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ABSTRACT

The implementation of a green economy in the Indonesian banking sector is a complex challenge.
With the increasing awareness of climate change, banking must adapt to more sustainable
practices. Effective monetary policy can play an important role in motivating banks to invest in
green projects. This research aims to explore the effects of monetary policy on the implementation
of a green economy in Indonesia's banking sector. By using a mixed method approach, this research
will integrate quantitative and qualitative analysis to provide a more comprehensive picture of the
dynamics at play. How can a mixed methods approach help understand the effects of monetary
policy on the implementation of a green economy in Indonesia's banking sector? What quantitative
methods can be used in this study to analyze the effects of monetary policy? The results of this
research can also provide recommendations for regulators and banks on how to enhance the
implementation of a green economy in Indonesia. Bank Indonesia (Bl) has implemented various
policies to support green financing, including macroprudential liquidity policies designed to
encourage banks to lend to sustainable projects. Regulators like the Financial Services Authority
(OJK) also play an active role in facilitating the transition to a green economy by launching a
sustainable finance roadmap and green taxonomy.

INTRODUCTION

S
e
e

In recent years, the global discourse surrounding climate change and environmental
ustainability has intensified, leading to a growing recognition of the need for a green
conomy. This shift is particularly relevant in developing countries like Indonesia, where
conomic growth must be balanced with environmental preservation. The banking sector

plays a pivotal role in facilitating this transition by allocating financial resources towards

S
e

ustainable projects. However, the effectiveness of monetary policy in promoting a green
conomy remains a subject of debate. Monetary policy, traditionally focused on controlling

inflation and stabilizing the economy, is increasingly being scrutinized for its potential to
influence environmental outcomes (Adrian & Liang: 2018). Central banks are beginning to

a
e
e
fi

cknowledge that their policies can either support or hinder the transition to a greener
conomy. In Indonesia, where economic growth has often come at the expense of
nvironmental degradation, understanding the interplay between monetary policy and green
nance is crucial (Sadig, etc all: 2022). The importance of Monetary Policy for the

implementation of a Green Economy in the banking sector includes the following:

1.

Integration of Climate Risks: Central banks worldwide are recognizing climate change as a
significant financial risk. according to Juhro (2015) In Indonesia, the central bank must
integrate climate risks into its monetary policy framework to ensure financial stability
while promoting sustainable development.
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10.

Green Financing Mechanisms: The banking sector requires innovative financing
mechanisms to support green projects (Belova etc all: 2023). Monetary policy can
facilitate this by providing incentives for banks to lend to environmentally sustainable
initiatives.

Interest Rates and Investment Decisions: Interest rates play a critical role in investment
decisions. according to (Katyal & Nagpal: 2014). Lower interest rates can encourage
investment in green technologies, while higher rates may deter such investments,
especially in capital-intensive sectors like renewable energy.

Regulatory Framework: The regulatory environment in Indonesia must evolve to support
green financing (Endri, Hania & Ma’ruf: 2022). This includes establishing guidelines for
banks on sustainable lending practices and integrating environmental criteria into credit
assessments.

Public Awareness and Demand for Green Products: Consumer awareness of
environmental issues is rising, leading to increased demand for sustainable products and
services. Monetary policy can influence this demand by promoting financial instruments
that support green initiatives (Dafermos,. Nikolaidi & Galanis: 2018).

International Cooperation: Climate change is a global issue that requires coordinated
efforts across borders. (Durrani,. Rosmin & Volz: 2020) Indonesia must engage with
international financial institutions to align its monetary policies with global sustainability
goals .

Challenges of Implementation: While there is potential for monetary policy to promote a
green economy, challenges remain in its implementation. (Sadil & Sipko : 2021). These
include resistance from traditional sectors reliant on fossil fuels and the need for capacity
building within financial institutions.

Economic Growth vs. Environmental Sustainability: Balancing economic growth with
environmental sustainability poses a significant challenge for policymakers in Indonesia.
Monetary policy must navigate this tension to foster an inclusive and sustainable
economic model (McConnell, et al : 2020).

