Nugroho, Lucky

Article

The challenges of microfinance institutions in
empowering micro and small entrepreneur to
implementating green activity

Provided in Cooperation with:
International Journal of Energy Economics and Policy (IJEEP)

Reference: Nugroho, Lucky (2017). The challenges of microfinance institutions in empowering
micro and small entrepreneur to implementating green activity.

This Version is available at:
http://hdl.handle.net/11159/1216
Kontakt/Contact
ZBW – Leibniz-Informationszentrum Wirtschaft/Leibniz Information Centre for Economics
Düsternbrooker Weg 120
24105 Kiel (Germany)
E-Mail: rights[at]zbw.eu
https://www.zbw.eu/econis-archiv/

Standard-Nutzungsbedingungen:
Dieses Dokument darf zu eigenen wissenschaftlichen Zwecken
und zum Privatgebrauch gespeichert und kopiert werden. Sie
dürfen dieses Dokument nicht für öffentliche oder kommerzielle
Zwecke vervielfältigen, öffentlich ausstellen, aufführen, vertreiben
oder anderweitig nutzen. Sofern für das Dokument eine OpenContent-Lizenz verwendet wurde, so gelten abweichend von diesen
Nutzungsbedingungen die in der Lizenz gewährten Nutzungsrechte.
https://zbw.eu/econis-archiv/termsofuse

Terms of use:
This document may be saved and copied for your personal
and scholarly purposes. You are not to copy it for public or
commercial purposes, to exhibit the document in public, to
perform, distribute or otherwise use the document in public. If
the document is made available under a Creative Commons
Licence you may exercise further usage rights as specified in
the licence.

International Journal of Energy Economics and
Policy
ISSN: 2146-4553
available at http: www.econjournals.com
International Journal of Energy Economics and Policy, 2017, 7(3), 66-73.

The Challenges of Microfinance Institutions in Empowering
Micro and Small Entrepreneur to Implementating Green Activity
Lucky Nugroho1*, Wiwik Utami2, Taufik Akbar3, Willy Arafah4
Mercu Buana University Jl. Meruya No.1, Meruya Selatan, Jakarta Barat, Jakarta, Indonesia, 2Mercu Buana University Jl. Meruya
No.1, Meruya Selatan, Jakarta Barat, Jakarta, Indonesia, 3Mercu Buana University Jl. Meruya No.1, Meruya Selatan, Jakarta Barat,
Jakarta, Indonesia, 4Trisakti University JL Kyai Tapa No.1, Jakarta, Indonesia. *Email: lucky.nugroho@mercubuana.ac.id
1

ABSTRACT
This study aims to examine the challenges of microfinance institutions (MFIs) in empowering micro and small entrepreneur to concern and care not
only for the business growth but also the environmental sustainability in their surroundings. Indonesia as developing countries also faces the
environmental degradation that contributes by micro and small entrepreneurs. Moreover MFIs have substantial relationships in term to preserve the
environment because of the objectives are not only achieve the profit but also balancing with the social (people) and environment (planet)
achievement and MFIs clients also micro and small entrepreneur who as the majority contributor of environment degradation in developing
countries. The discussion of the paper is determined by three research questions (i) What’s the role of MFIs in preserving the environment? (ii)
How the role of corporate governance in MFIs? (iii) How the implementation of corporate governance in MFIs in empowering micro to
implementing green activity (Indonesia evidence)? In addition, to ensure the commitment of MFIs should exist corporate governance, which
supervise the compliance with Act No.1 2013 related to the sustainability concern from MFIs because until now the impact of the act has not given
the significant impact yet because of the importance is not only the existence of regulation but also the consciousness all stakeholders related to
comply and implementing of green activity.
Keywords: Green Microfinance, Corporate Governance, Sustainability
JEL Classifications: G2, G34, Q56

