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Executive Summary

Indonesia’s building sector is central to its economy and climate transition, contributing nearly
10% of GDP and employing millions. With rapid urbanization, rising incomes, and growing
infrastructure needs, the country faces escalating energy use and emissions, particularly from
inefficient residential and commercial buildings and the heavy use of carbon-intensive materials
such as cement and steel. Without intervention, building energy demand is expected to rise
from 23% of the country's total energy consumption in 2021 to 40% by 2030, with cooling as
the primary driver.

Despite increasing government and private sector attention, Indonesia’s low-carbon building
(LCB) transition is still nascent. Regulatory progress has been made through the Green Building
Code, mandatory energy standards, and the 2024 National Green Building Roadmap, which
targets GHG reductions of over 27 million tCO.e by 2030. However, enforcement remains
inconsistent and largely limited to Jakarta and other major cities. Mandatory compliance
thresholds leave most mid-sized and residential projects exempt, and capacity gaps persist at
both institutional and municipal levels.

Financially, Indonesia has issued sovereign green sukuk and some banks have launched green
lending products, yet overall green building finance remains under 5% of total bank credit. Most
developers rely on their own capital or conventional loans, while microfinance and MSME
sectors are still underserved. Regulatory misalignment, limited incentives, and low awareness
of the true cost-benefit of green buildings further inhibit adoption. The International Finance
Corporation (IFC) estimates actual green building premiums at just 1-2%, yet developers
perceive these to be significantly higher.

This report recommends a multi-tiered strategy to overcome barriers and unlock the LCB
market. Priorities include expanding green finance products (e.g. mortgages, sukuk,
concessional loans), integrating sustainability into building codes beyond mega-projects, and
offering tax incentives or streamlined permitting. Strengthening public-private partnerships,
upskilling institutions, and improving Monitoring, Reporting, Verification (MRV) systems are
also critical.

With better policy coherence, targeted incentives, and capacity development, Indonesia can
scale green buildings, attract climate-aligned capital, and meet its 29-41% emissions reduction
targets under the Paris Agreement.
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1. Introduction

The building and construction sector plays a vital role in Indonesia’s economy, contributing
significantly to employment, GDP growth, and infrastructure development. However, this
sector is the largest global contributor to greenhouse gas (GHG) emissions, accounting for
37%.! Moreover, while the lifecycle emissions from operational usage of systems like heating,
ventilation, and air conditioning (HVAC) and lighting are significant, embodied carbon from
construction materials also accounts for over a quarter of these emissions, or 10% of global
emissions.?

As Indonesia faces rapid urbanization, population growth, and increasing infrastructure
demands, the need for adopting low carbon building (LCB) and energy efficient (EE) practices
is greater than ever.

As a signatory to the Paris Agreement, Indonesia has committed to reducing its GHG emissions,
with the building sector as a key focus. Its updated Nationally Determined Contribution (NDC)
commits to reducing emissions unconditionally by 29% from 2020-2030, or by up to 41% with
international support. Promoting LCB practices is an integral element of achieving this target.®
The government has implemented various initiatives, including green building regulations, EE
standards, and financial mechanisms aimed at promoting sustainability. However, challenges
remain in enforcement, financing, and stakeholder awareness.

This report provides an overview of the building sector in Indonesia, examining its current
status, key stakeholders, regulatory landscape, and financing mechanisms. By aligning this
assessment with Indonesia’s NDCs and international climate commitments, this report aims to
offer actionable recommendations to accelerate the transition towards a sustainable and
resilient built environment. It is framed within the context of the Asia Low Carbon Buildings
Transition (ALCBT) project, which supports the adoption of LCB practices in Asia. The report
identifies regulatory, technical, and financial barriers while proposing strategies to bridge these

gaps.

1 UNEP (2023). Building Materials and the Climate: Constructing a New Future.
https:/wedocs.unep.org/handle/20.500.11822/43293

2 GlobalABC (2021). 2021 Global Status Report for Buildings and Construction.
https:/globalabc.org/resources/publications/2021-global-status-report-buildings-and-construction

3 Republic of Indonesia (2021). Updated Nationally Determined Contribution. https:/unfccc.int/sites/default/files/NDC/2022-
06/Updated%20NDC%20Indonesia%202021%20-%20corrected%20version.pdf



https://wedocs.unep.org/handle/20.500.11822/43293
https://globalabc.org/resources/publications/2021-global-status-report-buildings-and-construction
https://unfccc.int/sites/default/files/NDC/2022-06/Updated%20NDC%20Indonesia%202021%20-%20corrected%20version.pdf
https://unfccc.int/sites/default/files/NDC/2022-06/Updated%20NDC%20Indonesia%202021%20-%20corrected%20version.pdf
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2. Overview of the Building
Sector

2.1 Current Status and Trends in the Sector

The building sector in Indonesia plays a vital role in the national economy, contributing
significantly to infrastructure development, employment, and GDP. Rapid urbanization, coupled
with an increasing middle class and a growing population of over 280 million* has driven
demand for residential, commercial, and industrial buildings. A 2023 figure indicated that
almost 1.2 million people were working in permanent and contract positions within the building
and construction industry.”> However, due to a high degree of casual and informal work, the
estimated total workforce in the sector sits around 8 million.

Reaching an all-time high sectoral GDP in Q3 2024 at USD 19.53 billion,” the construction
industry is one of the fastest-growing sectors in Indonesia, accounting for approximately 9.86%
of GDP® and ranking as the fifth-largest contributor,’ with total completed construction valued
at USD 100.7 billion in 2023.1°

Investment in the sector is among the largest in Asia, and in recent years, the government has
focused on infrastructure development to increase connectivity among the country’s
thousands of islands. Infrastructure allocation from the state budget has steadily increased,
rising from approximately USD 24.3 billion in 2017 to USD 26.95 billion in 2024.1* These
developments have led to promising growth forecasts in the coming years, with Mordor
Intelligence forecasting a USD 438.56 market size in 2030, up from USD 305.48 billion in 2025,
reflecting a CAGR of 7.5% across the period.!?

The building sector was responsible for 23% of national energy consumption in 2021, with
expectations of an increase to 40% by 2030, driven by an annual contribution growth rate of
5-6% and urban population growth projected to reach 65% by 2050.1% Of this consumption,
the residential sector was responsible for 83%,%4 primarily due to increased electrification, rising

4 Worldometer (2025). Indonesia Population. https:/www.worldometers.info/world-population/indonesia-population/

5 BPS-Statistics Indonesia (2023). Number of Permanent Workers of Construction Companies (People), 2021-2023.
https:/www.bps.go.id/en/statistics-table/2/Mijlzlzl=/number-of-permanent-workers-of-construction-companies--people-.html
6 Statista (2024). GDP from Construction Indonesia 2014-2023. https:/www.statista.com/statistics/1019350/indonesia-gdp-
construction/

7 Trading Economics (2024). Indonesia GDP from Construction. https:/tradingeconomics.com/indonesia/gdp-from-construction
8 Business Indonesia (2024). Indonesia’s Construction Sector Remains Sturdy. https:/business-indonesia.org/news/indonesia-s-
construction-sector-remains-sturdy

? Statista (2024). Construction Industry in Indonesia - Statistics & Facts. https:/www.statista.com/topics/8224/construction-
industry-in-indonesia/#topicOverview

10 BPS-Statistics Indonesia (2023). Value of Construction Completed by Construction Company (Million Rupiahs), 2022-2023.
https:/www.bps.go.id/en/statistics-table/2/Mjl51zl=/value-of-construction-completed-by-construction-company--million-
rupiahs-.html

11 Business Indonesia (2024). Indonesia’s Construction Sector Remains Sturdy. https:/business-indonesia.org/news/indonesia-s-
construction-sector-remains-
sturdy#:~:text=Widodo's%20government%20has%20been%20relatively,contributor%200f%20the%20national%20economy .
12 Mordor Intelligence (2025). Indonesia Construction Industry Size & Share Analysis - Growth Trends & Forecasts (2025 - 2030).
https:/www.mordorintelligence.com/industry-reports/indonesia-construction-market

13 CCFLA, Purnomo and Nurfitriani et al (2024). Financing Green Buildings in Indonesian Cities: An Analysis of Policy and
Financial Instruments. Climate Policy Initiative https:/www.climatepolicyinitiative.org/wp-content/uploads/2024/03/Financing-
Green-Buildings-in-Indonesia.pdf

4 |EA (2022). An Energy Sector Roadmap to Net Zero Emissions in Indonesia. https:/www.iea.org/reports/an-energy-sector-
roadmap-to-net-zero-emissions-in-indonesia
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incomes, and rapid urbanization. Cooling, lighting, and appliance usage are the main drivers of
energy demand in buildings.*

The International Energy Agency (IEA) projects that electricity demand will double by 2040,
with Indonesia’s tropical climate and increasing heat stress leading cooling to account for more
than half of this demand. In commercial and industrial buildings, inefficient energy management
remains a challenge, with many buildings operating outdated HVAC systems, inefficient
lighting, and poor insulation.*¢

In addressing these challenges, the Indonesian government has introduced initiatives such as
the National Roadmap for Green Building Implementation. However, enforcement remains
inconsistent, and the adoption of LCB practices is limited, particularly in the residential sector,
where regulatory compliance applies only to larger developments.t’

Growth trends in Indonesia’s construction industry have also led to an increase in demand for
materials such as cement and concrete, which add significant weight to the sector’s energy
footprint through embodied carbon. Globally, these materials account for 11% of total building-
related emissions.’® Semen Indonesia, the largest domestic cement producer, expanded its
production capacity grow by 50% between 2017 and 2023, contributing to Indonesia’s status
as the sixth-largest cement producer in the world in 2023.Y In the same year, Indonesia became
the global leader in nickel production and reserves, accounting for 40% of global output. Its use
in steel production led to stainless steel exports valued at USD 4.2 billion in 2022.

In October 2024, Indonesia launched the “Roadmap for the Implementation and Development
of Green Buildings”,?° signalling a commitment to addressing climate change and promoting
sustainable urbanization. The roadmap acts as a collaborative initiative among the Ministry of
Public Works (MPW, then the Ministry of Public Works and Housing/MPWH), the Ministry of
Energy and Mineral Resources (MEMR), and the Ministry of Home Affairs (MoHA),
implementing a unified approach to EE and LCB adoption through guidelines and performance
metrics for existing and new buildings.