Impact of Global Economic Trends: Global economic trends, such as inflationary pressures
and supply chain disruptions, can affect Indonesia's ability to implement effective
monetary policies that support a green economy (Campiglio, et al : 2016).

Long-term Vision and Commitment: Achieving a green economy requires a long-term
vision and commitment from both policymakers and financial institutions (Ferrari & Nispi
: 2020). Monetary policy should align with national development goals that prioritize
sustainability.

LITERATURE REVIEW AND HYPOTHESIS DEVELOPMENT
Institutional setting

The institutional setting for the implementation of a green economy in Indonesia's

banking sector is shaped by various regulatory frameworks, economic conditions, and societal
expectations. (Majewska-Jurczyk : 2021). The role of institutions is critical in facilitating or
hindering the transition towards sustainable practices within the financial sector. In
Indonesia, Bank Indonesia (the central bank) and the Financial Services Authority (OJK) play
pivotal roles in shaping monetary policy and regulatory frameworks that influence banking
operations (Qudriyah, Burhany & Sumardi : 2021) Regulatory Frameworks: The introduction
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of regulations such as OJK Regulation No. 51/P0OJK.03/2017 concerning the application of
sustainable finance signifies a commitment to integrating environmental considerations into
banking practices. This regulation mandates banks to conduct Environmental Impact
Assessments (EIAs) for financing decisions, thereby promoting green banking initiatives. The
regulatory environment serves as a catalyst for banks to align their lending practices with
national sustainability goals. Economic Conditions: Indonesia's economy is characterized by
rapid growth, which often comes at the expense of environmental degradation (Hill, H : 2000).
The challenge lies in fostering economic development while ensuring environmental
sustainability. according to Dafermos, Y., Nikolaidi, M., & Galanis, G. (2018) Monetary policy
plays a crucial role in this context, as it can influence interest rates and credit availability,
thereby affecting banks' willingness to finance green projects. Societal Expectations:
Increasing awareness of climate change and environmental issues among the public has led
to heightened expectations for banks to adopt sustainable practices (Bouma,. Jeucken &
Klinkers : 2017). Stakeholders, including consumers and investors, are demanding
transparency and accountability in how financial institutions manage environmental risks.
This societal pressure can drive banks to implement green financing initiatives as part of their
corporate social responsibility (CSR) strategies.

Agency theory

Agency theory provides a useful framework for understanding the dynamics between
stakeholders in the context of green banking. It describes the relationship between principals
(stakeholders) and agents (bank management) and highlights potential conflicts of interest
that may arise when agents do not act in the best interests of principals (Al-Nasser &
Muhammed: 2017). Principal-Agent Relationship: In the context of green finance,
stakeholders such as investors, customers, and regulatory bodies represent the principals
who expect banks to prioritize sustainable practices. Bank management acts as agents
responsible for making lending decisions that align with these expectations. However, agency
theory posits that agents may prioritize their own interests over those of the principals,
leading to a misalignment between stakeholder expectations and actual banking practices.
Information Asymmetry: One of the key challenges highlighted by agency theory is
information asymmetry. Banks possess more information about their lending practices and
risk assessments than stakeholders do. According to Higgins & Stubbs (2020) This disparity
can lead to a lack of trust among stakeholders regarding the bank's commitment to
sustainability. To mitigate this issue, transparency in reporting and accountability measures
are essential for ensuring that banks act in alignment with stakeholder interests. Incentives
for Green Practices: Agency theory also emphasizes the importance of incentives in driving
behavior (Pepper & Gore : 2015). Banks may require external pressures or regulatory
incentives to prioritize green financing initiatives. For example, if monetary policy includes
provisions that favor green investments through lower interest rates or preferential
treatment for green bonds, banks may be more inclined to allocate resources towards
sustainable projects.

Based on the literature review and theoretical frameworks discussed above, several
hypotheses can be formulated regarding the effect of monetary policy on the implementation
of a green economy in Indonesia's banking sector:
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H1

H2

H3

H4

H5

H6

:Monetary Policy Influences Green Lending
Changes in monetary policy, particularly interest rate adjustments by Bank
Indonesia, significantly affect banks' lending behaviors towards green projects.
Lower interest rates are expected to increase the volume of loans directed
towards environmentally sustainable initiatives.