1. INTRODUCTION
The third world and developing countries in general attempt to
induce economic growth, which aim to increase the prosperity
of their citizen by decreasing of the poverty level. In any case
the improvement of the individual welfare during the process
of economic development presents a lot of controversial issues
in terms of environmental impact. In this respect Grossman
and Krueger (1994) questioned if the economic development
in developing countries has led to environmental hazards or
actually just increasing incomes and wealth have an impact on
the ecological problems. The economic development increases the
industrial activities and generates ecological problems such as the
extinction of species, land degradation and global warming. These
ecological problems have a negative impact on the individual’s
quality of life and on the development of a sustainable society
(Mc Donald et al., 1997; Cook et al., 1999). Many environmental
damages are caused by human activities driven only by an
66

economic motivation without taking into consideration the
importance of the environment for human life (Jegasothy, 1999;
Abbas, 2012). Nevertheless, the economic development and
economic growth should continue, because these processes allow
the achievement of a better condition for the people and without
ignoring the next generation life quality.
In any case economic development should be useful not only
for the current communities, but also for the future generations,
in other word sustainability is economic development that
meets present need without compromising the ability of future
generations to meet their own needs (United Nations, 1987).
Thus, we need to balance economic growth, ecological impact and
social impact (as a triple bottom line) with those three elements
that should be integrated into every development activity (Pereau
et al., 2012). Furthermore, in developing countries, there are
constraints to the implementation of sustainable development
processes, especially associated with environmental issues. These
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constraints are the following: (i) The approach to development is
very pragmatic, focused only on economic development (profit
oriented); (ii) the use of natural resources is driven by the need
of products, which is actually the satisfaction of all the market
needs. This condition leads to an uncontrollable exploitation of
the natural resources; (iii) in the developmental process the areas
of finance, trade, investment, and technology is not integrated
with the environmental planning. In developing countries, the
economic development may result in two diverging kinds of
impact: A positive impact represented by the increase of the
national per capita income but also a negative impact resulting in
the environmental damage.
The majority of the people in developing countries is a low
income or the poor, which need access to financial services from
microfinance institutions (MFIs) to sustain their economic activity
and also to fulfill their household needs. MFIs play an important
role in the economic development of developing countries in
probide financial services to low income people (Karlan and
Goldberg, 2011; Hudon, 2011) and at the same time MFIs balancing
financial and social performance (Morduch, 1999; Copestake et al.,
2005, Armendariz and Labie, 2011). MFIs in developing countries
also relate to the preservation of the environment (Allet, 2012).
In developing countries the small-scale activities conducted by
the micro entrepreneurs entail environmental risks representing
direct threats to population’ health and livelihoods. MFIs clients
are poor people who have low income. Usually poor people,
lack of education and knowledge, thus they are not concerned
by environmental issues and sometimes they’re also directly
contributing to the destruction of the environment. Associated
with this condition, recently, some donors and experts claim that
MFIs could play a role in fostering pro-environmental behaviors
among their micro and entrepreneur clients (Allet, 2012).
MFIs are part of the financial market system which works well if
there is a harmonious relationship with the other components of the
system. According to Ledgerwood and Gibson (2012) the players
in the financial market system are the private sector, the public
sector but also the civil society and the consumers. For MFIs the
fulfillment of the triple bottom line (especially for environmental
part) will take occur only if all the players (stakeholders) of the
financial market system will play a proper and consistent role
in achieving a sustainable development. This rule of the game
includes formal (regulations and standards) and informal rules
(social conventions and cultural norms) are very important to
enforce all the players of the financial market system to implement
the triple bottom line.

2. RESEARCH OBJECTIVE
This research is driven by the emerging environmental challenges
in developing countries such as country in Asia and Africa
continent which contribute from micro and small entrepreneurs
who also has a low education level related to the environmental
issues. Furthermore, MFIs as a financial service for the micro
and small entrepreneur should have role to influence their clients
to become conscious in term of the importance of environment
in their life and business. The consequence of these issues

stakeholders should make a special regulation regarding the
environmental protection linked to the regulation of microfinance
services. The article focus on literature review according the role
of corporate governance in green microfinance.
The scope of this article is the study of the literature review, which
link between the corporate governance and green microfinance,
this research is limited by the following research questions:
• What’s the role of MFIs in preserving the environment?
• How the role of corporate governance in MFIs?
• How the implementation of corporate governance in MFIs in
empowering micro to implementing green activity (Indonesia
evidence)?
The research provides additional references concerning the role
of corporate governance in green microfinance activities with
particular reference to developing country context. The results
of this study are expected to provide a useful and practical
contribution to the management of MFIs and their stakeholders.

