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Abstract. Sustainable banking is a forefront of sustainable development. The
intermediation function in the banking industry is in a unique position in
sustainable development. This paper embodies the initiatives taken by the
banking industry regulatory authorities in Indonesia in sustainable development.
The study explore sustainable banking which includes Financial Inclusion (FI),
Corporate Social Responsibility (CSR), and Green Banking (GB). The study
results show a positive response in implementing sustainable banking issues
under the guidance of Bank Indonesia as the central bank. The result studies are
expected to reveal banking and policy making regarding the concept of
sustainable banking on sustainable development in Indonesia.
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1 Introduction

Sustainable development is an indicator of the success of development including
economic, social and environmental aspects. Because economic development requires natural
and environmental resources that will solve development problems in the future (Maryanti,
2020). The banking industry is in a unique position in sustainable development because it has
an intermediary function between depositors and borrowers. Sustainability is increasingly
being recognized as the center of growth for emerging market economies. For the banking
sector, this represents a position of demand for greater social and environmental responsibility
and a new landscape of business opportunities. Today, banks are starting to realize the big
impact of sustainable development on the hidden ways of developing society and, implicitly,
on the way to create banking value in the future.

Banking which includes commercial and investment banks and microfinance institutions is
united by the fact that they mediate financial flows by borrowing funds from individual or
organizational depositors and channeling these financial resources to individual or corporate
borrowers, mainly in the form of business and commercial loans. They offer financial services
to their customers on a short term basis and charge a fee for providing their financial
resources. They also perform a more intensive intermediary role for the economy by
minimizing risk and finding strategic ways to attract customers, which are their main business
goals (Roy, 2015).

In Indonesia, banking plays an important role in the development of the country's
economy. They are relentlessly trying to develop innovative financial products and provide
better services to their clients to ensure higher profitability. They need to find sustainable
ways of getting high-profit businesses to satisfy their shareholders. They are familiar with
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several sustainable products & services such as green banking, environmental risk ratings in
the credit assessment process, diversified savings & credit base for banks through financial
inclusion, technological advances in banking operations, mobile banking, and others. They
can also enhance their internal cost-saving strategy, which can drive sustainability. They have
also been able to compile internal guidelines and management systems to prevent losses due to
sustainability issues in financing (Abubakar & Tri Handayani, 2019). When investors,
consumers, and businesses wish to invest in sustainability, banks develop products that meet
their requirements (Jeucken, 2004). Thus, the development of a banking management system
based on sustainable principles is one of the current provocations.

The problem to be achieved is how do banks contribute in implementing the principles of
sustainable finance in Indonesia? This will be analyzed descriptively on the sustainability
performance of banking in Indonesia. The main problem in this paper is the role of banks in
implementing the three pillars of sustainability, namely economic, social, and environmental
aspects without abandoning the principles of sustainable finance that adhere to risk
minimization and financial transparency. To study and analyze it is not an easy thing.
Therefore, in this study the analysis will be focused on the sustainable financial reports of
banks by taking into account economic aspects, namely financial inclusion (FI), social aspects,
namely corporate social responsibility (CSR), and environmental aspects, namely green
banking (GB).

2 Literature Review

Banks play a central role in mediating capital and assets between the surplus and deficit in
household spending throughout the economy (Cull et al., 2013). They bear a big responsibility
for sustainable development (Scholtens, 2017; Galaz et al., 2018). Mark Carney, governor of
the Bank of England, pointed out that climate change is a major concern for the financial
industry (Carney, 2015).

The potential risk of bank default in the financial system has an impact on systemic
sustainability (bank risk) (Homer-Dixit et al, 2015; Keys et al 2019). Systemic sustainability is
a human-driven process interacting with socio-ecological connectivity (Galaz et al., 2018).
Then, its relevance to society plays a role when a banking case occurs (Berger et al., 2017).

The banking industry focuses on the sustainability of their production and their position in
the economic chain (Dafermos et al, 2018; Kemp-Benedict, 2018). The banking sector plays
an important role in economic transformation, which implies sustainable accounting to reduce
the external (unpaid) economic effects of the production process (Heal, 2008).