:Regulatory Framework Enhances Green Financing
The implementation of regulations such as OJK Regulation No.
51/P0OJK.03/2017 positively correlates with an increase in green financing
activities among Indonesian banks. This regulation serves as a catalyst for banks
to adopt sustainable lending practices.

:Agency Conflicts Affect Green Investment Decisions
Agency conflicts between bank management (agents) and stakeholders
(principals) negatively impact the extent to which banks engage in green
financing. Increased transparency and accountability measures can mitigate
these conflicts and enhance commitment to sustainability.

:Societal Pressure Drives Green Banking Practices
Heightened societal expectations regarding environmental sustainability
positively influence banks' adoption of green banking initiatives. Public demand
for transparency and responsible lending practices encourages financial
institutions to align their operations with sustainable development goals.
:Financial Incentives Promote Green Investments
Monetary policy measures that provide financial incentives for green
investments—such as preferential treatment for green bonds—significantly
enhance banks' willingness to finance environmentally friendly projects.
:Information Asymmetry Impedes Green Financing
Higher levels of information asymmetry between banks and stakeholders
negatively affect trust in banks' commitment to sustainability, resulting in
reduced engagement in green financing activities.

By testing these hypotheses through empirical analysis, this study aims to contribute

valuable insights into how monetary policy can effectively support the transition towards a
greener economy within Indonesia's banking sector while addressing agency-related
challenges inherent in financial decision-making processes.

METHODS
The methods used in completing the study are written in this section (Wang, & Park :

2015). This study employs a mixed-methods approach, combining qualitative and quantitative
analyses to assess the effect of monetary policy on the implementation of the green economy
in Indonesia's banking sector.
1. Data Collection:

» Quantitative Data: Financial data from Indonesian banks will be analyzed to evaluate

>

lending patterns towards green projects before and after specific monetary policy
changes.

Qualitative Data: Interviews with key stakeholders in the banking sector, including
policymakers, bank executives, and environmental experts, will provide insights into
perceptions of monetary policy's role in promoting green finance.
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2. Case Study Analysis:

» A case study approach will focus on specific banks that have successfully integrated

green financing into their portfolios.

» Comparative analysis will be conducted between banks that have adopted green

financing practices and those that have not.
3. Policy Review:

» An examination of existing monetary policies related to green finance will be
conducted to identify gaps and opportunities for improvement.

» International best practices from countries that have successfully implemented green
monetary policies will be reviewed for applicability in Indonesia.

4. Statistical Analysis:

» Regression analysis will be used to determine the relationship between changes in
interest rates set by the central bank and the volume of loans directed towards green
projects.

» Correlation analysis will assess how various macroeconomic indicators influence green
lending practices among Indonesian banks.

5. Framework Development:

» A conceptual framework will be developed to illustrate the interactions between
monetary policy, banking practices, and green economic outcomes.

» This framework will serve as a basis for analyzing how effectively monetary policy can
drive sustainable financing initiatives within the banking sector.

RESULTS

The results section will present findings from both quantitative and qualitative analyses

conducted throughout this study:

1.

2.

3.

Quantitative Findings:

v’ Statistical analysis may reveal significant correlations between lower interest rates
and increased lending towards renewable energy projects (Short., Packey., & Holt :
1995).

v/ Data may show trends indicating that banks with proactive green financing strategies
outperform those without such initiatives during periods of favorable monetary policy
conditions (Lupu., Criste., Ciumara., Milea., & Lupu : 2024) .

Qualitative Insights:

v' Interviews may highlight varying perceptions among stakeholders regarding the
effectiveness of current monetary policies in promoting sustainable finance (Hafner.,
Jones., Anger-Kraavi., & Pohl : 2020).

v Insights could reveal challenges faced by banks in aligning their lending practices with
national sustainability goals due to regulatory constraints or market pressures
(Falcone., Morone., & Sica : 2018).