The MPW is targeting GHG emission reductions of 1.91 million tons of CO,e in the commercial
building sub-sector and 25.87 million tons of CO,e in the residential building sub-sector
through energy efficiency efforts by 2030.2* The Green Building Council Indonesia (GBCI) has
also been instrumental in promoting LCB practices, having certified 98 green buildings and
registered 72 green construction projects as of 2023. While this reflects progress, the scale
remains limited compared to countries like Singapore, which certified 4,600 buildings under its
Green Mark certification scheme in the same year.?? With the IFC estimating Indonesia’s new

15 |EA (2024). Peak Electricity Demand in Buildings in India and Indonesia and Contributions by End-Use, 2022-2050.
https:/www.iea.org/data-and-statistics/charts/peak-electricity-demand-in-buildings-in-india-and-indonesia-and-contributions-
by-end-use-2022-2050

16 |[EA (2021). E4 Country Profile: Energy Efficiency Indonesia. https:/www.iea.org/articles/e4-country-profile-energy-efficiency-
indonesia

17 GBPN (2024). Indonesia Launches National Roadmap for Green Building Implementation. https:/gbpn.org/indonesia-launches-
national-roadmap-for-green-building-implementation/

18 AIA (2023). ROI: Designing for reduced embodied carbon. https:/www.aia.org/resource-center/roi-designing-reduced-
embodied-carbon

19 Oxford Business Group (2023). Urbanisation and Strategic Projects Drive Indonesia’s Economic Growth.
https:/oxfordbusinessgroup.com/reports/indonesia/2024-report/construction-real-estate/laying-the-foundation-increased-
urbanisation-government-led-initiatives-and-national-strategic-projects-contribute-to-economic-growth-overview

20 AsiaToday (2024). Indonesia Launches Green Building Roadmap. https:/asiatoday.id/read/indonesia-launches-green-building-
roadmap

21 GGGI (2024). Low Carbon Buildings to Achieve Indonesia’s Climate Ambitions. https:/gggi.org/low-carbon-buildings-to-
achieve-indonesias-climate-ambitions

22 Business Indonesia (2024). Indonesia Has Massive Potential Green Housing and Data Centers. https:/business-
indonesia.org/news/indonesia-has-massive-potential-in-green-housing-and-data-centers
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green building investment needs at almost USD 209 billion by 2030 (based on 2016 data),?®
the country faces both a challenge and an opportunity to scale up LCB moving forward.

23 World Bank (2016) Climate Investment Opportunities in Emerging Markets.
https:/documents.worldbank.org/en/publication/documents-reports/documentdetail/602971510740408248/climate-
investment-opportunities-in-emerging-markets-an-ifc-analysis
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2.2 Key Stakeholders

Indonesia has a vast network of key stakeholders that are highly important for engagement and forwarding LCB and EE initiatives. These actors
include government institutions, private sector real estate developers and suppliers, NGOs and industry associations, financial institutions, and
international and development partners. The table below highlights those stakeholders most relevant for engagement under the ALCBT project,
while not aiming to be an exhaustive list of all actors in the sector.

Table 1. Key Stakeholders in the Indonesia Building Sector?*

Stakeholder Involvement in the Building Sector

Government Institutions

Ministry of Public Works (MPW) - Regulates and oversees construction activities, including large-scale investments in buildings,
clean water, sanitation, and road infrastructure projects.

- Issues business licenses and certifications through the Online Single Submission system.

- Developed and currently enforces the Green Building Code and MPWH Regulation No.
21/2021

- Introduced the Green Building Rating System and continues to promote energy efficiency,
water conservation, sustainable materials, and smart building integration.

Ministry of Public Housing and - Oversees public housing and settlements policy, affordable housing strategies, subsidies, and

Settlements (MPHS) residential infrastructure.

- Supports low-carbon housing models through PPPs and community schemes while MPW
retains regulatory authority for green buildings.

- Operates independently after its separation from the Ministry of Public Works and Housing,
while the Green Buildings Secretariat remains under MPW

Ministry of Energy and Mineral - Promotes renewable energy integration in construction and building operations.
Resources (MEMR) - Leads energy management, audits, and retrofits under the National Energy Policy.

- Co-developed the National Roadmap for Green Building Implementation with MPW and the
Ministry of Home Affairs.

24 This table highlights key stakeholders most relevant for advancing LCB and EE initiatives in Indonesia within the context of the ALCBT project. It is not intended to be an exhaustive list of all actors in
the sector.
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- Established Minimum Energy Performance Standards (MEPS) for appliances and systems such
as lighting and air conditioning.

Ministry of Industry (Mol) - Promotes sustainable manufacturing industries and encourages the supply of sustainable
construction materials—such as steel, cement, and glass—which helps lower the embodied
carbon in the buildings sector.

- Operates the Green Industry Center to reduce waste and carbon emissions from industrial
production processes.

Ministry of Environment (MoE) - Evaluates and approves environmental impact assessments (EIAs) for major construction
projects and enforces land use regulations.

- Promotes green construction practices to minimize the environmental impact throughout a
construction project's lifecycle, through the MoE Regulation No. 8/2010 on Criteria and
Certification of Environmentally Friendly Buildings.

- Oversees responsibilities formerly under the Ministry of Environment and Forestry (MoEF),
following its division into the Ministry of Environment and the Ministry of Forestry.

Ministry of Finance (MoF) - Develops fiscal policies, taxation frameworks, and infrastructure financing mechanisms that
impact the construction and real estate sectors.

- Supports green finance instruments like green bonds for building projects.

- Directs the Directorate General of Economic and Fiscal Strategy and the Directorate General of
Financial Sector Stability and Development (both formerly BKF), which is central in developing
green fiscal instruments and aligning green building policies with broader macro-fiscal policies

Bank Indonesia (Bl) - Sets financial policies and macroprudential measures that shape housing finance.
- Regulates interest rates and lending frameworks for real estate.
- Incentivizes green mortgages through reduced reserve requirements and preferential risk-

weighting.

Indonesian Financial Services - Regulates financial institutions and markets.
Authority (OJK) - Provides frameworks and guidance for scaling finance.

- Promotes integration of LCB principles into lending and investment practices.
Ministry of National - Develops medium- and long-term development plans, including the Low Carbon Development
Development Planning/National Initiative (LCDI). This integrates green building and energy efficiency into national economic and
Development Planning Agency infrastructure policies.
(Bappenas)
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Integrates green building and energy efficiency into national economic and infrastructure
policies.
Coordinates cross-ministerial collaboration to advance sustainable infrastructure.

Indonesia Investment
Coordinating Board (BKPM)

Facilitates domestic and foreign investment in infrastructure, real estate, and construction.?®
Streamlines investment procedures and promotes opportunities for green and LCB projects.

National Construction Services
Development Board (LPJK)

Certifies construction companies and regulates professional qualifications
Sets industry standards and oversees capacity-building in the construction sector.

Local Governments
(Provincial/Municipal):
e Jakarta Provincial
Government

e Semarang City
Government (and Central
Java Provincial
Government)

Enforces building regulations, issues building permits, formulates and enforces spatial plans and
zoning laws, and conducts law enforcement for building utilization in the capital region.

Jakarta and Semarang are pilot cities for ALCBT in Indonesia

PT Energy Management
Indonesia (EMI)

Operates as a subsidiary of PT PLN (Persero), a state-owned enterprise, with a strategic role in
accelerating the transformation toward green and clean energy within the PLN Group.

Acts as an Energy Services Company (ESCO) in the PLN Group

PT Ciputra Development Tbk

Leads residential development and previously partnered with IFC to support the provision of
green buildings in Indonesia

PT Agung Podomoro Land Tbk

Develops high-rise residential and commercial projects across Indonesia.

Collaborates with BRI in the KPR Green Financing program to provide light or no down
payments for green property loans.

Sinar Mas Land

Develops large-scale townships, commercial properties, and industrial estates, with a growing
focus on smart and sustainable urban development.

25 Data Foreign Direct Investment (FDI) Realization Data by Sector (including Construction) (Data Source: BKPM, collected by the Central Bureau of Statistics, or BPS):
https:/www.bps.go.id/en/statistics-table/2/MTgzOSMy/foreign-direct-investment-realization-by-economic-sector--23-sectors-.html
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Represents corporate interests on the Steering Board of GBCI.

Wijaya Karya (WIKA)

Undertakes large-scale infrastructure, commercial, and residential building projects as a state-
owned enterprise.

PT PP (Persero) Tbk

Operates as a state-owned enterprise pioneering green construction in Indonesia.
Supports government decrees around green buildings, as a co-founder of GBCI.

PT Intiland Development Tbk

Specializes in high-end residential, commercial, and industrial real estate projects, incorporating
modern and sustainable design elements.

Participates in GBCI through its Steering Board.

Total Bangun Persada

Operates as the largest construction company in Indonesia.
Represents the construction sector on the Steering Board of GBCI.

PT Semen Indonesia

Produces cement as Indonesia’s largest state-owned cement manufacturer, supplying materials
for nationwide construction projects.

)
Implements carbon reduction strategies and sustainable cement production technologies,
producing “green” cement.

Bank Mandiri

Provides loans for infrastructure projects, housing, and commercial real estate development.

Bank BRI

Supports housing and construction sector financing, including loans for small-scale developers
and contractors.

Offers KPR BRI Green Financing initiative to support development of green properties.

Bank Central Asia (BCA)

Increases credit to sustainable sectors, with YoY growth of 9.3% to June 2024 to reach USD
12.78 billion, 23.2% of total loan portfolio.?¢

Bank Negara Indonesia (BNI)

Finances large-scale real estate projects and infrastructure investments.

Records one of the largest green financing growths in recent years, with 13.6% increase in
2023.77

Bank CIMB Niaga

Specializes in property financing, including residential mortgages and commercial loans.

26 Asian Banking & Finance (2024). BCA Walks the Talk on Sustainable Finance. https:/asianbankingandfinance.net/lending-credit/exclusive/bca-walks-talk-sustainable-finance
27 Burhan, F. A. (2024). BCA and BNI Boost Green Financing, Realization Soars Through 2023. Bisnis Indonesia. https://finansial.bisnis.com/read/20240129/90/1736086/bca-dan-bni-geber-

pembiayaan-hijau-realisasi-melonjak-sepanjang-2023
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Bank Tabungan Negara (BTN)

Serves as the government's main partner in housing finance and financial inclusion.

Holds a 39% market share for total Home Ownership Loans (KPR) and 83% for Subsidized
Home Ownership Loans (KPR Bersubsidi).

Offers innovations such as Rent-to-Own schemes and KPR Gaess.

Indonesia Infrastructure Finance
(I1F)

Provides long-term financing for public and private infrastructure projects.

Indonesia Infrastructure
Guarantee Fund (PT PII)

Operates as a state-owned enterprise (SOE) or Special Mission Vehicle under the Ministry of
Finance, providing guarantees for government infrastructure projects developed under the
Public-Private Partnership (PPP) scheme.

PT Sarana Multi Infrastruktur
(Persero) (SMI)

Operates as a Special Mission Vehicle under MoF, focusing on infrastructure financing and
supporting sustainable development as a non-bank financial institution.

PT. Sarana Multigriya Finansial
(Persero) (SMF)

Acts as a liquidity provider for housing finance institutions as an alternative to the challenges of
maturity mismatch. (https://smf-indonesia.co.id/)

Bina Artha

Provides microfinance solutions, including financing for small businesses and household-level
investments that can support energy efficiency and sustainable construction in low-income
communities.

Koperasi Mitra Dhuafa
(KOMIDA)

Operates as a microfinance cooperative specializing in small-scale lending for low-income
households. While not currently focused on green building finance, it has the potential to scale
up financing for household-level retrofits and small sustainable housing improvements.

Real Estate Indonesia (REI)

Represents real estate developers and advocates for sectoral growth and regulatory support.

Green Building Council
Indonesia (GBCI)

Develops its national rating tool, GREENSHIP, to certify the environmental performance of
buildings in Indonesia, assessing them on key criteria like energy efficiency.

Offers professional training programs, such as the GREENSHIP Associate and Professional
courses, to build the capacity of the workforce and provide the skills needed to design and
construct sustainable buildings.

Advocates for policies that promote green building practices by engaging with government
bodies and other stakeholders.
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Collaborates with international organizations to align Indonesia's green building movement with
global standards.

Green Product Council Indonesia
(GPCI)

Focuses on sustainability in the use of industrial materials, with particular consideration to
building materials.

Provides green product certification to rate materials as green.

Indonesia Contractors
Association (AKI)

Represents construction firms and promotes industry standards and professional training.