3. METHODOLOGY
The conceptual framework in this study is based on “Stakeholder
Theory,” Ansoff (1965) was the first to use the term “stakeholder
theory” in defining the objectives of the company in which the
main goal of the company is to achieve the ability to balance the
conflicting demands of the various stakeholders in the company.
Furthermore, Freeman (1983) defines stakeholders as “any group
or individual who can affect or be affected by the achievement of
corporate objectives,” where elements of the stakeholders of the
company, including shareholders, creditors, employees, customers,
suppliers, public interest groups, and government agencies.
Regarding to Vallerand and Bissonnette (1992) stakeholder can
encouragement for someone to achieve certain goals. This theory
deals with the strategy or policy that is used to create specific
consequences. Corporate governance is as a variable in the
organization to achieve its goals by providing rewards or sanctions
for certain conditions that have been determined. Because behavior
change does not happen with spontaneity, but there must be a
request or through a provision that has been formalized externally.
Consequences of the request and the provision is in the form of
rewards and sanctions.
Legitimacy is owned by the Central Bank (CB) and Financial
Service Authority as the regulator should clearly or explicitly
regulate MFIs to perform activities concerned with the
environment because of regulation are one of the main factor to
enforce implementation of green microfinance. Parallel in this
condition, MFIs also has an important role to prevent further
environmental damage, and repair the environmental damage that
has occurred, through MFI clients. Clients of MFIs are the actor of
the environmental destruction, so that with the green microfinance
implementation, the client’s behavior becomes more concerned
about the preservation of the surrounding environment and repair
the damage that has occurred.
Based on the theory, the conceptual schema framework in this
study is as follows in Figure 1.
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Figure 1: Conceptual framework scheme

Based on the conceptual framework schema of the Figure 1, the
article’s purpose in this study was to determine the role corporate
governance related laws or regulations that have been issued
addressing to green microfinance and its impact on micro-finance
institutions. In previous research, according to Allet and Hudon
(2013) larger MFIs in term of profitable, mature and regulated,
they perform better in environmental policy, ecological footprint,
and environmental risk assessment because they are covered by
environmental liability regulations, MFIs registered as a bank
may be likely to perform better in environmental management.
Furthermore, regulations play an important role in green product
innovation and green process innovation, regulation is one of the
most important factors in driving firms to engage in behaviors
of benefit to the environment, firms tend to develop defensive
environmental strategies (Lin et al., 2014).

4. THE ROLE OF MFIS IN PRESERVING
THE ENVIRONMENT
The originality of microfinance services objective, it’s to achieve
the double bottom line. That is mean microfinance institutions
are mindful not only about financial performance, but also by
social indicators. Econometric analysis is used to assess financial
performance, and guidance is provided for extending the analysis
of social performance indicators or MFIs have a double aspect:
Financial and not-for-profit. Therefore, appropriate to assess
their performance not only of financial ratios, but also by social
indicators (Frank, 2008; Armendariz and Labie, 2011; Hudon,
2011; Stuart, 2011; Balkenhol and Hudon, 2011; Cinca et al.,
2011). In other word the MFIs was designed to serve unbanked
poor and, it’s seen by some as a magic wand against poverty that
is supposed to solve it all (Armendariz and Labie, 2011), but
microfinance neither a panacea nor a magic bullet, and it can’t be
expected to work everywhere or for everyone (Armendáriz and
Morduch, 2010).
Global warming is caused climate change has a negative effect
that is remarkable for human life on earth, natural disasters that
could be due to the effects of climate change turns occur various
countries in the world. Greatest impact when it’s covered by
the natural system: Extreme weather such as heavy rain, storms
with stronger force, and heat waves. Polar ice melt triggering
sea level rise that threatens citizen community, ecosystem, and
in the coastal city, also have broad impact of ocean acidification
for marine species, including coral reefs. Nevertheless the most
dangerous, according to scientists fear is the impact on human life,
68

