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1 .  I n t r o d u c t i o n

Market-based sustainable finance initiatives led by members of the Sustainable Banking

Network (SBN) have m ade significant progress in directing the financial sector toward

sustainability. Established with International Finance Corporation’s (IFC) support in 2012,

SBN represents a community of financial sector regulators and banking associations from 34

emerging markets. SBN members now represent over US$42.6 trillion in banking assets,

accounting formore than 85 percent of the total banking assets in emergingmarkets.

The SBN Global Progress Report is based on a unique measurement framework, the first

of its kind to assess sustainable finance initiatives across emerging markets. The SBN

Global Progress Report for the first time presents a systematic view of progress on sustainable

finance among emerging economies that are represented by SBN. A rigorous measurement

framework was developed and agreed on by members. The SBN Measurement Framework

draws on international best practice as well as SBN members’ experiences and innovations.

This framework will be continuously applied to measure progress annually.
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The Global Progress Report draws on the findings of 15 individual country progress reports prepared for members,
including this report. These 15 countries, with US$38.3 trillion in banking assets, account for more than 76 percent of
emergingmarket banking assets.

Country-specific progress reports were prepared for 15 SBN members with sustainable finance initiatives.
These reports contain a thorough analysis of the country’s policy or principles in relation to the environmental and
social (E&S) risk management and to the green finance flows, as well as a contextual analysis of the local policy
landscape and the enabling environment. Country reports detail each country’s good practice and highlight areas of
focus in order to support and encouragemembers to further accelerate sustainable finance.

All SBN member countries are advancing sustainable finance at differing stages of development.
Countries are mapped to five different stages of their development, from initiating to mature.

SBN Progression Matrix with Assessment Results, based on progress up to and as of
June 2017
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Indonesia is one of the Sustainable Banking Network (SBN) members most dynamically
promoting sustainable banking. The sustainable banking initiative in Indonesia originated from
a series of regulations imposed upon listed companies, including reporting obligations on
corporate social responsibility (CSR) practices (2006). In 2009, capital markets started their
journeywith the development of sustainability-related indices.

The December 2014 launch of the Sustainable Finance Roadmap (2015-2024) by the
Indonesia Financial Services Authority (Otoritas Jasa Keuangan - OJK) was a milestone in
promoting sustainable finance for the entire Indonesian financial sector. The Roadmap aims to
enable the financial sector to contribute to the achievement of the National Long Term

Development Plan (2005-2025) and the National Action Plan for the Reduction of Greenhouse
Gas Emissions (2011) in order to achieve the country’s Intended Nationally Determined
Contributions (INDC) and reduce emissions by 29 percent by 2030 (a 41 percent reduction is
conditional upon international support).

Significant progress was made with the issuance of an Umbrella Policy in July 2017. This policy
defines sustainable finance, includes sustainable finance principles, and requires financial
institutions (FIs) to develop Sustainable Finance Action Plans. OJK also plans to cooperate with
several ministries in order to develop incentives for sustainable finance.

The Indonesian policy is comprehensive in addressing environmental and social risk. Due to its
broad nature covering the entire sector, it could be improved by further requirements and
guidance to help FIs to implement the policy. In particular, banks could be required to and be
supported in their monitoring of environmental and social (E&S) risks over time and at both
the project and portfolio levels. Additional guidance such as clear definitions of green projects,
tools and reporting templates would help promote green finance flows in the country. OJK is
expected to launch a green bond policy in the near future. 1

Overall Results
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Indonesia
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1 Indonesia launched i ts green bond policy in December 2017, after the cut off date of June 2017.
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Good Practice
- Indonesia’s Financial Services Authority (OJK) has formalized a comprehensive Sustainable

Finance Roadmap, comprising 19 medium and long-term activities to be conducted between
2015 and 2024, which is aligned with a nationwide strategy. Issuance of the Umbrella Policy
in July 2017 was a major milestone for implementation of the Roadmap, as it provides
direction to all Indonesian FIs on the application of sustainable finance.

- Indonesia has also made progress with implementing sustainable finance in the capital
markets, with a green bond policy to be issued shortly.

- OJK has introduced several initiatives in collaboration with a number of partners, including
the creation of a Sustainable Finance Forum and an annual Sustainable Finance Award, as
well as ongoing developments to build fiscal and non-fiscal incentives.

- The Umbrella Policy provides for administrative penalties.

Areas for Improvement
- Since the current policy covers the entire financial industry, more specific and practical

guidance is required to assist FIs with managing the specific environmental, social and
governance (ESG) risks of their activities (such as banking, insurance, or asset
management). Further guidance, such as definitions, tools or methodologies, would help to
encourage green finance flows.

- OJK will monitor the implementation of the Sustainable Finance Action Plan. To do so, OJK
should develop further internal capabilities and will also need to define the appropriate
metrics to properly measure the level of implementation.