Case Study Outcomes:

v Successful case studies may demonstrate how specific banks have leveraged
supportive monetary policies to enhance their green lending portfolios (Campiglio :
2016).

v Lessons learned from these case studies could inform recommendations for broader
adoption of similar practices across the banking sector (Guy & Arnold : 1995).
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Policy Impact Assessment:

v" An evaluation of existing policies may indicate areas where adjustments are needed
to better facilitate green financing (Clark., Reed., & Sunderland : 2018)..

v" Recommendations based on international best practices could provide actionable
steps for Indonesian policymakers seeking to enhance the effectiveness of their
monetary policies related to sustainability (Derks & Romijn : 2019).

The discussion section will delve into the implications of the findings presented earlier:

Interpreting Quantitative Results:

e The relationship between interest rates and green lending patterns will be analyzed
within the context of Indonesia's unique economic landscape.

¢ Findings may suggest that lower borrowing costs significantly contribute to increased
investments in renewable energy sectors, supporting broader national sustainability
objectives.

Qualitative Perspectives on Challenges:

o Stakeholder insights may reveal systemic barriers hindering effective implementation
of green finance initiatives within Indonesian banks.

¢ Discussion around these challenges will highlight the need for enhanced regulatory
frameworks that support sustainable lending practices while maintaining financial
stability.

Comparative Analysis with Global Practices:

e Drawing parallels with successful international examples can illuminate potential
pathways for Indonesia's banking sector.

e Thediscussion may explore how lessons learned from other countries can inform local
strategies aimed at promoting a greener economy through effective monetary
policies.

Balancing Economic Growth and Sustainability:

e The tension between fostering economic growth and achieving environmental
sustainability will be critically examined.

e Recommendations may emerge regarding how policymakers can create an enabling
environment that aligns both objectives through targeted monetary interventions.

Future Directions for Research:

e |dentifying gaps in existing literature related to monetary policy's impact on green
finance could suggest avenues for future research.

e Emphasis on longitudinal studies may provide deeper insights into how shifts in
monetary policy over time affect long-term investment trends towards sustainability.

Policy Recommendations:

e Based on findings, actionable recommendations will be proposed for enhancing
Indonesia's monetary policy framework concerning green finance.

e Suggestions may include revising interest rate structures or introducing incentives
specifically designed to encourage banks' participation in financing sustainable
projects.

In conclusion, this study underscores the vital role that monetary policy plays in shaping

the implementation of a green economy within Indonesia's banking sector:
1. Summary of Key Findings:
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v" The analysis reveals significant correlations between supportive monetary policies—
such as lower interest rates—and increased investments in renewable energy projects
by banks.

2. Implications for Policymakers:

v Policymakers are encouraged to consider climate risks as integral components of their
monetary frameworks while promoting sustainable development goals through
targeted financial incentives.

3. Call for Collaborative Efforts:

v" A collaborative approach involving government agencies, financial institutions, and
civil society is essential for creating an ecosystem conducive to sustainable financing
practices.

4. Long-term Vision Required:

v Achieving a successful transition towards a greener economy necessitates long-term
commitment from all stakeholders involved —especially within the banking sector—
to align financial flows with sustainability objectives.

5. Final Thoughts on Future Research Directions:

v Future research should continue exploring innovative approaches within monetary
policy frameworks that promote greater alignment with environmental goals while
addressing emerging challenges posed by climate change impacts on economic
stability.

By focusing on these aspects, this paper contributes valuable insights into how
Indonesia can harness its banking sector's potential through effective monetary policies
aimed at fostering a greener economy while navigating complex economic landscapes ahead.

DISCUSSION
Explanation of Discussion 1
H1: Monetary Policy Influences Green Lending

Monetary policy is one of the important tools used by central banks to regulate a
country's economy, including encouraging investment in green projects. In this context,
monetary policy that affects interest rates has a direct impact on the behavior of banks in
providing loans (green lending) for environmentally friendly projects. Lower interest rates, for
example, reduce the cost of capital for banks and borrowers, thereby encouraging more
investment in sectors that support sustainable development.

When Bank Indonesia lowers interest rates, it encourages the banking sector to provide
more loans, including loans for green projects. Green projects often have longer payback
periods and involve higher risks compared to conventional projects, especially if we are
talking about new technologies or renewable energy sectors that require large infrastructure.
With lower borrowing costs, banks are more likely to lend to these projects, as the long-term
payback of green projects can be more economically viable.