Economic systems directly affect sustainability such as pollution, inequality due to the use
of water, human capital and energy (Semenova & Hessel, 2015; Dortfleitner et al, 2015).
Sustainability in industry is proxied by the characteristics of environmental and social
management (Friedge et al, 2015). As an intermediary in financial services, banking takes into
account the environmental, social, government policies and company or organizational
policies.

Several studies investigating sustainability in the financial industry, for example, Simpson
& Kohers, 2002 in the United States; Scholtens, 2007 in the Netherlands; Menassa, 2010 in
Lebanon; Callado-Munoz & Utreto-Gonzales, 2011 in Spain; Uddin et al, 2012 in Bangladesh;
Saxena & Kohli, 2012 in India; Kamal, 2013 in Egypt, Adewale & Rahmon, 2014 in Nigeria;
Malik & Nadeem, 2014 in Pakistan; Paulik et al, 2015 in the Czech Republic. This literature
shows variations in dealing with sustainability that result in better financial performance.



When the global financial crisis occurred, it was discussed the sustainability of banks with
social responsibility (Paulik et al, 2015; Cornett et al, 2016; Scholtens, 2019).

Researchers have revealed a close relationship between finance and sustainability (in
relation to economic, social, and environmental issues (Cornett et al, 2016; Bouslah et al,
2018; Berger et al, 2017). They found a return on average assets (ROAA) relationship, and
capital asset ratio (CAR) is related to sustainability (Laeven & Levine, 2009; Berger et al,
2017). Several studies focus on financial, social, environmental risks (Sun & Cui, 2014;
Bouslah, 2018) which place risk as dependent variable which explains the sustainability
variable.

Corporate Social Responsibility (CSR) is an embodiment of sustainable development
because it is contained in the three pillars of sustainability in the social aspect (Lopata et al,
2016; Zahid & Ghazali, 2015). This CSR refers to the balanced use of resources by
incorporating economic, social and environmental needs without sacrificing the needs of
future generations (Ong et al, 2016). Companies that practice sustainability can increase
capital (Cheng et al, 2014; Loannou, 2015), reduce financing costs (Dhaliwal et al. 2011)
reduce regulatory limits and achieve more profit (Brammer et al., 2008).

CSR practices in the banking industry cannot be separated from the business dimension in
economic, social and environmental aspects (Hussain et al, 2016). This CSR practice reveals a
way of life and work that is integrated with aspects of sustainability without destroying the
needs of future generations (San, 2016).

In previous researchers who studied the CSR approach in the banking industry through the
existence of the CSR index quality score (Hooks et al, 2011; Haniffa & Cooke, 2005);
Ghazali, 2007). The CSR index in the context of sustainability is mostly done in sustainability
research (Haniffa & Cooke, 2005). Comparison of the value of the CSR reporting index
depends on the benefits received and reflects the responsibility of the company or organization
in society (Unerman, 2000; Al-Tuwaijri, 2004).

Banks play a role in providing funding for projects and investments that can potentially
cause environmental damage (Handajani, 2019). Thus, the role of banking becomes crucial by
considering environmental issues in lending (Bryson et al, 2016) which identifies the factors
that encourage banks to use green banking-based services which are considered green
innovative practices and policies. Green innovation is an effective exploitation of new ideas to
create environmental products, which can generate higher profit margins (Dangelico & Pujari,
2010). The company's efforts to actively implement environmental-related ideas facilitate
companies to develop new practices or products among competitors, reduce costs, seize
opportunities and become market leaders (Bryson et al., 2016).

Several studies reveal the factors that encourage banks to practice green banking. The
study of Bose et al. (2018) in testing banks in Bangladesh found that the guidelines for green
banking regulations issued by the central bank have a positive impact on the level of green
banking disclosure. Customer attention is also one of the factors that encourage green banking
practices that can help banks develop marketing strategies in the context of green innovation
(Bryson et al., 2016). These findings reveal that customer attention to using green banking
products is influenced by integrity towards the environment, attitudes towards green banking,
concern for the environment and collectivism.