- The introduction of both fiscal and non-fiscal incentives would further encourage FIs to
implement the policy.
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Country Profile
Indonesia, a G20 emerging middle-income country, has Southeast Asia’s largest economy. Since
recovering from the Asian financial crisis, Indonesia has seen impressive growth rates, with

gross domestic product (GDP) per capita steadily rising from US$857 in 2000 to US$3,603 in
2016. During the same period, the poverty rate has also more than halved, to 10.9 percent in
2016.

The country’s E&S risk profile has much to do with its demographics and geographic location.
The archipelago nation is home to large energy resources (such as coal, crude oil, geothermal
energy, and natural gas) and is one of the world’s largest producers of agricultural
commodities. However, having the world’s fourth largest population significantly exposes
Indonesia to environmental and climate change risks. Rising sea levels threaten almost 1,500
Indonesian islands, which are considered to be at high or extreme risk. In addition, Indonesia is
also faced with challenging E&S issues, such as the use of coal-energy, deforestation, and the
impacts of mining. Moreover, a complex regulatory environment impacted by corruption
hampers the overall effectiveness of the public administration. Considering its vulnerability,
Indonesia has taken a strong stance via the following:

- A series of policies requiring listed companies to report CSR-related information and to
conduct environmental impact analyses (Regulations X.K.6 in 2006/2012, Law No. 32 in
2009 and LawNo. 47 in 2012).

- A Long Term Development Plan (RPJPN) for the period of 2005-2025, which includes
“Realizing a greener and sustainable Indonesia” as one of Indonesia’s eight development
missions.

- The ratification of the Paris Agreement on Climate Change in 2016, and a commitment to
achieve a 29 percent reduction in greenhouse gas (GHG) emissions by 2030, compared to
business as usual (a 41 percent reduction in GHG emissions is conditional upon
international support).
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Support from Regulators
OJK has provided practical and operational guidance in the Umbrella Policy. This policy also
suggests the creation of incentives: OJK is currently working to create fiscal and nonfiscal
incentives to encourage green financing in Indonesia. To date, OJK has launched a Sustainable
Finance Forum to stimulate discussion , and it conducts regular evaluations of the progress of
the Sustainable Finance Roadmap. It has also launched a Sustainable Finance Award to
encourage financial institutions to be proactive. In addition, FIs must submit their Action Plans
to the OJK and must publish Sustainability Reports. Finally, any violation of the Umbrella Policy
is “punishable with administrative sanctions in the form of written admonition or warning.”

From 2015 to 2024, OJK plans to provide support to the Indonesia Stock Exchange and capital
market practitioners to further develop the green index in line with the Sustainable Finance
Roadmap. OJK is also expected to launch a green bond policy to encourage the development of
the green bondsmarket in Indonesia.

Background and Strategy of the Sustainable Banking Framework
In 2014 OJK and the Ministry of Environmental Affairs and Forestry issued a roadmap that laid
the foundation for developing green finance in Indonesia and outlined a detailed work plan,
built around three strategic activities: “increase supply of environmentally friendly financing”;
“increase demand for environmentally friendly financing products”, and “increase oversight
and coordination of sustainable finance implementation.” While still at an early stage of
implementation, the agenda of the Sustainable Finance Roadmap (the Roadmap) is forward-
looking and provides a long-term horizon:

- In themedium term (2015 – 2019), “the strengthening of sustainable finance will focus on the
basic regulatory framework and reporting system, increase understanding, knowledge and
competence of the human resources in the financial services industry, provision of incentives
and coordination with related agencies.”

- In the long-term (2020 to 2024), “the activities will focus on integrated risk management,
corporate governance, bank rating, and the development of an integrated sustainable finance
information system.”

Selected banks were consulted during the Roadmap development process, and eight banking
institutions (out of 118 total) committed to implementing the first phase in 2016. The Roadmap
consists of a comprehensive set of general objectives and a total of 19 measures, to be

implemented by 2024. In July 2017, the Umbrella Policy (Regulation of Financial Services
Authority No. 51/POJK.03/2017 on Application of Sustainable Finance to Financial Services
Institutions and Publicly Listed Companies) provided substantial improvements to the
Roadmap: the regulation covers several issues regarding sustainable finance principles, key
components of sustainable finance implementation, the timeline for the implementation of

sustainable finance for all FIs, and the requirement to submit a Sustainable Finance Action Plan
and Sustainability Reporting.
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The implementation of the Sustainable Finance Roadmap issued by OJK is still at an early stage
and is expected to run until 2024. Current market practices indicate that only a dozen banks
have launched responsible finance initiatives and have incorporated ESG risks in to their
borrowing and lending activities.

According to the Roadmap, each FI is “expected to have integrated ESG aspects in its risk
management and corporate governance, and provide regular progress reports on sustainable
finance implementation to the public” during the period 2020 to 2024.

This commitment has been strengthened by the issuance of the Umbrella Policy in July 2017,
which requires FIs to develop a policy and internal procedures in order to implement and
monitor ESG risk assessment.