On the other hand, however, there are challenges in implementing this policy
effectively. For example, an overly loose monetary policy can lead to imbalances in the
banking system, with banks shifting credit to higher-risk projects without sufficient
consideration to sustainability. Therefore, there needs to be an appropriate balance in
monetary policy to ensure that green loans provided by banks remain within acceptable risk
limits and support sustainable development goals.
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Empirically, research shows that supportive monetary policies, combined with fiscal
incentives, can significantly increase the amount of financing for green projects. In some
developed countries, low interest rate policies have triggered a surge in investment in
renewable energy, green infrastructure and other green technologies. In other words,
proactive monetary policy plays an important role in supporting the transition to a green
economy, which in turn supports global goals in climate change mitigation.

H2: Regulatory Framework Enhances Green Financing

A clear and robust regulatory framework is a decisive factor in increasing the banking
sector's engagement in green finance. In Indonesia, regulations such as OJK Regulation No.
51/P0OJK.03/2017 provide an important legal foundation to encourage commercial banks to
consider environmental risks in their decision-making. These regulations also require banks
to develop more sustainable and transparent strategies for financing, including annual
reports that include information on their sustainability activities.

A regulatory framework that supports green financing not only provides certainty for
banks, but also reduces risk for investors by ensuring that projects are funded in accordance
with established environmental standards. Under these regulations, banks are expected to
consider environmental and social impacts in lending, reduce financing for environmentally
damaging industries, such as fossil fuels, and increase financing for sustainable sectors, such
as renewable energy and green technology.

Regulations such as these also affect risk perception. In the absence of adequate
regulation, green projects are often perceived as higher risk due to uncertainty in
environmental regulation and market uncertainty. However, with a clear regulatory
framework in place, these risks can be better managed, thereby increasing investor
confidence and encouraging more banks to engage in green financing. In addition, strict
regulation can also encourage green finance innovation, such as the issuance of green bonds
or other sustainable finance products.

H3: Agency Conflicts Affect Green Investment Decisions

Agency conflict is a common problem that can affect green investment decisions in the
banking sector. In the classic agency model, management (as the agent) acts to represent the
interests of the owners (stakeholders or principals), but there are often differences between
the interests of the two parties. Management may be more focused on short-term goals, such
as increased profits or performance bonuses, while stakeholders tend to be more concerned
with long-term value and sustainability.

This agency conflict can significantly affect green investment decisions as sustainable
projects often require long-term commitment and may not generate quick returns like
conventional investments. Green projects such as renewable energy, waste management or
sustainable infrastructure tend to have longer and more uncertain payback periods than non-
green projects. Therefore, bank management that is focused on short-term results tends to
be reluctant to support such projects.

One major factor that exacerbates this conflict is the lack of incentives for bank
management to prioritize green investments. Bank managers may be more focused on
achieving short-term financial targets linked to their bonuses or compensation, thus
overlooking the potential long-term benefits of green investments that may be more aligned
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with the sustainability values expected by stakeholders. In addition, managers may feel that
green projects are riskier due to regulatory uncertainty, energy market volatility, or
dependence on government policies.

To address this agency conflict, one solution is to increase transparency and
accountability in green investment decision-making. The implementation of rigorous
environmental, social and governance (ESG) standards, as well as the preparation of more
comprehensive reports on green investments, can help ensure that the long-term interests
of stakeholders are prioritized by management. With more structured sustainability
reporting, shareholders and investors can better understand how management is managing
environmental and social risks in their investment portfolios.

Corporate governance mechanisms can also play an important role in reducing agency
conflicts. A board of directors that has a long-term view and focuses on sustainability can
influence management's strategy, encouraging them to include green investments in the
company's long-term planning. In addition, the implementation of long-term performance-
based incentives that link management bonuses and compensation to the achievement of
sustainability goals, can reduce management's focus on short-term profits and encourage
them to consider projects that support the environment.