such as health, home, and food that is caused by the increased of
temperature (Abbot and Wilson, 2014).
Then the question comes up, is there a link between poverty
and environmental concerns? The link between poverty and
environment is often mentioned in sustainable development
(Reardon and Vosti, 1995; Simpson and Weiner, 2009), its mean
the development should be given the impact not only for recent
generation but also for the next generation. Link between poverty
and environment its shown in recent year, there is an effort from
the development practices to the empowerment of MFIs with
starting to consider their environmental bottom line in addition
to their financial and social objectives (Allet and Hudon, 2013).
But why should microfinance should concern in environmental
bottom line? Allet (2013) mention the clients of MFIs should be
responsible for climate change because they have an impact on
the environment. The clients of MFIs have contributed in major
environmental risk like chemical pollution, solid and liquid
wastes, pollution emissions, inefficient production processes
(energy-consuming, waste-producing), and degradation of natural
resources. Regarding this risky, there are environmental issues
in the community, such as health and sanitary issues, economic
consequences, risk of conflicts, increased vulnerability and food
security. Associated in this condition the donors in MFIs and the
experts in this field, believed MFIs has capacity to involve in
environmental concern in their activities to be third bottom line
or additional from the original MFIs objective double bottom line,
the triple bottom line element that consist of financial performance,
social performance and environmental performance (Copestake,
2007; Green Microfinance, 2007; Van Elteren, 2007; FMO,
2008; Schuite and Pater, 2008; Rippey, 2009; Agier and Szafarz,
2013). We believe green microfinance activities will be significant
contribute to anticipate the impact of climate change for livelihood,
because of the small scale activities in developing countries has
the threat of environmental destruction (Allet, 2013), and MFIs
as the institution directly contact with the grassroots community.
Addressing in this condition, the services of MFIs could be as
intermediaries, and have the opportunity for the dissemination of
environmental awareness-raising information (Hall et al., 2008;
SEEP Network, 2008). In line with this issue, Kaushal et al.
(2005) also mention that microfinance has a positive impact on the
environment, because of there is a positive link between access to
micro credit and forest regeneration in 27 Indian villages.

5. THE ROLE OF CORPORATE
GOVERNANCE IN MFIS
According Labie and Mersland (2011), governance is the whole
set of mechanisms that controls the managers are indeed running
the organization as established by their missions in other word,
governance is all about to achieve the goal corporate (Mersland and
Strom, 2009). Furthermore, what kind of tools can be controlled
the managers of MFIs? First of all we need rules, rules is a
direction for doing some particular activity, its included formal
(regulations and standards), and informal rules (social conventions
and cultural norms) that influence the behavior of financial market
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players, and also consumer (Ledgerwood and Gibson, 2012).
Based on microLINKS Wiki (2010) related formal rules and
informal rules as follows; formal rules consist of the written laws,
government policies, formal regulations, and industry standards
that are formally documented and (sometimes) enforced. They
are shaped and influenced by the informal rules of the society or
business community. Formal rules affect clients by setting legal
frameworks and industry standards that influence market access,
the range of products, and the competitive landscape, which,
in turn, affect providers and their ability to serve their markets
appropriately. Informal rules are unwritten, tacit rules that define
acceptable roles and activities for different individuals based on
a combination of social norms, culture, and historical factors.
Informal rules related to a specific community tend to adopt such
rules, codes of conduct, and regulations based on a combination
of norms associated with different social institutions. Informal
rules can contribute to the effectiveness of formal rules when the
norm is compliance or when formal rules codify informal norms
already widely accepted, beside that informal rule may also emerge
in response to formal rules that do not work well for a particular
group. Informal rules also influence the supply side of the market
or product they may be manifested in, for example, industry norms
in relation to innovation and risk, which, in turn, drive attitudes
and practices to develop new products.
Ledgerwood (2012) mentions the key players in relation
to formal rules are government organizations and industry
associations. The increasing complexity of financial systems and
new innovations within them such as the green finance activity
become new challenges for rule makers in terms of not only what
the rules should be, but who should make and implement them.
Furthermore, protecting the environment and reducing poverty
has emerged as key policy goals in the developing world, because
of in developing country’s majority the people are poor or near
poor. Poverty has circulation in deterioration of environmental
(Falconer and Michael, 1989; Falconer, 1990; Dasgupta and KarlGöran, 1994). Poor or near poor community as part of MFIs clients
because of MFIs was designed for served unbanked people, based
on this, MFIs could be used as intermediary by the government
to communicate, socialize, and campaign to the grassroots for
conserving the environment. Nevertheless In developing countries
legal and legislative frameworks are inadequate and environmental
enforcement authorities are weak. The weak government
regulation in developing countries because of poverty is more
prevalent, citizens are forced to discount environmental amenities
is-à-is immediate priories of sustenance and income growth.
“Citizens in developing countries are also relatively uneducated
about environmental safety, including remedial techniques,
alternative clean technologies, and cost-effective occupational
safety standards” (Wenner et al., 2004).
Green microfinance is financial services to the poor in one region
or country, which is one of the activities is to provide soft loans to
individuals or groups of individuals who work directly to support
the development of green and sustainable social development,
create green jobs and environmental solutions progressive for
the things that destroy and pollute the earth (Rouf, 2012). The
same thing also expressed by Allet (2012), the financial activities