Indonesia Cement Association
(ASI)

Supports the cement industry, infrastructure projects, and material supply chain optimization.

Indonesia Sustainable Finance
Initiative (ISFI)

Promotes and implements inclusive sustainable finance practices.

Leads a market-driven initiative by the financial services industry to support implementation of
the Sustainable Finance Roadmap in Indonesia.

Indonesia Architect Association
(1Al)

Promotes climate-friendly designs and sustainability in buildings.

Contributes to awareness raising and capacity building in LCBs, as demonstrated through
partnering with IFC for a workshop showcasing efficient water and energy use designs.

Indonesia Green Buildings
Expert Associations (IABHI)

Promotes sustainable building practices in Indonesia and contributes to the development of a
greener built environment by raising awareness and building professional capacity through
workshops, seminars, and collaborations among industry experts and educational institutions.
Improves the quality of green building expertise and upholds professionalism to ensure clients
receive the best performance.

Serves as a platform for communication, consultation, and coordination among green building
experts.

Asosiasi Perusahaan Pendukung
Konservasi Energi Indonesia
(APKENINDO) / Indonesian
Association of Energy
Conservation Supporting
Companies (ESCO Association in
Indonesia)

Promotes the ESCO industry and advocates for supportive policies and regulations.

Focuses on building capacity, providing technical guidelines, and fostering collaboration among
public and private entities to drive energy-saving initiatives.
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Masyarakat Konservasi dan
Efisiensi Energi Indonesia
(MASKEEI) / Indonesian Energy
Conservation and Efficiency
Society

Supports awareness campaigns, policy advocacy, and the development of technical guidelines
for energy management in buildings.

Provides expert input for energy efficiency-related regulations, facilitates workshops and
seminars on building energy efficiency, and collaborates with public and private entities to
advance energy-saving initiatives in commercial and government buildings.

Habitat for Humanity Indonesia

Works on affordable housing solutions and construction of social housing projects.

Academics and Research
Institutions

Contributes expertise in urban planning, architecture, and climate policy - underutilized but
high-potential actors in aligning policy and evidence-based practices.

Global Green Growth Institute
(GGGI)

Supports Indonesia’s green growth by mobilizing investment commitments, advocating for
climate policy reforms, creating green jobs, and strengthening the capacities of key national and
subnational institutions. As a founding Member of GGGI, Indonesia is currently benefiting from
the organization’s leadership in implementing the ALCBT project in the country.

Asian Development Bank (ADB)

Provides funding and technical support for infrastructure and housing projects, emphasizing
energy efficiency and LCB development.

Administers projects such as Indonesia Green and Affordable Housing Program.

UNDP Indonesia

Supports local and national governments in furthering sustainable development through
financing and integrating relevant considerations into housing and infrastructure policies.
Drives sustainable finance initiatives such as the Green Sukuk, which has aided in funding
climate-friendly infrastructure projects.

Deutsche Gesellschaft fir
Internationale Zusammenarbeit
(GIZ) Sustainability Energy
Transition in Indonesia (SETI)

Strengthens Indonesia’s energy transition by partnering with the government to develop
incentive guidelines and capacity building for sustainable construction.

Japan International Cooperation
Agency (JICA)

Finances infrastructure projects relating to transport and EE construction.

Partners with ADB through the Leading Asia’s Private Infrastructure Fund (LEAP) which
included projects in Indonesia.
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International Finance
Corporation (IFC)

Provides financing and technical support for sustainable private sector development. It
developed the Excellence in Design for Greater Efficiencies (EDGE) certification, which has
been applied in Indonesia.

Activities such as provision of USD 60 million financing deal to PT Guning Raja Paksi Tbk (GRP)
to upgrade its electric arc furnace and reduce emissions in steel manufacturing.

Agence Francaise de
Developpement (AFD), together
with GIZ and the GCF, and
PROPARCO

Runs the Program for Energy Efficiency in Buildings (PEEB), implemented at the regional
(ASEAN) and national (Indonesia - and other countries, known as PEEB Cool) levels. In
Indonesia, PEEB Cool is executed jointly by AFD, GIZ, and the Green Climate Fund (GCF).
PEEB Cool has two components:
1. Project Facility:

o Identification of projects with high energy efficiency potential

o Establishment of financing arrangements (including green stimulus)

o Integration of energy efficiency measures in construction and operation phases.
2. Policy Facility

o Development of NDC roadmaps for the buildings sector

o Support for public policies for the buildings sector

o Capacity building measures for buildings sector professionals

o Dissemination and knowledge sharing.

Offers a strategic approach to offsetting the incremental costs of energy-efficient measures by
reducing loan interest rates, thereby lowering the total financing costs of green buildings.
Provides financing either directly to public or private entities or indirect financing through
public or private financial institutions.

Seeks to partner with PT SMF for Green Housing initiatives in Indonesia.

Global Buildings Performance
Network (GBPN) - Indonesia

Assists MPW in formulating fiscal and non-fiscal incentives for the implementation of Green
Buildings in Indonesia.

C40

Assists MPW and the Jakarta (ALCBT pilot city) in formulating fiscal and non-fiscal incentives
for the implementation of Green Buildings.
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2.3 Policy Framework for Energy Efficiency and Sustainability in

the Building Sector

Indonesia has implemented a multi-layered regulatory framework to promote EE and LCB in the country.

Table 2. Key Laws and Policies Relating to EE and LCBs in the Building Sector

Government Regulation
No. 16/2021 concerning
Implementation
Regulations for Law No.
28/2002 concerning
Buildings

Description

Establishes technical standards for building safety, resilience,
and environmental considerations. Mandates for green building
compliance for large developments (>5000m?). To encourage
adherence to these green building standards, Regency/City
Governments can provide various incentives such as:

- Relief from building permit (PBG) fees and reduction in

service charges.

- Additional building floor area coefficient.

- Technical and expert support for green building assessment.

- Recognition and awards for sustainable efforts.

- Publicity through publication and promotion.

Green building implementation unfolds in five stages:
Programming, Technical Planning, Construction, Utilization,
and Demolition. Authorities focus on providing incentives
during the technical planning stages and the utilization
stages.

Government Regulation
No. 33/2023 concerning
Energy Conservation

Requires energy efficiency measures for buildings with annual
energy consumption of 500 TOE (Tons of Qil Equivalent) and
for all government-owned buildings.

MEMR Regulation No.
3/2025 concerning
Energy Conservation by
the Government and
Regional Governments

Implements Article 44 of Government Regulation No. 33/2023
concerning energy conservation. It specifically outlines the
comprehensive energy conservation efforts that are now
mandated for both the central government and regional
governments across Indonesia.

MEMR Regulation No.
8/2025 concerning
Energy Management

Provides more technical details for Government Regulation No.
33/2023 concerning energy conservation and repeals MEMR
Regulation No. 14/2012 and MEMR Regulation No. 41/2015.
This new regulation significantly strengthens the energy
compliance and management regime in Indonesia by
comprehensively addressing provisions on financing,
competency certification, incentives and disincentives, and the
implementation of carbon economic value, such as:

- Reinforcing the mandatory requirement that energy
managers and energy auditors must possess competency
certificates issued by an accredited Professional
Certification Body (Lembaga Sertifikasi Profesi - LSP).

- Clarifying the mandatory implementation of energy
management based on specific and detailed energy
consumption thresholds for two broad groups: Energy
Suppliers and Energy Users (Transportation, Industry, and
Buildings).
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e o

- Improving alignment with international standards for energy
management systems, such as ISO 50001, which promotes
continuous planning, execution, monitoring, and
improvement.

Presidential Regulation
No. 22/2017 concerning
National Energy Plan
(NEP)

Aims to increase renewable energy use to 23% of the national
energy mix by 2025. Promotes EE and encourages the
adoption of energy-saving technologies.

Energy Efficiency and
Conservation Master
Plan (RIKEN) (2020)

Provides a national roadmap for energy efficiency
improvements in various sectors, including the built
environment, with specific measures for demand-side
management.

National Roadmap for
Green Building
Implementation

Establishes guidelines and strategies for incorporating green
building principles into urban planning and construction.
Focuses on energy efficiency, resource conservation, and
climate resilience. Encourages integration with local regulations
and financing mechanisms for sustainable buildings.

Performance Assessment
of Green Buildings
(MPWH Regulation

No. 21/2021)

Establishes a framework for assessing the performance of
green buildings. This regulation standardizes the evaluation of a
building's energy performance, water efficiency, and overall
sustainability features, supporting consistent green building
certifications. While the regulation allows for incentives to be
provided by provincial and regency/city governments, the
specific forms these incentives might take are not detailed..

Criteria and Certification
of Environmentally
Friendly Buildings (MoE
Regulation No. 8/2010)

Defines environmental impact criteria for buildings and sets
certification guidelines for eco-friendly construction. Promotes
sustainable material use and EE designs.

Second Nationally
Determined Contribution
(NDC) (Updated 2025)

The commitment is established based on the Absolute Peak
Emission Level (2031-2035), in line with the Low Carbon
Compatible with Paris Agreement (LCCP) pathways. Using
2019 as the reference year, Indonesia projects two scenarios:
GHG emission levels reaching 1,257,717 Gg CO2e under
LCCP_L scenario and 1,488,866 Gg CO2e under LCCP_H
scenario. For buildings sector, interventions are focused on
energy efficiency, integration of renewable energy in household
and commercial buildings, and use of low-carbon materials.

MEMR Regulation No.
14/2021 concerning
Minimum Energy
Performance Standards

Sets minimum efficiency requirements for electrical appliances
used in buildings, including air conditioners, lighting, and
refrigerators.

(MEPS)
National Cooling Action Focuses on improving energy efficiency in cooling systems.
Plan (I-NCAP) Encourages passive cooling solutions, mandatory efficiency

standards, and reduced reliance on mechanical air conditioning.

Circular Economy
Roadmap (2021-2030)

Introduces policies for sustainable construction materials,
waste reduction, and the adoption of low-carbon cement and
recycled materials in the building sector.
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ltem ‘ Description

Indonesia Low Carbon Integrates sustainability measures into economic planning,

Development Initiative promoting EE, green construction, and sustainable

(LCDI) (Bappenas, 2019) | infrastructure investment.

Subsidized Green Provides financial incentives for developers and homeowners

Housing Program (2023- | adopting EE and climate-resilient housing designs.?® See Figure

Present) 1 below for the proposed financing scheme of Indonesia’s
Green Affordable Housing Program (IGAHP).

Figure 1. Proposed Financing Scheme of IGAHP
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28 SMF Indonesia, “SMF Disburses Funds from Build Change to Support IGAHP,” https:/smf-indonesia.co.id/smf-allocates-grant-
funding-from-build-change-to-enhance-indonesias-green-affordable-housing-program-igahp-and-kickstart-a-green-housing-
ecosystem.
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Box 1. Case Focus: Local Policy and Implementation through Bandung Green Building
Regulation: Peraturan Wali Kota Bandung No. 1023/2016 and No. 244/2017

The City of Bandung has advanced green building regulation through Mayor
Regulations No. 1023/2016 and No. 244/2017, which enhance technical standards for
both new and existing buildings. These policies expand requirements in areas such as
energy efficiency, water conservation, sustainable materials, and indoor environmental
quality. The Ministry of Energy and Mineral Resources (MEMR) recognizes Bandung’s
approach as a progressive model for urban green building governance in Indonesia.