It is also important to note that agency conflicts are not just limited to the relationship
between management and shareholders. Conflicts between other stakeholders such as
customers, the wider community, or the government, can also influence green investment
decisions. Banks may feel pressure from these groups to act more environmentally friendly,
but if the pressure is not aligned with short-term financial targets, the agency conflict may
deepen.

Mitigating agency conflict can also involve better communication strategies between
management and shareholders. With more discussion about the long-term benefits of green
investments, shareholders may better understand the importance of maintaining a
sustainable investment portfolio, even though short-term profits may be lower. This may also
help increase support for green projects at the management level, thereby reducing
reluctance to engage in green financing.

Overall, while agency conflicts can be an obstacle to green investment decision-making
in the banking sector, good governance mechanisms, transparency and sustainability-based
incentives can be important tools to address these issues. With these strategies, bank
management can be encouraged to consider the long-term benefits of green projects, which
are not only financially beneficial but also help achieve broader environmental and social
goals.

H4: Societal Pressure Drives Green Banking Practices

Public pressure on environmental sustainability is increasing as public awareness of
climate change, biodiversity decline and environmental degradation issues grows. In recent
years, public expectations of corporate social responsibility (CSR) and the implementation of
sustainable business practices have become clearer, including in the banking sector. This has
had a significant impact on the adoption of green banking practices.

This social pressure comes from various stakeholder groups, including consumers, non-
governmental organizations (NGOs), the media, and governments. These groups are
demanding more transparency in banking business practices, especially when it comes to
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lending and investment. Banks that provide financing to environmentally damaging projects,
such as the coal industry or deforestation, may face significant reputational risks, impacting
their relationships with customers and investors. Therefore, societal pressure is pushing
banks to shift their financing portfolios towards more environmentally friendly directions,
such as renewable energy, energy efficiency, and projects that support sustainable
development.

In addition to pressure from external stakeholders, the publicis also demanding greater
transparency in the disclosure of information related to green practices. The public is
increasingly requesting sustainability reports that include information on the environmental
impact of financial decisions taken by banks. These reports allow the public to evaluate banks'
commitment to sustainable development goals (SDGs) as well as compliance with
environmental, social and governance (ESG) standards.

Changes in public expectations are also driving innovative financial products that
support sustainability, such as green bonds, green loans, and sustainability-focused
investments. Banks that adopt these products show that they care about the needs of society
and support the transition to a green economy. This, in turn, increases public trust in these
banks, strengthens their reputation, and attracts more customers and investors who care
about the environment.

In addition, this social pressure makes banks realize that failure to adopt green banking
practices may pose long-term financial risks. Consumers and investors who are increasingly
concerned about environmental sustainability will migrate to financial institutions that are
more transparent and responsible in this regard. Hence, social pressure serves as an
important driving force for integrating sustainability into banks' business models.

H5: Financial Incentives Promote Green Investments

Financial incentives are one of the key factors that can encourage banks to engage more
in financing green projects. Monetary policies implemented by central banks, such as fiscal
preferences or preferential treatment for green investments, can significantly increase banks'
willingness to finance environmentally friendly projects. Some examples of financial
incentives include preferential treatment for green bonds, low interest rates for renewable
energy projects, or tax deductions on profits generated from green investments.

Green bonds have become one of the most significant financial instruments in
supporting green project finance. Banks that issue green bonds often benefit from lower
interest rates and access to a wider investor base that is concerned about environmental
issues. Green bonds attract institutional and retail investors who want to align their
investments with sustainability values.

In addition, in many cases, fiscal and monetary policies provide direct incentives to
support green banking. For example, governments may provide tax breaks or subsidies for
banks that finance renewable energy or environmental management projects. These policies
provide greater economic attractiveness for banks to participate in green financing, as the
risks associated with green projects can be mitigated through fiscal support.

Tax exemption policies on profits earned from green projects, or lower tax rates for
sectors that support the environment, can also boost green investment. These incentives
serve to compensate for the greater risk and slower potential returns of green projects. In
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addition, when central banks set lower interest rates for green projects, the cost of capital
falls, which in turn increases the attractiveness for banks to fund these projects.