However, a different study conducted by Ahmad et al., (2013) using factor analysis found
that economic factors, policy guidelines, loans, stakeholder pressure and legal factors were
factors that influenced the adoption of green banking by commercial banks to ensure
sustainable economic development. Various arguments underlie the company's strategy in
implementing green banking practices. Chen (2011) states that companies should improve



their environmental organizational culture and environmental leadership to enhance the
corporate green organizational identity and further to increase their green competitive
advantage.

In connection with the bank's efforts to reveal issues related to green banking, banks are
actually trying to gain legitimacy from regulators and the public. Several banks have used
green banking as a powerful management tool because through the green banking report the
company will get a green banking performance rating which will help improve the company's
reputation (Hossain et al., 2016). It is further stated that green banking includes the bank's
concern for the environment and other positive activities to conserve the environment and
prevent environmental pollution.

However, green banking can also contribute to company performance. The empirical study
of Ramiah et al (2016) found that investors will have the opportunity to get abnormal returns
around environmental policy announcements. Thompson & Cowton (2004) reveal that British
banks incorporate environmental considerations into their corporate lending decisions by
using developmental information sources in environmental reporting when making corporate
lending decisions. Therefore, green banking has become a crucial factor in the management of
banks today, thus becoming an important part of banking strategy.

3 Result and Discussion
3.1 Public Bank Initiative on Sustainability Issues

Based on policy of POJK No. 51 / POJK.03 /2017 concerning sustainable finance requires
all financial service institutions, including banks to apply the principles of sustainable finance.
This principle accommodates to protect and improve the environment as well as to preserve;
safeguard current and future natural resources, biodiversity, wetlands and wildlife. Thus
sustainable development has become a constitutional obligation in Indonesia and sustainable
banking is the front line of sustainable development through sustainable business.

At the end of 2014, the Financial Services Authority (OJK) launched the Sustainable
Finance Roadmap. Sustainable finance is the real role of the Financial Services Institution to
encourage sustainable growth (sustainable development) resulting from the harmony between
economic interests (profit), social (people), and environment (planet) or known as 3P.

Specifically for the Financial Services Industry, the implementation of sustainable finance
aims to increase the resilience and competitiveness of so that they can grow and develop in a
sustainable manner; Providing the funding sources needed by the community referring to the
National Medium Term Development Plan (RPJMN); and Contributing to the national
commitment to the problem of global warming (global warming) through business activities
that are mitigating and adapting to climate change towards a competitive low carbon
economy.

The appreciation for the efforts that have been made by banks has encouraged the
development and implementation of sustainable finance to support the implementation of
Sustainable Development Goals (SDGs) in Indonesia. Banking initiatives to support the SDGs
include the company's contribution in supporting sustainable development, which is reflected
in the company's vision and mission, medium and long-term corporate strategy, financial
performance, social and environmental responsibility, leadership and innovation, especially in
its business activities so that it is aligned with values, 3P and implement Good Corporate
Governance (GCQ).



Since 2016, a sustainable finance award (SFA) has been held, which is a form of banking
initiative for the implementation of SDGs in banking in Indonesia. This SFA contains
documents for the Company's Annual Report, a statement of the company's vision and
mission, a company strategic plan for the next 3-5 years, a portfolio of environmentally
friendly fund / investment / financing placements and a report on the implementation of
Corporate Social Responsibility (CSR) and a Sustainability Report. Portfolio of
environmentally friendly funds / investment / financing placements to business sectors such as
clean and renewable energy (including hydro / solar / wind / biogas, biomass), energy
efficiency, sustainable certified plantations (such as RSPO / ISPO for palm oil ), PROPER
rating (Blue, Green, Gold), products that have eco-label including recycled products,
companies receiving ISO 14.000 and ISO 26.000.