of the green on MFIs include: Loan screening in accordance
with environmental criteria, offering micro credit to support
clean technology, or training their clients about the practices of
pro-environment. There is a close relationship between MFIs in
protecting the environment, because clients of microfinance are
also actors on environmental destruction, and they are not aware
of it because of the low level of education. Discourse latest green
microfinance, and became the topic of a workshop-hosted by
the University Meets Microfinance organizations which held on
3-4 July 2014 at the Frankfurt School of Finance and Management,
making Green microfinance activity is a part of the operations of
MFIs in the world. In this event also declared activity green finance
is as balancing on operational MFIs. With green microfinance
activity put it on the agenda of the MFIs, the workers and clients
on MFIs have an understanding, that survive life at this time with
no harm to the environment, and doing a business activity today
without compromising the next generation wellbeing.
To enforce the implementation of the green microfinance, needed
a regulation (law or act) from the government as a key player that
conduct and govern these activities and supervise (make sure
that the law is respected and how to apply the regulation) the
implementation of it. As rule makers, government has function
to promote financial inclusion, consumer protection, rule making,
design business models, and as authority to give permit a new
actor into the financial service sector (Ehrbeck et al., 2012).
Furthermore Staschen and Nelson (2012) mention the main
participant in developing formal rules related MFIs operation
are: Legislature (parliament), government department (relevant
ministry and bureaucracy), and the regulator (the CB or regulatory
authority). Nevertheless, regarding to Keasey et al. (1997) the key
mechanism of corporate governance framework is proprietary
(including institutional ownership and management), the board
of directors (including the structure of the board), the CEO and
the remuneration of directors, audit, information disclosure, and
the market for corporate control. Key players in the financial
system have an important role in the protection degradation of the
environment. They can use their authority to conduct the MFIs to
obey the regulation they have made. Key players in the financial
system is government, because of they are as policy makers, and
legislator, to industry as it warms to responsible finance selfregulation and the need for coordination (Staschen and Nelson,
2012). In line with that the implementation of green microfinance
needed of CB regulation to govern the MFIs to execute this thing
as part of their operation.

5.1. CB

All financial institutions included MFI policy influenced by CB or
national superintendency as regulated and supervised body in the
financial system (Rosengard, 2011). According Oesterloo and De
Haan (2004), the CB is to maintain monetary stability and financial
stability. Monetary stability associated with the macro-economy;
price or as an inflation or deflation (Duisenberg, 2001). While
financial stability refers to the element or the main activities that
make up the financial system (Oesterloo and De Haan, 2004).
Based on those things, CB function also anticipates of four macro
economic failures related to the financial institution (Rosengard,
2011): Furthermore CB also has a role in maintaining financial
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stability, the task of the CB to ensure the smooth functioning of
the national payment system and the banking (Schinasi, 2003).

5.2. Legitimacy

Legitimacy is the recognition of the right to govern (Coicaud,
2004), therefore, to implement the green microfinance program,
needed a strong motivation and desire of the authorities to govern
(government, investors, donors, creditors, etc.) Of implementation
in green microfinance. A strong desire or motivation the government
can be reflected through regulation or legislation related to green
microfinance that have been issued by the authorities (CBs, MRA,
ministry of social welfare, etc.). Moore (2000) also builds a
legitimate framework for understanding the concerns of managers
of non-profit and public sector organizations that encompasses
their concerns with mission, operations, and the environment.
He argues that the mission of organizations is to create “public
value” - value that benefits customers directly, and benefits other
stakeholders indirectly. He mentioned that effective managers
deploy resources efficiently and effectively to ensure the delivery
of public value, while managing their “authorizing” environment
to ensure that they receive the legitimacy and support necessary to
do their work. Parallel with these definition Backstrand (2006) also
mention legitimacy can be characterized as the normative belief
held by actors that a particular rule, institution or order ought to
be obeyed. According to Raitio and Harkki (2014). Nevertheless
the regulation is legitimate if and only if (Stillman, 1974):
• It is based on the beliefs of; (all or some) other nations, states,
or persons; the people unanimous; a majority of the people; a
majority of any portion of the people; the king, dictator, etc.;
Tradition, ancestors, prescription, etc.; God; other; noun or
irrelevant.
• It has possession of a certain quality (or qualities); pursuit of
a certain value (or set of values); none or irrelevant.

