribute to environmental sustainability, including renewable energy.

There are various policies and regulations that support the implementation of bank
credit distribution for sustainable energy, which still faces various challenges. One of the
main challenges is the lack of understanding among banks about the benefits and risks of
renewable energy projects. Many banks still consider renewable energy projects to be high-
risk investments, resulting in low levels of credit disbursement to the sector. Therefore,
efforts are needed to increase financial literacy among banks and other stakeholders regarding
the long-term benefits of green investment.

Challenges related to coordination between various government agencies and the
banking sector. Policies that support the distribution of green credit are often not followed by
effective coordination between the government, banks, and business actors. This results in
policy implementation not running optimally. To overcome these challenges, closer
cooperation is needed between the government, financial services authorities, Bank
Indonesia, and the banking sector in developing programs that support credit disbursement
for sustainable energy. In this context, law and economics are very relevant. The
effectiveness of a legal policy is not only determined by its normative provisions, but also by
its application and implementation in the social context of society. Therefore, the policy of
distributing green credit must be followed by concrete steps that ensure effective
implementation in the field.

In supporting the distribution of bank credit for sustainable energy, the government
may also consider the development of fiscal and non-fiscal incentives for banks participating
in green financing. These incentives can be in the form of tax reductions, interest subsidies,
or awards for banks that have successfully achieved the target of distributing green credit. In
addition, the government can also develop training and education programs for banks and
micro, small and medium enterprises on the benefits and financing mechanisms of renewable
energy.

Existing government policies and regulations have provided a solid basis to support the
distribution of bank credit for sustainable energy. However, the success of the
implementation of this policy is highly dependent on understanding and cooperation between
various parties involved, including the government, financial institutions, and business actors.
With the right policies and effective implementation, it is hoped that the distribution of credit
for renewable energy projects can increase, which in turn will contribute to community
welfare and environmental conservation.

CONCLUSION

An effective legal policy strategy for distributing banking credit to support Indonesia’s
sustainable energy sector requires a combination of specific government regulations and
financial product innovation, exemplified by policies like POJK Number 51/POJK.03/2017
and POJK Number 60/POJK.04/2017, which aim to foster the development of green financial
products. However, the implementation of these policies faces significant challenges,
including limited information, high risk perception among micro, small, and medium
enterprises (MSMES), strict credit requirements, and a lack of capacity and resources. To
improve access to green finance, collaboration among governments, banks, and MSMEs is
crucial, as well as enhanced technical support and educational initiatives. Future research
could focus on evaluating the effectiveness of these policies in promoting green financial
products and investigating targeted capacity-building programs to better equip MSMEs for
engaging with banking institutions and overcoming existing barriers.
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