However, while financial incentives have proven effective in increasing banks'
participation in green investments, there are challenges in terms of policy design and
implementation. Poorly designed incentives may trigger moral hazard, where banks may turn
to projects that appear green but actually have minimal or even negative environmental
impacts. Therefore, it is important for regulators to ensure that incentives are given to
projects that legitimately support environmental sustainability and have a positive impact on
sustainable development goals.

H6: Information Asymmetry Impedes Green Financing

Information asymmetry, where one party has more information than the other, is a key
issue in green financing. In this context, information asymmetry between banks and
stakeholders, such as investors, the public, and regulators, can create mistrust of banks'
commitment to conducting sustainable business. This hinders greater engagement in green
finance, as stakeholders may doubt whether the bank is truly integrating sustainability
principles in its operations.

Information asymmetry can take many forms. Banks may have better information about
the risks and opportunities of the green projects they finance, while external stakeholders
may have less access to this information. When stakeholders are unsure of a bank's
sustainability goals or strategies, trust in the institution may decrease. As a result, investors
may be reluctant to invest in green bonds or other sustainable financial products due to a lack
of confidence in the bank's commitment to sustainability.

To address this issue, better information disclosure and higher transparency from banks
is required. The preparation of comprehensive sustainability reports covering environmental,
social and governance aspects can help reduce this information asymmetry. In addition, banks
should adopt internationally recognized reporting standards, such as the Global Reporting
Initiative (GRI) or the Sustainability Accounting Standards Board (SASB), to ensure that the
information presented is reliable and comparable.

Information asymmetry can also be exacerbated by regulatory uncertainty. In countries
where sustainability-related regulations are underdeveloped, banks may face challenges in
determining which projects qualify as “green” or “sustainable.” When there is no clear
definition of green projects, information asymmetries between banks and stakeholders can
deepen.

In addition, green financial literacy among stakeholders also plays an important role in
addressing this information asymmetry issue. Increased financial literacy on green products
can help investors and the general public to better understand the value and risks associated
with green investments, thereby increasing trust in financial institutions involved in green
banking.

Overall, information asymmetry is a serious challenge in green finance, but with efforts
to increase transparency, financial literacy, and adherence to strict reporting standards, banks
can help build greater trust among stakeholders, which will ultimately lead to increased green
finance.
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Explanation of Discussion 2

1.

Identifying the Effect of Monetary Policy on Green Economy

This model illustrates how monetary policies, such as interest rate adjustments and
liquidity provided by the central bank, affect the banking sector in supporting the green
economy. For example, supportive monetary policies can create a conducive environment
for banks to extend green credit. This shows that monetary policy affects not only
traditional aspects of the economy, but also the transition towards a sustainable
economy.

Facilitating Understanding of Banking's Role in Sustainability

The model highlights the role of the banking sector as a key intermediary in supporting
green finance. Banks have an important role in providing financing for green projects, such
as renewable energy and green infrastructure. By understanding the influence of
monetary policy on banks' investment and financing decisions, the model helps
stakeholders-such as policymakers, banks, and investors-to align their strategies with
sustainability goals.

Emphasizing the Influence of External Factors

Besides monetary policy, the model also considers how other external factors such as
social pressure, regulatory framework, and agency conflicts affect the adoption of green
banking. Social pressure, for example, encourages banks to be more transparent in their
operations and adopt more environmentally friendly practices. These factors highlight the
complexity of implementing green policies in the banking sector and the importance of
cooperation between various stakeholders.

Outlining Challenges and Barriers to Green Finance

The model also shows how barriers such as information asymmetry and agency conflicts
can affect the implementation of green finance. These factors hinder the flow of
investment into green projects and emphasize the need for increased transparency,
accountability, and strict reporting standards to reduce uncertainty and build trust among
stakeholders.

Supporting the Development of More Effective Policies

By identifying the link between monetary policy and green economy adoption, the model
assists policymakers in developing more effective strategies to promote sustainability. For
example, by understanding the impact of fiscal and monetary incentives on banking
decisions, governments and central banks can design policies that encourage banks to be
more active in green financing.