6. THE IMPLEMENTATION OF
CORPORATE GOVERNANCE IN
MFIS IN EMPOWERING MICRO TO
IMPLEMENTING GREEN ACTIVITY
(INDONESIA EVIDENCE)
The definition of micro, small and medium enterprises (MSMEs)
in Indonesia based on Law No. 20 of 2008 are as follows:
• Micro is a productive enterprise belonging to individuals and/
or entities had assets of individual businesses a maximum of
50 million rupiah and a maximum turnover of 300 million
rupiah.
• Small business is a productive enterprise belonging to
individuals and/or entities had assets of individual businesses
more than 50 million rupiah to 500 million rupiah and a
turnover of more than 300 million rupiah to 2.5 billion rupiah.
• Medium businesses is a productive enterprise belonging to
individuals and/or entities had assets of individual businesses
more than 500 million rupiah to 10 billion rupiah and a
turnover of over 2.5 billion rupiah to 50 billion rupiah.
Furthermore, according to Saleh and Ndubisi (2006) the majority
of the micro and small business sector is based on agriculture and
70

trade/industry. When linked with the issue that the perpetrators of
environmental destruction is the micro and small entrepreneurs,
and based on the study of the CB of Indonesia (2012) and in
accordance with the opinion of Saleh and Ndubisi (2006) there
is a study of MSMEs in the agricultural sector and trade/industry
who care about the environment as follows in Table 1.
Table 1 shows the total 65 respondents SMEs in the agricultural
sector, which consists of 38 respondents micro entrepreneurs, 20
respondents of small entrepreneurs and 7 respondents medium
entrepreneurs, it’s reflect by 26% of micro-entrepreneurs in the
agricultural sector running their business is not in accordance with
the activity environmentally friendly, while only 15% of small
entrepreneurs who run their business are not in accordance with
environmentally friendly activities and medium entrepreneurs
all over the respondent has been running its business activities in
accordance with environmentally friendly activities.
Furthermore, based on Table 2 shows MSMEs sector trade/industryconsisting of 136 respondents were split 15 micro entrepreneurs,
small entrepreneurs 58 and 63 medium entrepreneurs. Based on the
survey results it obtained 27% of micro-entrepreneurs industrial
sector running a business is not based on an environmentally
friendly, 36% of small entrepreneurs industrial sector is not
running the business does not comply with environmental
criteria and medium entrepreneurs in the industrial sector, there
are 27% run the business does not comply with environmental
criteria, based on Tables 1 and 2, shows that micro and small
entrepreneurs segment are entrepreneurs who contributed a great
deal of environmental degradation in Indonesia.
Micro and small enterprises (SME) have a crucial role in the
economy in Indonesia. In 2012, SME have a proportion of 98.79%
of the total SME in Indonesia or as many as 55.85 million units. In
addition, SME has the ability to absorb labor, SME has absorbed
90.12% of the total labor force works in Indonesia (Ministry of
Cooperatives and MSMEs of Republic of Indonesia). Therefore the
contribution of MFIs in Indonesia to micro and small entrepreneurs
in Indonesia is very important to support the activities, especially
in financial transactions of the mess. It also showed in the amount
of MFIs in Indonesia, current number of MFIs in Indonesia has
reached 637.838 units.
With a large number of MFIs in Indonesia, the government made a
regulation to protect and promote micro and small entrepreneurs.
Implementation is the presence of the Act (UU) of the Republic
of Indonesia Number 20 of 2008, MSMEs. The act explained in
Article 2 of the principles and objectives, activities of MSMEs
are based on the following principles: Familial, economic,
democracy, solidarity, equitable efficiency, sustainability,
environmental friendliness, independence, balances economic
progress and national unity. Chapter 3 explained the objectives
MSMEs are: To grow and expand its business in order to build a
national economy based on fair economic democracy, in addition
to make the regulation more comprehensive, there is newest Act,
the Act No. 1, in 2013 which regulates the operations of MFIs.
In Article 2 of the Act states that the MFI must have principles:
Justice, solidarity, self-reliance, simplicity, transparency, justice,
sustainability, flexibility, and support. In Article 3 also explains that
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Table 1: Agricultural sector business activities in accordance with criteria environmentally friendly
No