According to MEMR, many buildings in Bandung have already adopted green building
principles and obtained certification from the Green Building Council Indonesia (GBCI),
showcasing the regulation’s effectiveness in shaping environmentally responsible
construction practices.

As part of its implementation, Bandung offers a combination of fiscal and non-fiscal
incentives to encourage adoption:
Fiscal Incentive: A property tax (PBB-P2) reduction, as regulated in Perwali No.
244/2017, where certified buildings receive:
o A 20% tax reduction for buildings with a Greenship rating of 2 stars, and
o A 30% tax reduction for buildings with a rating of 3 stars or higher.
Non-Fiscal Incentive: An additional floor area ratio (FAR) is granted for green-certified
buildings with a minimum area of 5,000 m?, providing greater development potential
as a reward for sustainable design.

Bandung's green building regulations, coupled with both fiscal and non-fiscal
incentives, serve as a foundational policy instrument supporting the Green Future
Nexus (GFN) mission and present a strong opportunity to align technical standards,
certification benefits, and financing instruments within the city’s regulatory framework.

The laws and policies provide a solid foundation for the transition to LCBs, yet enforcement
gaps, fragmented governance, and financing barriers remain key challenges. While there are
clear national policies, their sub-national implementation remains inconsistent across
jurisdictions, and incentives for widespread private sector participation in green construction
are still limited.

The regulatory environment benefits from a comprehensive policy landscape that includes
national and local regulations. The Law on Buildings (Government Regulation No. 16/2021)
mandates that new large developments comply with green building regulations. However, there
are issues related to the scope of compliance, meaning that mandatory regulations do not
include mid-sized commercial and residential projects. The criteria for mandatory compliance
are outlined in Table 1 below. The updated NDC further commits Indonesia to a 29% emissions
reduction by 2030, aligning the construction sector with international climate commitments.
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Table 3. Mandatory Compliance Criteria for Green Building Standards

Building | Description Criteria Triggering
Class Mandatory Compliance

1 Residential buildings (single house, duplex, small No mandatory
dormitory, small hostel) compliance, only
2 Residential buildings (multi-family residential) recommended
3 Residential buildings (houses that do not fall under
class 1 or 2)
4 Mixed-use residential buildings (apartments > four stories, and 2
combined with other purposes such as commercial) | 50,000 m? floor area
5 Buildings for professional, administrative, and
commercial use (including office buildings
6 Commercial buildings (stores, shops) > four stories, and 2
7 Buildings for storage (warehouse 5,000 m* area
8 Laboratories and buildings used to process
products (workshop)
9a Public buildings related to healthcare >20,000 m? floor area
9b Other public buildings > 10,000 m?floor area
10 Facility buildings built separately from the main No mandatory
building compliance, only
recommended

Source: CCFLA, CPI, adapted from MPWH No. 21/2021 Article 2 and Annex 1

EE standards and monitoring mechanisms have been introduced. The MEPS set baseline
efficiency levels for appliances in buildings, ensuring reduced energy consumption.
Furthermore, the Performance Assessment of Green Buildings (MPWH Regulation No.
21/2021) and the Criteria and Certification of Environmentally Friendly Buildings (MoE
Regulation No. 8/2010) establish frameworks for evaluations of building performances, helping
standardize green building certifications and improve overall accountability.

Sustainable materials and circular economy practices are also being integrated into Indonesia’s
regulatory framework. The Circular Economy Roadmap (2021-2030) introduces policies to
reduce construction water, encourage the adoption of low-carbon cement, and promote the
use of recycled materials. Sustainability is embedded into long-term economic planning through
the LCDI (Bappenas, 2019), helping foster green growth in the building sector.

These thematic areas are complemented by sector-specific strategies for addressing energy
challenges. The Indonesia National Cooling Action Plan (I-NCAP) tackles the rising energy
demand from cooling systems, promoting passive cooling techniques and stricter air
conditioning efficiency standards. Meanwhile, the Subsidized Green Housing Program (2023-
present) provides financial incentives to encourage developers and homeowners to adopt EE
housing designs. Despite positive steps, the program’s scale remains relatively limited,
restricting its impact on the national level.

2.4 Incentives and Emerging Mechanisms for Green Buildings

To operationalize incentives for green buildings at the subnational level, the MPW in
collaboration with GIZ’s Sustainable Energy Transition in Indonesia (SETI) program, currently
developing guidelines for incentive schemes. These are targeted at building owners in regions
across Indonesia to encourage the adoption of Bangunan Gedung Hijau (BGH) or Green
Building Principles. The development of these guidelines is mandated under: i) Government
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Regulation No. 16 of 2021 on Buildings, and ii) MPWH Regulation No. 21 of 2021, which
outlines the Green Building Rating System.

While the guidelines are still in process, they represent a significant step toward
operationalizing fiscal or non-fiscal incentives (such as tax deductions, fast-track permitting, or
access to concessional finance) for compliant green building projects. These instruments aim to
bridge the gap between regulation and uptake, especially outside of Jakarta and in second-tier
cities.

2.5 Alignment with International Climate Frameworks

Indonesia's regulatory framework for EE and sustainable construction aligns with its
international climate commitments. As a signatory to the Paris Agreement, Indonesia's NDC
targets a 29% emissions reduction by 2030, or up to 41% with international support, both
targets rely on addressing the significant contribution of the building sector to GHG emissions
in the country. EE and green building initiatives, along with existing regulatory instruments, are
essential components in achieving these targets.

The I-NCAP directly contributes to Indonesia’s compliance with the Montreal Protocol and the
Kigali Amendment, which aim to phase down hydrofluorocarbon emissions. Furthermore,
Indonesia’s Green Sukuk Bonds, which contribute to financing sustainable infrastructure, are
aligned with the International Capital Market Association (ICMA)’'s Green Bond Principles.
These financial instruments help mobilize climate finance in line with the UNFCCC, supporting
investments in EE and LCBs.

Indonesia is also a participant in the Global Alliance for Buildings and Construction (GlobalABC)
under the United Nations Environment Programme (UNEP), which facilitates knowledge
exchange and best practices for decarbonizing the building sector. Additionally, partnerships
with the IFC and GGGl provide Indonesia with technical assistance and financing mechanisms
that can contribute to scaling up LCB construction.
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3. Financing Landscape in the
Building Sector

Indonesia’s building sector is undergoing transformation towards sustainability, with increasing
awareness of the need for LCB and EE construction. However, the financial ecosystem to
support this transition remains underdeveloped compared to regional counterparts like
Thailand and Vietnam. The financing landscape for sustainable buildings in Indonesia is
characterized by a mix of public funding, concessional loans, private sector investments, and
limited green finance instruments.

Macroeconomic and Financial Sector Context

The International Monetary Fund (IMF) describes Indonesia’s financial system as relatively small
(72% of GDP) and dominated by banks. However, it has higher profitability and lower leverage
than peer countries.?? The total assets of banks in Indonesia was at USD 729 billion (as of
2022).3° Meanwhile, the financial system is predominantly bank-centric, with banks accounting
for 78.2% of total financial sector assets as of September 2024.3! Figure 3 shows there are four
state-owned and 101 non-state-owned banks, in addition to 1,410 rural banks, which hold
approximately 1.7% of total sector assets.3? With thousands of additional non-bank institutions,
the country has a diverse financial ecosystem. The sector is regulated by Bank Indonesia (central
bank), the Financial Services Authority (OJK), and the MoF.

Figure 2. Financial Sector - Number of Institutions
Guarantes  IMrastructure Finance State-owned banks, 4

Institutions, 22 Companies, 2
Mon-state-owned

Venture Capital banks, 101

Companies, 55 "?
L0

| | 7
Finance Companies, Z/ﬂ
Z

Insurance
Companies, 149

Pension Funds , 199

Investment Funds,
1,967

Sources: IMF, B, OJK33 (excludes rural banks)

2% IMF (2024). Financial System Assessment Program: Indonesia. https:/documents.worldbank.org/en/publication/documents-
reports/documentdetail/099103024111024730/bosib154390b61020184b9165f56a68f209

30 Statista (2024). Value of Bank Assets in Indonesia 2002-2022. https:/www.statista.com/statistics/421485/banks-assets-
indonesia/#:~:text=Value%200f%20bank%20assets%20in%20Indonesia%202002%2D2022&text=1n%202022%2C%20the%20a
ssets%200f,t0%20729%20billion%20U.5.%20dollars.

31 CEIC (2024). Indonesia Financial System Statistics: Banking Sector. https:/www.ceicdata.com/en/indonesia/financial-system-
statistics-banking-sector

32 IMF (2024). Financial System Assessment Program: Indonesia. https:/documents.worldbank.org/en/publication/documents-
reports/documentdetail/099103024111024730/bosib154390b61020184b9165f56a68f209

33 IMF (2024). Financial System Assessment Program: Indonesia. https:/documents.worldbank.org/en/publication/documents-
reports/documentdetail/099103024111024730/bosib154390b61020184b9165f56a68f209
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https://www.ceicdata.com/en/indonesia/financial-system-statistics-banking-sector
https://documents.worldbank.org/en/publication/documents-reports/documentdetail/099103024111024730/bosib154390b61020184b9165f56a68f909
https://documents.worldbank.org/en/publication/documents-reports/documentdetail/099103024111024730/bosib154390b61020184b9165f56a68f909
https://documents.worldbank.org/en/publication/documents-reports/documentdetail/099103024111024730/bosib154390b61020184b9165f56a68f909
https://documents.worldbank.org/en/publication/documents-reports/documentdetail/099103024111024730/bosib154390b61020184b9165f56a68f909
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Capital markets in Indonesia play a growing role in financing infrastructure and real estate
development. Corporate bonds, including sustainability-linked bonds and sukuk, are becoming
an emerging tool for funding green and low-carbon projects. While the Indonesian green bond
market is still nascent, recent issuances, including sovereign green sukuk, signal an increasing
interest in climate finance.

In terms of credit availability, Indonesia’s banking sector has maintained a loan-to-deposit (LDR)
ratio of approximately 86% as of August 2024, indicating a relatively healthy lending
environment.3* However, lending to sustainable real estate and green buildings remains below
5% of total bank credit, indicating a significant sectoral financing gap. It is unclear what
proportion of total bank credit is directed specifically towards sustainable real estate and LCBs
across the entire Indonesian banking sector, suggesting a need for more detailed reporting and
transparency. However, BCA, for example, has reported that 23.2% of its total loan portfolio
allocated across sustainable sectors.®®

Microfinance Sector and its Role in Sustainable Finance

Microfinance plays a central role in Indonesia’s financial system, particularly in promoting
financial inclusion and supporting micro, small and medium enterprises (MSMEs). MSMEs
contribute approximately 61% to Indonesia® GDP and account for 97% of employment,
highlighting their significance to the country’s economy.®® With many of these enterprises
relying on microfinance to access credit, it plays a critical role in the financing landscape. OJK
launched the 2024-2028 Roadmap for the Development and Strengthening of Microfinance
Institutions (MFIs) in August 2024, aiming to enhance governance, risk management, and
human resources within MFls, thereby bolstering their capacity to support sustainable
economic growth.%’ Islamic microfinance has also emerged as a significant tool in advancing
sustainable financial inclusion in Indonesia. Islamic MFIs provide financial services that align
with a substantial segment of the Indonesian population by adhering to Sharia principles,
thereby enhancing accessibility and acceptance.®®

Despite these developments, the integration of microfinance into LCB initiatives remains
limited. There is a substantial opportunity to leverage microfinance to fund small-scale LCB
projects and EE home improvements, particularly in rural and underserved areas. Since
financing for LCBs is most accessible for larger projects, strengthening the linkage between
MFIs and LCB practices can be a key element in the ALCBT project.