3.2 Public Bank Indonesia Initiative on Financial Inclusion

Public bank has consistently implemented credit financing policies in environmentally
friendly business sectors where this has been regulated in internal regulations such as: Credit
Credit Policy which prohibits financing for businesses or projects that endanger the
environment with Credit Procedure Standard which among others regulates obligations of
prospective debtors to submit Environmental Impact Analysis in financing to businesses /
industries that are required or Environmental Management and Monitoring Efforts in

accordance with applicable laws and regulations st}

The Obligations of prospective debtors to submitstithe results of an assessment of the
Company Performance Rating Program in Environmental Management (PROPER) issued by
the Ministry of Environment, especially for companies that have an important impact on the
environment; has a very large amount of environmental pollution or damage; potential to
pollute or damage the environment; registered on the capital market both at home and abroad;
export oriented.

After that, Industry Acceptance Criteria Palm Oil which has been updated in several
aspects such as not being allowed to distribute peat land financing, both new and existing
debtors of public bank; Land area for planted at least 3,000 Ha; preferably land status; Have a
Plantation Business Permit; Have a (Standard Operation Procedure) SOP for Prevention and
Handling of Land Fires, have standard re-handling equipment in accordance with the criteria
of the land and have a special re prevention team that is trained according to the Directorate
General of Forestry standards; and Plantation companies with an area of 250 hectares or more
must facilitate the development of community gardens around a minimum of 20% of the total
area or as stated in the location permit.

In addition, Public Bank has also formulated the Sustainability Banking Principles, which
are all principles of managing bank activities in aspects of Customer, Business Strategy,
Banking Operations, Risk Management, Human Capital and Community Development. In one
aspect of Risk Management it is stated that the bank considers and mitigates all risks including
environmental & social risks in business activities.

In preparing the Sustainability Financial Action Plan, public bank conducts a review of the
policies, processesitriand activities that run on the company, and establishesistra methodology
for determining priority sectors and strategies for sustainable financial implementation. The
Sustainability Financial Action Plan program will be focused on a 1 (one) year and 5 (five)
year program for financing in 4 (four) priority sectors in the Large Corporate segment, which
is implemented by preparing investment and financing policies, reporting procedures, and
disclosure of the Sustainability Financial Action Plan. These Plan also includes



Environmental, Social and Governance initiatives on micro banking, as well as the
implementation of Corporate Social Responsibility (CSR) activities that meet the concept of
sustainable development.

With such coverage, this plan does not merely comply with regulations, but can be a real
reference for public banks in implementing sustainable finance, both at the Head Office and in
all operational offices throughout Indonesia. Through the plan, banks show its sincerity to
realize sustainable development, as well as efforts to control climate change.

3.3 Public Banks Indonesia on Initiatives Corporate Social Responsibility

Public banks have creative home is a step taken to support collaboration in forming the
Digital Economy Ecosystem through fostering capacity building and capabilities for business
start-ups and / or Small and Medium Enterprises (SMEs). This home acts as a data and
information center as well as a center for education, development and digitalization
(Incubators) for SMEs.

The main objective of establishing creative home is to help access SME marketing in
Indonesia through digital e-commerce. It is also useful to improve the quality of SMEs and is
expected to have an impact on the progress and improvement of MSME businesses that can
create a good Digital Economy Ecosystem. Providing guidance to MSME Partners with a
focus on the fashion sector (Weaving, Songket, Batik), Food and Crafts. Coaching for foster
partners covering 3 (three) aspects, namely Go Modern, Go Digital, Go Online such as digital
marketing training, product design training, training financial management training, digi-
preneur training, copywriting training. Conducting various exhibitions in national events to
introduce products from fostered partners to the general public.

For describing cyber security management activities carried out by public banks
untilst2019 (both in terms of governance and human resources involved to risk mitigation
undertaken) in the 2019 Annual Report and Sustainability Report. It manages cyber
securityisterisks in the Governance aspect byitrbuilding 5 (five) capabilities, namely data
security policies; protection of customer data including modifications; audit (internal and
external); IT Committee; and data security awareness policies. The data security provisions in
accordance with the data life cycle (create, access, use, store, share & disposal) no later than
December 2020. The management of cyber securityistirisk to protection aspects, by building
four (4) areas, namely the capability of a data security protection; user access management;
operational risk management tools; and risk assessment of IT Service Providers.