Activities

1
2
3

Noting hygiene/health of the soil (%)
Using renewable energy in farming activities (%)
Applying the principle of protection of the
environment (%)
Using seed crop/livestock certified environmentally
friendly (%)
Applying the principle of consumer protection (%)
Applying the principle of honesty in farming (%)
Implement a process recycle in the production
process (%)
Efficiency of water use (%)
Crop rotation in order to conduct ecological
balance (%)
Using biopesticides (environmentally friendly) (%)
Carrying out the process of reuse in the production
process (%)
Efficiency of energy use (%)
Using the growing medium or plant hormone that is
certified environmentally friendly (%)
Implement processes reduce the activity of
farming (%)
Certifying health of the land (%)
Not to do any of the above activities (%)

4
5
6
7
8
9
10
11
12
13
14
15
16

Total
respondents (65)

Micro
entrepreneurs (38)
50
26
21

Small
entrepreneurs (20)
70
30
35

Medium
entrepreneurs (7)
57
29
29

24

25

43

18
24
21

35
30
30

43
14
29

16
11

20
30

29
14

11
8

10
0

0
29

3
5

10
5

14
0

5

5

0

3
26

0
15

0
0

Source: Report of Bank Indonesia related Preparedness Study Micro Entrepreneur, Small and Medium-Friendly Environment in Get Access Financing (2012)

Table 2: Industrial sector business activities in accordance with criteria environmentally friendly
No

Activities

1

Using raw materials that are certified
environmentally friendly (%)
Efficiency in the use of raw materials (%)
Using renewable raw materials (%)
Efficiency of energy use (%)
Implement a process recycle in the production
process (%)
Using renewable energy (%)
Carrying out the process of reuse in the
production process (%)
Efficiency of water use (%)
Implement processes reduce in the production
process (%)
Using raw materials that have environmentally
friendly materials (%)
Not to do any of the above activities (%)

2
3
4
5
6
7
8
9
10
11

Total
respondents (136)

Micro
entrepreneurs (15)
33

Small
entrepreneurs (58)
36

Medium
entrepreneurs (63)
49

47
27
27
13

19
24
17
17

32
21
25
16

7
7

21
7

13
17

33
7

3
2

10
6

0

2

6%

27

36

27

Source: Report of Bank Indonesia related Preparedness Study Micro Entrepreneur, Small and Medium-Friendly Environment in Get Access Financing (2012)

the purpose of the MFI: Improving access to micro-scale funding
for the community; help improve economic empowerment, and
productivity of the public; and help improve the incomes and
welfare of the people, especially the poor and/or low-income.
The Act impact to the micro entrepreneurs, MFIs, and all
stakeholders to implement the contents of the Act. Related with
green microfinance issue, MFIs have to require a document
from the applicant that state their business was not harm to the
environment, this document is issued by the environmental
authority in local government. This document is free, because of
to avoid of collusion and the high administration cost of applicants.

In addition, rural account officer also should have ability to asses
the business of the micro credit applicant is environment friendly.
As an example, when the rural credit doing assesses on to the

credit applicant business, they also required the trash is available
in the applicant shop. Furthermore, to illustrate, the impact of
the regulation green microfinance on MFIs in Indonesia are as
follows (Figure 2).
However, the success of this implementation, there must
organization be able to supervise MFIs regarding their concern
in green activities. Under the current regulations in Indonesia, the
Act 1 in 2013, the MFIs are supervised by the Financial Services
Authority, and based on this law, all existing MFIs should be
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Figure 2: Impact of legislation in Indonesia to the micro enterpreneur and microfinance institutions

transformed into a cooperative or a shareholder firm. While that
oversee the operations of micro-entrepreneurs are the Ministry of
Cooperatives and MSMEs. Related to the many numbers of MFIs
that should be monitored, the consequences they also need a lot
of personnel to doing this function. More over the challenges is to
fulfill the personnel also need time and more government budget.

7. CONCLUSION
The rule or legislation issued by the government or the CB to
require participating MFIs sustain environmental sustainability
is very important, because the presence of Act-related articles
in environmental sustainability, providing motivation to MFIs
to implement the Act. The motivation arises due to sanctions or
closing business activities by the relevant authorities. Evidence
on Indonesia regulation, there is environmental regulation from
the parliament that legitimate the financial authorities service to
supervise the green microfinance. The impact the credit application,
assess has integrated with environmental issues. The legitimacy
of the government in the form of material sanctions or closing of
business activities of MFIs, if it does not implement the contents
of the Act, cause MFIs to improve itself provide training to staff
to care for the environment, especially to integrate eco-friendly
factors in the analysis of credit to prospective investors and to
monitor business customers so as not to damage the environment.
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