34 Lara, A. (2024). Rasio Kredit terhadap Simpanan (LDR) Bank Mendaki, Dekati Era sebelum Pandemi.
https:/finansial.bisnis.com/read/20241007/90/1805306/rasio-kredit-terhadap-simpanan-Idr-bank-mendaki-dekati-era-
sebelum-pandemi

35 PT PT Bursa Efek Indonesia.

https:/www.idx.co.id/StaticData/NewsAndAnnouncement/ANNOUNCEMENTSTOCK/From EREP/202408/57cea07ecb_aca3d
68cba.pdf

36 Cabinet Secretariat of The Republic of Indonesia (2024). President Jokowi Opens BRI Microfinance Outlook 2024.
https:/setkab.go.id/en/president-jokowi-opens-bri-microfinance-outlook-2024

37 0JK (2024). OJK Launches 2024-2028 Roadmap for the Development and Strengthening of Microfinance Institutions.
https://iru.ojk.go.id/iru/policy/detailpolicy/13147/ojk-launches-2024-2028-roadmap-for-the-development-and-strengthening-
of-microfinance-institutions

38 Rizqon et al (2024). The Role of Islamic Microfinance in Increasing Sustainable Financial Inclusion in Indonesia: A Systematic
Literature Review. International Journal of Advanced Research in Economics and Finance Vol 6(1).
https:/myjms.mohe.gov.my/index.php/ijaref/article/view/26145
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3.1 Financing Products Available
Existing Financing Products for Low Carbon Building

Indonesia offers a variety of financing instruments that have been used to support green
building development across commercial, public, and residential sectors. Provided by
commercial banks, government, and development partners, these instruments differ in terms
of cost, tenor, and eligibility. However, to date, there is no dedicated financing instrument
specifically designed for Low Carbon Buildings (LCB). Most financing still relies on commercial
loans targeting broader green or low-carbon building portfolios. The table below outlines key
financing instruments that have been utilized for green building development in Indonesia.

Table 4. Summary of Financing Instruments for LCB Projects

Financing

Providers

Focus/

Instruments

Commercial Commercial Commercial | 7% - 11% 4 - 10 years | Widely available;
Loan for LCB Banks Buildings requires green
Projects certification for
preferential rates
Green Indonesia Public 47%-6.15% | 3-10 Suitable for
Sukuk/Green Government | Buildings years public sector;
Bonds and Private complex issuance
Sectors process
Sustainable National Commercial | Relatively Eligible for | Min. IDR 16 Bn.
Financing Development | and Public similar terms longer Can be combined
Financial Buildings with tenor than | with other
Institutions commercial other instruments as
banks commercial | blended finance
banks solutions.
Blended Finance | International | Innovative Varies, mostly | Eligible for | Ideal for large-
Development | Buildings lower than longer scale or
Financial commercial tenor than innovative
Institutions other projects; includes
commercial | grant
banks components
Kredit Pemilikan | Commercial Housing 27%-45% (3 | Upto 20 Targeted for
Rumah Banks Years fixed Years residential
(KPR)/Green rate) buyers; usually
Mortgage tied to green-
certified
developers

Source: GGGI (2025) based on various sources

There is an absence of dedicated financing instruments for LCB construction in Indonesia,
which hinders widespread adoption. Available instruments are primarily traditional forms, while
there is no significant implementation of innovative mechanisms. The financing landscape for
LCBs consists of a mix of conventional loans, emerging green financial products, and innovative
public-private financing mechanisms. There is currently no application of subsidies, carbon
taxes, tax incentives, financial penalties, or similar instruments in Indonesia’s green buildings or
the renewable energy sector.%’

3% CCFLA, Purnomo and Nurfitriani et al (2024). Financing Green Buildings in Indonesian Cities: An Analysis of Policy and
Financial Instruments. Climate Policy Initiative https:/www.climatepolicyinitiative.org/wp-content/uploads/2024/03/Financing-
Green-Buildings-in-Indonesia.pdf
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While sovereign initiatives such as the Green Sukuk have helped mobilize funds for climate-
aligned projects, financing options for LCBs remain limited, requiring targeted interventions to
scale up capital flows into the sector.

Figure 3. Sources of Financing for Green Buildings from Developers
Equity (self-financing) 64%
Sustainability-Linked Loan
Regular Loan

Equity Partners

DFI loans/subsidies
Transition Bond

Green Bond

Regular Bond

Source: UK-IFC MAGC4#°

Outside of equity, financing for real estate and construction in Indonesia still predominantly
comes from commercial bank loans. As shown in Figure 4 above, based on IFC market research,
64% of developer respondents reported using equity (self-financing) for green building
financing, while half reported using sustainability-linked loans and just over a third relied on
regular loans or equity partners.

Banks such as BCA and BNI have been actively increasing their green financing portfolios.*!
However, banks have yet to fully integrate structured green lending products into their
mainstream portfolios, limiting access to affordable financing for LCB projects. Large-scale real
estate projects also rely on corporate finance, project finance, and private equity, yet green-
certified buildings attract only a small portion of the available capital.

In the realm of green mortgages, Bank Indonesia has implemented macroprudential incentives
to encourage lending to green sectors. For example, banks providing mortgages for
environmentally friendly housing are allowed reduced reserve requirements,*? and preferential
risk-weighting has been applied to green mortgage assets. In addition, international banks such
as HSBC have introduced green mortgage products, offering preferential terms for
environmentally friendly housing.

The KPR BRI Green Financing initiative offers lower interest rates, free administration fees, and
light down payments to provide financing conditions conducive toward expansion of LCB
development. The initial 2023 launch of the KPR Green Financing program had interest rates
starting from 1.27% fixed, while in 2024, an additional program element was launched with
interest rates ranging from 3.25% to 4.65% across the first five years. *°

40 UK-IFC MAGC (2024). Green Building Market Stakeholder Assessment Indonesia. https:/edgebuildings.com/wp-
content/uploads/2024/04/2024-04-02-IFC-Green-Buildings-Indonesia-Stakeholder-Assessment-Report-Final-Revised-2.pdf
41 Burhan, F. A. (2024). BCA and BNI Boost Green Financing, Realization Soars Through 2023. Bisnis Indonesia.
https:/finansial.bisnis.com/read/20240129/90/1736086/bca-dan-bni-geber-pembiayaan-hijau-realisasi-melonjak-sepanjang-
2023

42 Herbert, J (2024). Financing the Green Transition in Indonesia: A Challenge of Global Importance.
https:/positivemoney.org/update/financing-the-green-transition-in-indonesia

43 Medianti, U. S. (2024). Mengenal KPR Green Financing BRI, Punya Bunga Lebih Rendah.
https:/katadata.co.id/finansial/korporasi/66739be241d88/mengenal-kpr-green-financing-bri-punya-bunga-lebih-rendah
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Sovereign bond issuances, including the green sukuk, have demonstrated national potential for
climate-aligned financing. Notably, in June 2024, the government issued a USD 2.35 billion
global sukuk, which included a USD 600 million 30-year green tranche.** However, while
traditionally funds from sovereign debt issuance have supported renewable energy and
infrastructure, scope to be expanded to include green real estate to create a viable funding
pipeline for sustainable buildings. Similarly, the corporate bond market is seeing increased
adoption of sustainability-linked bonds, although issuances specifically targeting green
buildings remain rare.

Despite increasing attention to green financing, most Low Carbon Building (LCB) projects in
Indonesia still rely on commercial loans, with no dedicated financing instruments currently
available. Observations show that several private developers have secured preferential interest
rates (0.02%-2.50% below the bank’s prime lending rate). However, such rates are not
commonly extended to SOE/ROE developers, indicating that these terms are likely based more
on project developer’s financial strength and track record (performance and credit history) than
on the project's green credentials. This highlights a gap in incentive structures where
preferential financing is not directly linked to environmental performance. Based on direct
information from major SOE and private banks, which is not publicly disclosed, the table below
presents indicative commercial loan interest rates for LCB developers.

Table 5. Summary of Financing Terms to LCB Developers

Comparison with Prime
Financing to Low Carbon Building (LCB) Developers Lending Rate

Prime
Lending
e Loan Type |Currency Itz Type Term | Loan Issuer | Rate for | . e
Developers Rate .| Difference (A)
Corporati
on (%)
IDR

Working o 5
Private Developer |Capital 8.50% |Secured |1year |Private Bank 1% 220
IDTEEIEE | /5y 8.50%  0.40%
Private Developer |Loan 8.10% [Secured 4 years |Private Bank =77 R
Private Developer [Term Loan |IDR 7% Secured |5 years |Private Bank |7.84% 0.84%
Private Developer [Term Loan |IDR 7% Secured |7 years |SOE Bank 8.50% 1.50%
Investment |, 876%  1.26%
Private Developer |Loan 7.50% (Secured |7 years |SOE Bank R D70
Private Developer [Term Loan |IDR 6.75% |Secured |4 years [SOE Bank 8.50% 1.75%
Investment |, 7.82%  0.07%
Private Developer |Loan 7.75% |Secured |5years |Private Bank |\ <7° Rl
Medium Unsecure o o
SOE Developer Term Note IDR 11.20% d 10 years|ROE Bank 7.15% 4.05%
Medium 9 9
SOE Developer Term Note IDR 12% Secured |10 years|Private Bank 917% 2.83%
Constructio o o
SOE Developer n Loan IDR 9.25% |Secured |5years |SOE Bank 8.76% 0.49%

44 Ministry of Finance Republic of Indonesia (2024). Republic of Indonesia Successfully Priced a US$ 2.35 billion Global Sukuk.
https:/www.djppr.kemenkeu.go.id/en/republicofindonesiasuccessfullypricedaus$2.35billionglobalsukuk
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Investment o o
SOE Developer Loan IDR 8.65% |Secured |5years |SOE Bank 8.50% 0.15%
Installment Unsecure o 5
SOE Developer Loan IDR 11% d 5 years |Private Bank 1% 0.00%
Installment o o
SOE Developer Loan IDR 12% Secured |5 years |Private Bank 9.54% 2.46%
Investment 8.50%  0.65%
Private Developer |Loan 7.85% Secured |10 years/SOE Bank I 097
Investment o o
Private Developer |Loan [DIR 7.25% |Secured |5years |[SOE Bank 8.52% L2754
Investment |, 8.50%  |1.75%
Private Developer |Loan 10.25% Secured |5 years |SOE Bank IR 270
Investment o o
Private Developer |Loan DA 8.45% |Secured |5 years |Private Bank 8.50% ot
Investment o 7.15%  1.10%
Private Developer |Loan 8.25% |Secured |5years |Private Bank |77 R
Investment o o
Private Developer |Loan DA 7% Secured |5 years |Private Bank 7.82% L
Investment |, 852%  0.02%
Private Developer |Loan 8.50% |Secured |5years [SOE Bank e e
Investment o o
ROE Developer Loan IDR 11% Secured |7 years SOE Bank 8.50% 2.00%

Source: Information collected from major SOE and private banks’ lending to LCB developers (not publicly available)

Lower interests than Prime Lending Rate

3.2 Role of SMEs and MFls in Scaling Low Carbon Buildings

Micro, Small and Medium-Sized Enterprises (MSMEs)

MSMEs are the cornerstone of Indonesia’s economy, making a significant contribution to GDP
and employment, and are therefore critical enablers of LCB practices. Both MPW and MEMR
highlight that MSMEs possess inherent advantages such as flexibility, adaptability, and
innovative capacity, making them well-positioned to lead in the development of
environmentally friendly building materials, low-carbon technologies, and sustainable
architectural and construction designs.