3.4 Public Banks Indonesia on Initiatives Green Banking

Public banks committed to improving environmental and social performance through the
transformation of work culture that supports green behavior in operational activities. Activities
or programs undertaken include the Green Office Program in the context of efficient use of
energy (electricity & water) and emission reduction.

In 2019, the Bank has made various efforts to save electricity energy, among others by
increasing the glass panes in existing buildings, replacing TL lights to LEDs, turning o lights
during recess, activating a certain number of elevators during holidays, reducing the use of
excess electricity in all unit work, as well as the use of low OTTV (Overall Thermal Transfer
Value) glass.

Banks also realizes that the source of cleanistswater is increasingly limited, and that it
requires large costs to process raw water into drinkable water, so the Bank implements a water



saving policy in accordance with Nota No. HBK.CSC/CMA/2019 about eco-friendly action.
The bank’s efforts to save water include installing recommendations to use water wisely,
checking water installations regularly to minimize leakage, and using recycled water,
especially at the Head Office. The recycled water is used for various purposes, such as
watering plants, cooling air-conditioning water, and water to push the closet. With these
various efforts, until December 31, 2019, the Bank has resulted inikpian increase in the use of
recycled water by 31% and reduced the contribution of drinkable water use from 85% in 2016
to 69% in 2019.

After that, the use of environmentally friendly materials, namely the use of glass material
that can reduce UV rays and reduce heat absorption in buildings in several existing and
currently under construction banks buildings. The separation of plumbing installations for
gray water and black water and water recycling systems for processing into clean water again.
The installation of solar panels in several existing banks buildings and those being built.

As an initial step, the eco-friendly action will begin to be implemented in the Head Office
and several banks areas of the Jabodetabek Region and Kalimantan Region. Green actions
taken are: reducing the use of plastic in all work units, among others. bring a personal tumbler
at a meeting and provide re 1l drinking water at the meeting; reducing the use of paper in all
work units such as actively using email as information sharing and internal meeting
invitations, digitizing tools kits & materials to stakeholders; reducing energy consumption
(electricity and water) in all work units such as taking enough water, reporting leakage of taps,
turning o lights during recess; and cooperating with all office building managers to separate
office waste into 2 (two) and or 3 (three) categories, namely organic, non-organic, and B3 /
Toxic Hazardous Materials.

As a form of corporate responsibility in the aspect of environmental sustainability in
supporting the sustainable financial agenda, banks implement a Green Campaign. Green
Campaign is an activity that aims to educate the public on the importance of maintaining the
preservation of nature by utilizing clean and environmentally friendly energy as a form of
environmental awareness.

4 Conclusion

The study analyzed current policies and implementation status of sustainability in the
banking industry of Bangladesh with special reference to Financial Inclusion (FI),Corporate
Social Responsibility (CSR), and Green Banking (GB). The study revealed a positive
response in implementing the sustainability issues by the banks in various capacities although
a little research was done by others on this line. Thus the proposed study is a modest attempt
to shed light on the mostly concerned issues of the current time, i.e. sustainability issues in
banking industry in Indonesia. Banks are already instructed to follow some of the policy
guidelines from the central bank and at the same time banks are also familiar with some of the
sustainable products & services like green banking through technological advancement in the
banking operation, environmental risk rating in the process of credit appraisal, diversified
deposit & credit base for banks through the financial inclusion etc.

In Indonesia, there are serious gaps in understanding basic financial concepts and an
understanding of the benefits and risks associated with particular financial decisions, including
spending, borrowing and saving. Due to lack of appropriate basic financial knowledge/literacy
and various regulations of government and law enforcing agencies, people have difficulty in
learning about new innovative financial products & services as well as the consequences of



violating the rules and regulations related to the financing, social & environmental aspects.
Bank has a financial literacy program using radio, TV and internet to point out some of these
knowledge gaps and helped to build awareness in the underprivileged segments of the society.
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