Overall, this model is essential to help banks and policymakers in Indonesia understand

how monetary policy can support the implementation of a green economy and drive the
transition towards more sustainable development. The detailed and systematic description
of the analysis model of The Effect of Monetary Policy on the Implementation of Green
Economy in the Banking Sector: A Case Study in Indonesia is described in the following figure:
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Figure. 1 model analysis diagram The Effect of Monetary Policy on the Implementation of
Green Economy in the Banking Sector: A Case Study in Indonesia.

The description of the analysis model is presented as follows:
1. Monetary Policy

On the left side of the diagram, monetary policy plays an important role in driving the

economic sector, especially in the transition to a green economy. Monetary policy

includes various aspects such as:

v Interest Rates: The interest rate policy set by the central bank affects the cost of
borrowing and investment. Decreasing interest rates can encourage investment in
sustainable projects, while increasing interest rates can limit access to finance.

v Central Bank Regulations: Regulations from central banks provide the legal foundation
and direction to support the implementation of green policies, such as rules related
to environmental risk management.

v Sustainable Investment: Monetary policy can encourage sustainable investment by
providing incentives for banks to support green financing.

2. Green Economy Implementation.

The middle part of the model links monetary policy with green economy implementation.

The green economy aims to achieve sustainable development by maintaining a balance

between economic growth, environmental sustainability and social welfare. In the

diagram, green economy implementation includes:

v' Environmental Regulations: These regulations aim to ensure that the banking sector
complies with environmental standards and reduces negative impacts on nature.
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4,

v

v

Green Financing: Banks provide funding for projects that support the sustainable
management of natural resources, such as renewable energy, energy efficiency, and
emission reduction projects.

Corporate Social Responsibility: Banks are expected to play a role in supporting
sustainability through environmentally and socially friendly policies and practices.

Relationships and Flow of Influence
In this model, there is a direct relationship between monetary policy, green economy
implementation, and banking sector performance:

v

Impact of Monetary Policy on Green Economy Implementation: Monetary policies,
such as interest rates and central bank regulations, directly affect the ability of the
banking sector to support the transition to a green economy. Incentives provided by
central banks can increase investment in sustainable sectors.

Impact of Green Economy Implementation on the Banking Sector: The
implementation of environmental policies in the banking sector plays an important
role in improving the financial performance of banks, through green financing and
proper risk management.

Synergistic Effects: These three components are interlinked. Monetary policies that
support the green economy strengthen banking performance, which in turn
encourages broader green economy implementation in the financial sector.

The transition to a green economy is at the core of this model. The model illustrates
how monetary policy, through interest rate setting, central bank regulation, and
support for sustainable investment, plays a role in accelerating the implementation of
sustainability principles in the banking sector. In this context, the transition to a green
economy aims to shift traditional economic practices that focus on short-term growth
towards a more sustainable economic model that takes into account environmental
and social impacts, while maintaining economic stability.

The banking sector plays a key role in supporting this transition by adjusting their
financing, risk management and social responsibility policies. As such, this transition
includes not only implementing environmental policies in the economic sector, but
also driving fundamental changes in how financial decisions are taken, ultimately
aiming to reduce the carbon footprint of the economy.

CONCLUSION
Summary of Key Findings:

1.

2.

» The analysis reveals significant correlations between supportive monetary policies —

such as lower interest rates—and increased investments in renewable energy
projects by banks.

Implications for Policymakers:
» Policymakers are encouraged to consider climate risks as integral components of

their monetary frameworks while promoting sustainable development goals
through targeted financial incentives.

3.Call for Collaborative Efforts:

» A collaborative approach involving government agencies, financial institutions, and

civil society is essential for creating an ecosystem conducive to sustainable financing
practices.
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4. Long-term Vision Required:

» Achieving a successful transition towards a greener economy necessitates long-term
commitment from all stakeholders involved —especially within the banking sector—
to align financial flows with sustainability objectives.

5.Final Thoughts on Future Research Directions:

» Future research should continue exploring innovative approaches within monetary
policy frameworks that promote greater alignment with environmental goals while
addressing emerging challenges posed by climate change impacts on economic
stability.

By focusing on these aspects, this paper contributes valuable insights into how

Indonesia can harness its banking sector's potential through effective monetary policies
aimed at fostering a greener economy while navigating complex economic landscapes ahead.
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