The potential for MSMEs in driving LCB adoption is undermined by several barriers in the forms
of limited human resources and technical capacity, lack of awareness and access to information
on green building certification and sustainable practices, and the absence of tailored policy
incentives or frameworks specifically designed to encourage MSMEs to adopt green building
models.

Microfinance Institutions (MFls)

MFIs can serve as vital conduits to enable low-income communities to access loans for
constructing or upgrading eco-friendly micro-homes. They can support MSMEs in accessing
green building certification through targeted microproducts and delivery training and
awareness programs to upskill builders, artisans, and entrepreneurs in green construction
standards.
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MFIs have the potential to bridge bottom-up innovation with national climate and housing
targets through tailoring financial products and embedding green criteria. MPW and MEMR
underscores that MFiIs, if empowered, can significantly advance mainstreaming LCB finance
through inclusive and community-level financing strategies.

Microfinance and MSME Financing Options

While large-scale financing mechanisms dominate the discussion, microfinance and MSMEs
play a vital role in enabling household and small business investments in green buildings,
particularly given their cumulative contribution to total emissions. Microfinance institutions
(MFIs) such as KOMIDA and Bina Artha have started integrating climate finance into their loan
portfolios; however, dedicated green loans for household-level energy efficiency (EE)
improvements remain limited and underdeveloped. Expanding these types of programs could
unlock much-needed capital for small-scale green building retrofits, solar home systems, and
the adoption of sustainable construction materials. That said, there is currently limited data on
microfinance initiatives specifically targeting Low Carbon Buildings (LCB), which likely reflects
a narrow scope of offerings to date.

At the same time, MSMEs operating within the green construction ecosystem face significant
challenges in accessing affordable credit. Although Indonesia’s financial inclusion agenda has
broadened financing access for MSMEs more generally, tailored financial products for
sustainable building materials and EE technologies are still lacking. Blended finance structures—
combining public, private, and philanthropic capital—could offer a promising solution by de-
risking green lending for banks and MFIs and accelerating capital flows to green-focused
MSMEs. The table below presents key financing instruments that have supported MSMEs in
Indonesia, including those with potential relevance to the green building and LCB agenda.

Table 6. Summary of LCB Financing Instruments for MSMEs
Interest

Financing

Instrument

Providers

Rate

Tenor

Borrowing
Limit

Terms

(Approx)

Kredit Usaha | Commercial 6-9% p.a. | Max. 5 Up to IDR Non-collateral, divided to
Rakyat/ KUR | Bank, Bank Years 500 Mn KUR Micro, KUR Small
Microcredit Pembangunan Scale, and KUR Medium
Daerah (BPD), Scale. Also divided based
Co-operatives, on sector (KUR for
Non-Bank Culinary, KUR for
Financial Farming Equipment, etc)
Institutions
Microcredit Commercial 8% - Max. 5 Varies based | Collateral-based loan
(Non-KUR Banks, Non- 14% Years on
Microcredit) | Bank Financial institution
Institutions policy
Peer-to-peer | Individual 0.1% - Based on | Up to IDR 2 | Non-collateral, interest,
Lending through P2P 0.275% agreeme | Bn tenor, and plafond based
(P2P) Platform per nt on agreement between
month lender and lender
Kredit Modal | Commercial 12% Max. 5 IDR 500 Mn | Collateral based
Kerja Banks, Bank Years - 25Bn
Perkreditan
Rakyat, Non-
Bank Financial
Institutions
Co- Co-operatives 3% - Based on | Max. 15% of | Non-collateral, the
operatives (Koperasi 24% p.a. | Co- Co- lender must registered as
credit Simpan Pinjam) operativ | operatives

32



Financing the Building Sector Decarbonization: Indonesia Country Report

Co-operatives

es Modal the co-operatives
scheme | Sendiri member
LPDB- Government, 9% and Based on | Based on Non-collateral,
KUMKM under Minister below Proposal | Proposal subsidized by
(Revolving of Cooperatives | p.a. Government
Fund)
Ultra Micro Non-Bank 3.86% - Max. 3 Up to IDR Non-collateral,
Credit (Umi) Financial 12% Years 20 Mn subsidized by
Institutions, Government, Trainings

required, can be paid in
instalments every 3 or 6
months

Source: GGGI (2025) based on various sources
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4. Barriers and Gaps Surrounding
Decarbonization of the Building
Sector

There are several key barriers and gaps hindering the widespread adoption of LCB practices in
the building sector, thereby slowing down the low carbon transition. These challenges span
financial, regulatory, technological and social dimensions.

Figure 5 below shows results from the UK-IFC Market Accelerator for Green Construction
(MAGC) stakeholder assessment, highlighting the key motivations and obstacles identified by
187 respondents across diverse stakeholder groups in relation to Indonesia’s green building
sector.

Higher upfront costs are cited across all groups, and are identified as the strongest barrier for
developers, building experts, and commercial occupiers. Lack of incentives is a key concern for
residential occupiers, building experts, and developers, while lack of awareness around benefits
is the primary obstacle for residential occupiers and is noted by building experts.

Figure 4. Green Building Market Stakeholder Assessment: Indonesia
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Source: UK-IFC MAGC#®

Financial Barriers

High costs, a lack of green finance innovation, low diversification of funding sources for LCBs
in Indonesia, and the inefficiency of financing schemes present the largest challenge to scaling
up adoption. Research by the Cities Climate Finance Leadership Alliance (CCFLA) cites financial
barriers as the most severe due to the absence of dedicated instruments for LCBs, leading to a
reliance on conventional corporate loans, which typically have high interest rates in Indonesia.

Interviewees from the GBCl interviewees estimate that LCB projects have 10-15% higher costs
than conventional buildings.*® Furthermore, while all building expert respondents in the MAGC

45 UK-IFC MAGC (2024). Green Building Market Stakeholder Assessment Indonesia. https:/edgebuildings.com/wp-
content/uploads/2024/04/2024-04-02-IFC-Green-Buildings-Indonesia-Stakeholder-Assessment-Report-Final-Revised-2.pdf

46 CCFLA, Purnomo and Nurfitriani et al (2024). Financing Green Buildings in Indonesian Cities: An Analysis of Policy and
Financial Instruments. Climate Policy Initiative https:/www.climatepolicyinitiative.org/wp-content/uploads/2024/03/Financing-
Green-Buildings-in-Indonesia.pdf
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survey estimated certified green building costs to add upwards of an additional 5%, the IFC
suggests the actual typical estimated additional cost is only 1-2%.

As IFC research also showed that 46% of residential occupiers are willing to pay an additional
3% to live in a green building, and 58% indicated willingness to pay 2% extra. This demonstrates
that a large element of the financial cost barrier is rather an awareness barrier. This suggests
that, in addition to innovative financing approaches, targeted interventions to raise awareness
about the true costs of LCB are essential to help align perceived costs with actual costs.

Regulatory Barriers

A lack of regulatory support, lengthy permitting processes, weak enforcement, poor inter-
agency coordination, and limited incentives are key elements making up the regulatory barriers
toward broader LCB adoption in Indonesia.

Unlike neighbouring countries such as Singapore and Malaysia, where national policies
mandate strict EE and emissions reduction targets, Indonesia’s green building initiatives remain
largely voluntary and region-specific. As a result, only a few cities such as Jakarta, Bandung, and
Semarang, have local green building regulations, while most areas lack enforceable
sustainability requirements.*’

Many municipalities also lack the technical expertise and resources needed to effectively
implement and enforce green building standards within their jurisdictions. Furthermore,
because buildings under 5,000 sq.m. are generally not subject to mandatory compliance
framework under GR No. 16/2021, this leaves a significant portion of buildings, particularly in
the residential sector, remain unregulated.

Demand and Awareness

Prioritization of short-term cost savings over operational lifecycle benefits results in continued
reliance on conventional materials and designs. Furthermore, unclear return on investment data
has led to real estate investors and mortgages lending often perceiving green buildings as riskier
investments.

Without stronger value propositions, such as reduced financing costs for EE projects, market-
driven demand for LCB construction will remain weak. As discussed in the financial barriers,
awareness of the actual costs of implementing LCB practices is limited, leading to market
overestimation, even though these estimated additional costs often align with occupiers’
willingness to pay for green buildings.

As Figure 6 shows, a significant portion of stakeholders are not familiar with certification for
green buildings, while a lack of knowledge of the benefits of green buildings was the most
frequently cited obstacle to their adoption, mentioned by 61% of residential occupiers in the
UK-MAGTC survey. This also translates into a shortage of skilled workers and human resources
available to furthering the LCB sector in country.

47 Sahid, Sumaiyai, Y., Purisari, R. (2020). The Constrains of Green Building Implementation in Indonesia. doi:10.1088/1742-
6596/1485/1/012050
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Figure 5. Familiarity with Certified Green Buildings
Developers

Policy Makers

DFls

Building Experts

Real Estate Practitioners

Commercial Occupiers

Residential Occupiers
0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

uVery familiar ®Somewhat familiar = Not very familiar Not at all familiar

Source: UK-IFC MAGC*8

These issues around awareness and knowledge also impact market readiness, as there is
insufficient technical expertise among professionals and a lack of certification assessors for
green buildings. Similarly, limited knowledge around passive design and eco-labelled solutions
among stakeholders constrains the opportunities for diverse approaches to implementing LCBs
practices.*’ These capacity issues extend to a shortage of professionals with the technical
expertise required to design and implement LCB projects or to design tailored financial
products for the sector. A lack of research related to green building technology, and a general
lack of public and market attention to green buildings, were identified by Susanto & Sujana
(2023) as the most relevant factors limiting the scaling up green building practices among
contractors and owners

48 UK-IFC MAGC (2024). Green Building Market Stakeholder Assessment Indonesia. https:/edgebuildings.com/wp-
content/uploads/2024/04/2024-04-02-IFC-Green-Buildings-Indonesia-Stakeholder-Assessment-Report-Final-Revised-2.pdf

4 CCFLA, Purnomo and Nurfitriani et al (2024). Financing Green Buildings in Indonesian Cities: An Analysis of Policy and
Financial Instruments. Climate Policy Initiative https:/www.climatepolicyinitiative.org/wp-content/uploads/2024/03/Financing-
Green-Buildings-in-Indonesia.pdf
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4.1 Low Carbon Opportunities

There is substantial potential for utilizing LCB practices in Indonesia’s building sector to reduce GHG emissions through focused efforts in EE,
sustainable materials, and certification. The IFC and GBCI, through a 2019 joint study, found that nine certified green buildings achieved between
30% and 80% lower annual utility costs compared to conventional buildings.>® These cost reductions directly correlate to their efficiency and
capacity to reduce emissions. The following measures outline possible interventions to advance this transition in the country, identified from
measures and concepts applied in other countries, along with opportunities for scaling up practices in Indonesia:

Table 7. Low Carbon Opportunities for the Building Sector

Intervention ’ Potential Impact ‘ Key Measures

Energy Retrofitting existing buildings with EE technologies can - Expanding ESCO (Energy Service Company) financing to
Efficiency significantly reduce energy consumption, particularly in scale up EE retrofits
Retrofits cooling-dominated buildings. Studies in Semarang show that - Encouraging Bank Indonesia and OJK to integrate green
retrofitting air conditioning and insulation could save up to lending requirements into commercial loan portfolios
44% of energy use.”! - Establishing tax incentives for retrofitting buildings with LED
lighting, high-performance HVAC systems, and enhanced
insulation
Sustainable Using low-carbon cement, recycled steel, and sustainable - Promoting mandatory sustainable material standards through
Construction | timber can cut embodied emissions from Indonesia’s the MPW
Materials construction sector. - Expanding the GPCl’s eco-certification programs and link to
incentives for production costs
- Providing incentives for green procurement in public-sector
projects, ensuring that government buildings prioritize
sustainable materials.