Going further, the policy could be customized for each financial activity, such as banking, capital
markets, insurance, leasing, and pension funds. Having a subsectoral focus, with tailored
requirements and guidance, would help FIs to implement the policy. For instance, banks could
be required to do the following: monitor projects and portfolios over time, systematically
categorize projects (and clients) against their E&S risks, and focus more on specific climate
risks. Practical guidance and tools could help banks with these requirements.
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Subpillars Comments on good practice and areas for improvement

Policy

- The Roadmap refers to international industry best practice (such asEP and UN
Environment Programme – Finance Initiative [UNEP-FI]) and both the
Roadmap and the Umbrella Policy apply to all financial activities.

- The current policy package has room for improvement in terms of climate
risks and strategy, aligning banks’ strategies with national INDCs.

Capacities

- Between 2015 and 2019, “the strengthening of sustainable finance will focus on
[…] knowledge and competence of the human resources in the financial services
industry.” The Umbrella Policy underlines the necessity of internal capacity
building and defining roles and responsibilities, in order for E&S risks to be
efficiently managed.

- From 2015 to 2019, the OJK plans to provide “environmental analysis trainings
in collaboration with training provider, universities and donor institutions.” The
target is to train 1,000 to 2,000 staff of FIs, OJK officials, and supervisors.

Appraisal

- The Umbrella Policy requires FIs to develop procedures to identify, measure,
monitor, and control E&S risks.

- There are currently no explicit requirements for financial services institutions
to incorporate E&S provisions and investment conditions into legal
agreements, nor are there any requirements to categorize projects according
to their level of ESG risk.

Monitoring

- The Roadmap and Umbrella Policy could have required FIs to develop
procedures to manage ESG risk during supervision, carry out periodic
portfolio reviews, incorporate climate risk into lending decisions, monitor

carbon exposure, and conduct onsite audits.

Reporting

- The Umbrella Policy requires FIs to prepare a Sustainability Report that must
bemade public and submitted to OJK annually.

- The Roadmap refers to the Global Reporting Initiative (GRI). Several banks
already publish annual sustainability reports aligned with the GRI.

- The Umbrella Policy requires FIs to set up processes for engaging with
stakeholders and for receiving and responding to stakeholder concerns.
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5 .  G r e e n  F i n a n c e  F l o w s

It is noteworthy that the Indonesian Stock Exchange is very active in the area of green finance.
Together with the Indonesian Biodiversity Foundation, it launched a sustainability-related
index in 2009 (KEHATI-SRI Index), which provides additional information for investors who
want to invest in issuers with a good level of ESG performance. The index currently consists of
25 companies operating in a sustainable way. According to the Climate Bonds Initiative’s
database, green bonds have already been issued in the local currency (by the European Bank
for Reconstruction and Development [EBRD], for a total of US$130 million). The Roadmap
emphasizes further developing the green bond market. The OJK has also announced its
intention to develop a green bond mechanism that can be used to determine which projects can
be categorized as green.Similar initiatives have been undertaken on the social side.

In light of “the increase in the supply of sustainable financing,” OJK has introduced initiatives,
such as the creation of an annual Sustainable Finance Award, to reward financial institutions
with the highest sustainable finance standards. As part of the Roadmap, it plans to offer both
fiscal (“tax holiday and feed-in-tariff”) and nonfiscal (“targeted loans and guarantee scheme”)
incentives.

OJK also organizes workshops and training programs to foster the expansion of green finance.
To this end,OJK is currently working with the following partners:

- With the Ministry of Energy andMineral Resources on the publication of handbooks and the
provision of training on renewable energy and energy efficiency.

- With the Ministry of Fisheries to develop a sustainable financing plan for fisheries and a
study on potential lending schemes for sustainable fisheries businesses.

- With international organizations on research, strategic planning, capacity building, and
raising awareness.

Going forward, Indonesia’s policy could provide guidance to help FIs report their green finance

flows, such as definitions, methodologies and reporting templates.
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Subpillars Comments on good practice and areas for improvement

Initiatives

- Indonesia has developed incentives in accordance with the Roadmap,
including a Sustainable Finance Award, in collaboration with the Ministry of
Environmental Affairs and Forestry. This award will reward the most
proactive financial institutions.

- OJK has also launched a Sustainable Finance Forum and plans to “increase
participation in international forums related to climate change and sustainable
development issues, such as UNFCCC, APECand G20.”

Definitions

- The Roadmap and Umbrella Policy define sustainable finance, but they have
not developed definitions for green asset classes, green sectors, and green
projects.

Analytics
- The policy does not provide a common methodology for the calculation of
environmental benefits nor for the collection of data on green finance flows.

Reporting

- The Umbrella Policy requires FIs to include “sustainability aspect
performance” in their annual Sustainability Reports.

- The policy could be strengthened by providing guidance on green finance
performance, a reporting template, as well as having data verified by third
parties.
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