50 |FC (2020). Study By IFC and Green Building Council Indonesia Shows Nine Green Buildings Yield 30 to 80 percent Lower Utility Costs Compared to Standard Buildings.
https:/www.ifc.org/en/pressroom/2019/study-by-ifc-and-green-building-council-indonesia-shows-nine-green-buildings-yield-30-to-80-percent-lower-utility-costs-compared-to-standard-buildings
51 CCFLA, Purnomo and Nurfitriani et al (2024). Financing Green Buildings in Indonesian Cities: An Analysis of Policy and Financial Instruments. Climate Policy Initiative
https:/www.climatepolicyinitiative.org/wp-content/uploads/2024/03/Financing-Green-Buildings-in-Indonesia.pdf
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Financial Expanding green financing instruments will accelerate the Scaling up green bonds and sustainability-linked loans,
Incentives and | adoption of LCBs, particularly in Indonesia’s residential and leveraging Indonesia’s success in Green Sukuk issuance. Scaling
Mechanisms MSME sector, which are lacking access to affordable green up also includes adding more incentives as currently, in
finance. Indonesia, green finance instruments seem to have very minor
price differential with conventional finance.
Introducing green mortgages in commercial banks, supported
strengthening public-private blended finance mechanisms to
de-risk green investments, particularly for MSMEs and mid-
sized developers.

Passive and Incorporating green roofs, reflective materials, and urban Promoting “sponge city” approaches, particularly in Jakarta

Nature- vegetation can help reduce cooling needs and lower urban as a response to its flooding and rising sea level challenges.

Integrated heat island effects in Indonesia’s rapidly urbanizing cities. The concept integrates permeable urban infrastructure to

Design reduce flooding and heat stress.

Strategies Encouraging building codes to mandate passive cooling
techniques, such as natural ventilation, shading devices, and
high-albedo roofing materials.

Establishing incentives for rainwater harvesting and
greywater recycling in urban construction.

Linking Strengthening cooperation between Indonesian universities, Establishing Green Building Research Centers to develop EE

Research and | policymakers, and private developers can drive localized LCB designs suited to Indonesia’s tropical climate

Practice solutions and address domestic technical shortfalls. Organizing policy dialogues and industry-academia forums to

integrate best practices from regional LCB initiatives.
Launching government-backed research grants for low-
carbon materials and building technology innovation.

Public-Private
Partnerships
(PPPs)

Leveraging private capital through government-backed
initiatives can accelerate sustainable urban infrastructure
projects in Indonesia.

Partnering with real estate developers to implement green
housing projects in growing urban centers like Jakarta,
Surabaya, and Bandung.

Developing PPPs for district cooling systems, particularly in
commercial business districts.

Encouraging foreign investment in climate-resilient
infrastructure, particularly from multilateral development
banks (MDBs) and international green funds.

38




Financing the Building Sector Decarbonization: Indonesia Country Report

Smart Building
Technologies

Deploying loT-enabled energy management systems can
optimize energy use and improve efficiency, aligning with
Indonesia’s Sustainable Finance Roadmap 2021-2025.

Implementing real-time energy monitoring and demand
response technologies in commercial buildings.

Providing incentives for Al-driven energy optimization and
automated building management systems.

Expanding smart grid and smart metering initiatives to
integrate renewable energy sources efficiently.
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5. Regulatory and Institutional

Framework
5.1 Role of Regulatory Bodies and Their Enforcement Capacity

Indonesia’s construction sector is governed by a framework of regulatory bodies responsible
for overseeing and enforcing standards, shaping policies, and enabling financing for sustainable
development. These following primary institutions collectively influence how ensure safety,
quality, and sustainability are applied across the building sector.

Ministry of Public Works (MPW)

MPW serves as the central authority overseeing construction. It formulates policies, issues
regulations, and ensures compliance across the sector, including through licensing and
certifications under the 2020 Omnibus Law and the Online Single Submission system.’> MPW
developed and currently enforces the Green Building Code and MPWH Regulation 21/2021,
introduced the Green Building Rating System, and promotes the integration of energy
efficiency, water conservation, sustainable materials, and smart building standards. It has also
introduced regulations for smart buildings, promoting the integration of intelligent systems to
enhance building performance and sustainability.>3

Alongside MEMR and MPHS, MPW also contributes to national sustainability objectives
outlined in the Asta Cita (Eight Aspirations) vision of the Prabowo-Gibran administration, most
evident in Asta Cita #3, where infrastructure development is prioritized alongside job creation
and entrepreneurship.

Ministry of Public Housing and Settlements (MPHS)

MPHS was established after the restructuring of the former Ministry of Public Works and
Housing. It oversees public housing policy, human settlements, and residential infrastructure
development, including implementing affordable housing strategies, managing housing
subsidies, and improving access to adequate housing. MPHS plays a supporting role in
deploying green and LCB housing models, particularly through PPPs and community-based
housing schemes, while MPW maintains green building regulatory authority. Its activities align
with national goals for urban sustainability and climate-resilient development.

Ministry of Environment (MoE)

MoE regulates environmental aspects of construction. It has established criteria for eco-friendly
buildings, focusing on the use of sustainable materials, energy conservation, water
management, and effective waste management, through MOE Regulation No. 8/2010
concerning Criteria and Certification of Environmentally Friendly Buildings. The ministry has
appointed the GBCI as the official certification body to assess and certify buildings that meet
these criteria.”* In addition, it mandates EIAs for construction projects to evaluate and mitigate
potential environmental impacts, ensuring ecological sustainability of developments.

52 Herbert Smith Freehills (2021). Construction Regulatory Regime - Indonesia.
https:/www.herbertsmithfreehills.com/notes/construction/2021-04/construction-regulatory-regime-indonesia

53 Portal Informasi Indonesia (2023). PUPR Ministry Promotes Green Infrastructure Through Smart and Green Building Standards.
https:/indonesia.go.id/kategori/editorial/777 6/pupr-ministry-promotes-green-infrastructure-through-smart-and-green-building-
standards

54 Bachtiar, R., Safira, S. (2022). Legal Framework of Green Building in Indonesia. https:/www.arma-law.com/news-
event/newsflash/legal-framework-of-green-building-in-indonesia
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Ministry of Energy and Mineral Resources (MEMR)

MEMR contributed to the creation of the National Roadmap for Green Building
Implementation, in collaboration with MPW and the Ministry of Home Affairs.>> It established
MEPS for appliances and buildings systems, such as lighting and air conditioning, promoting
the adoption of EE technologies in buildings. MEMR also leads building energy managements,
audits, and retrofits under the National Energy Policy and promotes renewable energy
integration in construction and building operations. By promoting renewable energy
integration and energy management to support the implementation of Green Buildings, MEMR
plays a central role in advancing the government’s 17 Priority Programs, with strong relevance
in supporting Program 13 and 14, which targets affording housing and rural sanitation (with a
goal to build/renovate three million homes), as well as economic equity and continued
development of the New Capital City (IKN Nusantara).

Ministry of National Development Planning (Bappenas)

Bappenas leads long-term sustainability planning in line with its mandate to develop national
medium- and long-term development plans. This includes the Indonesia Low Carbon
Development Initiative (LCDI), which integrates green building and EE into national economic
policies. Bappenas also plays a key role in coordinating cross-ministerial efforts on sustainable
infrastructure.

Ministry of Industry (Mol)

Through the Green Industry Center, the Ministry of Industry (Mol) promotes and facilitates the
national industry's transformation toward a Green Industry to reduce waste and carbon
emissions from production processes. By encouraging a greener industrial sector, the Mol
directly supports the availability of sustainable construction materials, which helps lower the
embodied carbon in the buildings sector.

This role ensures that Indonesia's green building ecosystem is supported not only by regulations
but also by the availability of standardized and certified sustainable products and technologies.

Ministry of Finance (MoF)

MoF sets fiscal and financial frameworks that shape construction and real estate sectors. It
designs taxation policies and financing mechanisms, supports green fiscal instruments, and
aligns green building initiatives with broader macroeconomic policies.

Bank Indonesia (Bl)

As the central bank, Bl regulates financial and monetary policies that influence housing and
construction finance. It has introduced macroprudential incentives such as reduced reserve
requirements and preferential risk-weighting for green mortgages, helping expand financing for
sustainable buildings.

Financial Services Authority (OJK)

OJK regulates banks, insurance companies, and capital markets. It developed guidelines and
frameworks that require financial institutions to incorporate low-carbon and green principles
into their lending and investment activities, thereby scaling financing for sustainable buildings.

Indonesia Investment Coordinating Board (BKPM)

BKPM focuses not on the technical regulations of buildings, but rather on creating a favorable
investment climate for environmentally friendly projects. It facilitates domestic and foreign
investment in infrastructure, real estate, and construction by streamlining investment
procedures and promoting opportunities for green and low-carbon building (LCB) projects.

55 GBPN (2024). Indonesia Launches National Roadmap for Green Building Implementation. https:/www.gbpn.org/indonesia-
launches-national-roadmap-for-green-building-implementation
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National Construction Services Development Board (LPJK)

LPJK regulates professional qualifications and industry standards in the construction sector. It
certifies construction companies, establishes competency requirements, and oversees training
and capacity-building to strengthen compliance with green building standards.

Local Governments (Provincial and Municipal Authorities)

Local governments are responsible for implementing national green building codes, issuing
building permits with sustainability compliance requirements, and monitoring enforcement at
the city and provincial levels. Robustness of green building policies, however, varies across
jurisdictions. Jakarta has adopted more stringent policies and more comprehensive
enforcement, while many other cities and provinces demonstrate weaker enforcement.
Semarang, as a pilot city under the ALCBT project, illustrates the importance of strengthening
local capacity to advance LCB practices.

Enforcement

Despite progress in developing a robust governance framework, enforcement and compliance
remain weak. While Government Regulation No 16/2021 and the Green Building Code
establish standards, enforcement mechanisms are underdeveloped and there is insufficient
compliance tracking. Implementation is strongest in Jakarta, while other provinces face
constraints due to technical capacity. This results in uneven adoption of LCB practices across
the country. Similarly, the MEPS regulation lacks strict enforcement, allowing inefficient
appliances to remain in circulation. The IFC's survey found that, while consensus of policy
makers is that public policies encourage the green building market’s development, 60% of
respondents estimated limited or no enforcement of these regulations.>®

Challenges are exacerbated by governance fragmentation. MPW, MPHS, MEMR, MoE and
Bappenas have overlapping roles, introducing operational inefficiencies in setting policy and
managing enforcement. Without a centralized regulatory body for overseeing sustainability in
construction, responsibilities are often duplicated or lack clear accountability.

5.2 Institutional Arrangements for MRV

Indonesia has established an MRV framework to track GHG emissions and monitor mitigation
efforts, including those in the building sector. This system ensures compliance with national
climate policies and international commitments under the Paris agreement. The institutional
structure includes several key agencies responsible for data collection, reporting and
verification. Indonesia’s MRV has been built on its experience with MRV for the implementation
of REDD+ in the country, enabling more robust system development. Figure 7 below provides
an overview of the arrangement relevant to the building sector.

56 UK-IFC MAGC (2024). Green Building Market Stakeholder Assessment Indonesia. https:/edgebuildings.com/wp-
content/uploads/2024/04/2024-04-02-1FC-Green-Buildings-Indonesia-Stakeholder-Assessment-Report-Final-Revised-2.pdf
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Figure 6. Institutional Arrangement for GHG Inventory and MRV
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MoE (formerly MoEF and referred to as such in the above figure) serves as the lead agency
overseeing Indonesia’s national GHG inventory. The Directorate of GHG Inventory and MRV
within MoE is responsible for developing monitoring frameworks, data management and
reporting guidelines to ensure compliance with Indonesia’s Domestic Resource Cost (DRC). The
MEMR is responsible for the electricity subsector, having the highest alignment with building
sector emissions MRV.

To enhance transparency and accuracy in tracking emissions and mitigation efforts, the SIGN
Smart System (Sistem Inventarisasi Gas Rumah Kaca Nasional - Sederhana Mudah, Akurat,
Ringkas, dan Transparan) has been developed. It acts as a web-based platform that facilitates
the collection, management, and reporting of GHG data across sectors.

Despite the established institutional structure, several challenges remain in effectively
implementing MRV for the building sector. Data quality and availability vary across regions,
making it difficult to maintain consistent emissions tracking. Furthermore, institutional
coordination remains a challenge, as multiple agencies are involved in the MRV process, and
overlapping responsibilities can slow down the reporting and verification processes.

Specific to the SIGN Smart System, readiness across sectors and provinces for providing,
inputting, and analyzing data has been identified as a barrier prior to implementation.’® Ongoing
budget allocation for capacity building, system updates, and maintenance are additional
concerns that affects its long-term effectiveness.

57 Prihatno, J. (2019). Institutionalizing Data Management System [SIGN SMART AND NATIONAL REGISTRY SYSTEM] -
INDONESIA.
https:/unfccc.int/sites/default/files/resource/CGE_informal%20forum_data%20management%20system_Indonesia.pdf
58 Prihatno, J. (2019). Institutionalizing Data Management System [SIGN SMART AND NATIONAL REGISTRY SYSTEM] -
INDONESIA.
https:/unfccc.int/sites/default/files/resource/CGE_informal%20forum_data%20management%20system_Indonesia.pdf

43


https://unfccc.int/sites/default/files/resource/CGE_informal%20forum_data%20management%20system_Indonesia.pdf
https://unfccc.int/sites/default/files/resource/CGE_informal%20forum_data%20management%20system_Indonesia.pdf

Financing the Building Sector Decarbonization: Indonesia Country Report

6. Recommendations and Next
Steps to Address Financing
Barriers and Unlock Low-Carbon
Opportunities

In addressing the financing barriers to decarbonization, targeted interventions are required
across financial instruments, policy frameworks, and market mechanisms. The following
strategic recommendations aim to address these barriers while fostering an enabling
environment for LCB investments in Indonesia.

Expanding Green Financing Instruments

Indonesia lacks a broad range of dedicated green financing products, limiting the ability of
developers and homeowners to invest in LCB projects. Expanding the offerings of green finance
instruments with green bonds, sustainability-linked loans, and concessional financing tailored
for LCB projects can improve capital flows into the sector. Sovereign green sukuk financing
should be expanded beyond infrastructure to include LCBs, with funds channeled toward green
residential and commercial construction. Additionally, green mortgages should be promoted by
financial institutions, with lower interest rates offered for EE homes to incentivize sustainable
housing investments.

Strengthening Public-Private Collaboration in Sustainable Finance

To accelerate adoption of LCBs, PPPs should be used more frequently to de-risk green
investments. Leveraging the foundational legislature enabling PPPs, expanding initiatives in this
space can enable private investors to access government-backed credit guarantees, risk-sharing
mechanisms, and concessional capital, overcoming the perceived additional costs associated
with green buildings. Additionally, financial regulators should engage with banks to develop
structured green financing packages, particularly for mid-sized developers who currently lack
affordable capital for sustainable construction. BCA's KPR Green Financing initiative serves as
an in-country example of such a package that can be applied in broader contexts.

Implementing Fiscal Incentives and Tax Benefits

Government Regulation No. 16 of 2021, Article 122 Paragraph 1, states that the owner and/or
manager of a Green Building may receive incentives from the local (regency/municipal)
government. This regulation indicates that the authority to grant such incentives is
decentralized and rests with local governments. To date, no incentives for Green Buildings have
been issued by the central government. As a result, the availability and type of incentives vary
significantly across jurisdictions, and many remain limited in scope and impact. The table below
summarizes existing fiscal and non-fiscal incentives provided by selected local governments in
Indonesia to promote the adoption of green buildings.

44



Financing the Building Sector Decarbonization: Indonesia Country Report

Table 8. Summary of Fiscal Incentives for LCB Projects

Type of Incentives Flscal / Issuer Description
Non-Fiscal

PBB (Land and Fiscal Local PBB-P2 rate of 0.05% is applied for Green
Building Tax) Government Building in Teluk Bintuni, Palangkaraya, and
Special Rate Samarinda.

PBB (Land and Fiscal Local Reduction 20% of the payable tax for buildings
Building Tax) Government with a 2-star certificate, and 30% for buildings
Reduction with a 3-star certificate in Bandung City.
License and Fiscal Local Reduction on permits retribution and ease to
Permits Government obtain permits and licences

Floor Area Ratio Non-Fiscal | Local An additional floor area ratio is granted to
Incentive Government buildings with a minimum area of 5,000 m>.

Source: GGGI (2025) from various sources

Indonesia has limited fiscal incentives for LCB construction compared to regional peers.
Bridging this gap can be achieved through the introduction of tax incentives, subsidies, and
reduced permitting fees for certified green buildings. Additionally, property tax rebates should
be explored for EE buildings to encourage developers and homeowners to adopt LCB practices.
Financial institutions could also offer lower capital requirements for developers engaged in LCB
projects, enhancing the financial feasibility of large-scale green developments.

Enhancing Financial Regulations for Green Lending

Bank Indonesia and OJK should strengthen regulatory frameworks to integrate green finance
principles into mainstream lending. This includes setting mandatory sustainability disclosure
requirements for financial institutions, requiring banks to report on green loan portfolios, and
establishing minimum green financing targets. Additionally, the adoption of green banking
policies, such as reduced reserve requirements for banks offering green loans, can incentivize
greater private sector participation in sustainable finance.

Scaling up Microfinance for EE Home Improvements

Given the importance of reducing emissions in smaller residential and commercial
developments, microfinance plays a key role. Although already critical in financing these
sectors, green finance remains limited in this space. Expanding green microloans through
institutions like Bina Artha and KOMIDA can facilitate financing for low-income households to
overcome upfront cost barriers to adopting EE home improvements. Additionally, government-
backed microfinance programs can support green home retrofits, helping reduce energy
poverty while promoting climate resilience.

Promoting Innovative Financing Models

Emerging financial instruments, such as on-bill financing, performance-based energy EE
contracts, and property-assessed clean energy (PACE) programs, can unlock capital for green
buildings. The government should explore the feasibility of introducing PACE financing, which
enables property owners to repay the cost of EE upgrade costs through property tax
assessments. Furthermore, ESCO financing should be expanded to allow developers to fund
retrofits through shared energy savings. It is also vital to strengthen financial modelling and
profitability assessments for LCB. Demonstrating how long-term operational savings,
productivity gains, and resilience benefits outweigh higher upfront costs will be critical in
securing investor confidence and consumer willingness.
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Strengthening Monitoring and Data Transparency in Green Finance

A key barrier to LCB finance is the lack of transparency and standardized data on financial and
environmental performance. Establishing a central green finance database, managed by OJK or
Bank Indonesia, could enhance reporting on green loan portfolios, sustainable construction
investments, and energy performance metrics. Furthermore, Indonesia should explore green
finance benchmarking, aligning its financial reporting with regional best practices from ASEAN.

Addressing Capacity Gaps and Knowledge Sharing

Capacity building across government agencies, financial institutions, and the real estate sector
will be essential, as many stakeholders lack expertise in green finance, sustainable construction,
and carbon accounting. The ALCBT Project is delivering training programs to enhance local
technical expertise in LCB design, construction, operation, and financing, empowering
professionals in the building sector.”” The project also supports the set-up of a green finance
network (GFN), which will serve as a knowledge-sharing platform facilitating peer learning
exchange. Since financing barriers often stem from perceived extra costs, aligning actual cost
estimates with stakeholders' willingness to pay, through awareness-raising initiatives, can help
overcome this challenge. Demonstrating the return on investment (ROI) of LCB, showing how
operational savings and performance benefits can offset higher upfront costs, will be critical in
gaining wider acceptance. Furthermore, by leveraging global best practices, Indonesia can
accelerate its transition toward financial mechanisms that support LCB development. Finally,
developing and disseminating targeted knowledge products that showcase the investment case
for LCB will reinforce these efforts, helping stakeholders recognize their long-term financial and
operational benefits.

59 Asia Low Carbon Buildings Transition (ALCBT) Project. https:/alcbt.gggi.org/
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About ALCBT

The Asia Low Carbon Buildings Transition (ALCBT) project is a five-year, multi-stakeholder project that
aims to facilitate the nationwide transition towards low carbon buildings in Cambodia, India, Indonesia,
Thailand, and Vietnam. In Indonesia, the project is being implemented in collaboration with the Ministry
of Public Works and Housing and the Ministry of Energy and Mineral Resources.

The project is funded by the Government of Germany through its Federal Ministry for the Environment,
Climate Action, Nature Conservation and Nuclear Safety (BMUKN) via the International Climate Initiative
(IKI). It is implemented by GGGl in partnership with ACE, EESL, and HEAT GmbH.

Implementing Partners

About GGGI

Global Green Growth Institute (GGGI), headquartered in Seoul, Republic of Korea is a treaty-based
international, inter-governmental organization dedicated to supporting and promoting strong, inclusive
and sustainable economic growth in developing countries and emerging economies.

About ACE

The ASEAN Centre for Energy (ACE) is an intergovernmental organisation within the Association of
Southeast Asian Nations’ (ASEAN) structure that represents the 10 ASEAN Member States’ (AMS)
interests in the energy sector.

About EESL

Energy Efficiency Services Limited (EESL) is a Super Energy Service Company (ESCO) that seeks to unlock
energy efficiency market in India, estimated to at Rs. 74,000 crore that can potentially result in energy
savings of up to 20 per cent of current consumption, by way of innovative business and implementation
models.

About HEAT GmbH

HEAT is an independently acting consulting firm with 30 years of experience in the field of climate,
heating & cooling, and transport. HEAT’s goal is to support countries in their effort to mitigate emissions
and to implement transformative pathways towards zero GHG emission solutions.

IKI Independent Complaint Mechanism

Any person who believes they may be harmed by an IKI project or who wish to report corruption or the misuse of funds, can
lodge a complaint to the IKI Independent Complaint Mechanism at IKI-complaints@z-u-g.org. The IKI complaint mechanism
has a panel of independent experts who will investigate the complaint. In the course of the investigation, we will consult with
the complainant so as to avoid unnecessary risks for the complainant.
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