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Abstract

Despite having huge natural resource potential to be utilized as renewable energy, Indonesia still requires a considerably massive amount of financing to support renewable energy projects to achieve national targets and implement SDGs. However, the required funding for the projects could not be sufficiently fulfilled by local investors, especially from local Islamic financial institutions due to their limited funding resources. Therefore, attracting Foreign Direct Investment such as from GCC investors could serve as a potential solution. With this perspective, this study aims to understand the preference of GCC investors for financing renewable energy projects in Indonesia using Islamic financing schemes. It also aims to explore the types of instruments and arrangements the GCC investors are willing to invest in. This study employs Delphi technique to establish a set of criteria for investments that could entice the GCC investors’ preference and compare them with local investors' views. It also applies a qualitative method of Analytic Hierarchy Process (AHP) to determine the preference of renewable energy projects, financial instruments, and incentive strategies expected by the potential investors based on the aforementioned criteria of investments. The findings indicate that the investors, as represented by investors from GCC countries, put comparatively more emphasis on the importance of the return of the renewable project instead of the associated project risk. This is prevalent either in choosing the type of renewable energy projects to run, the selection of investment instruments, and the preference of incentives expected towards the investment in renewable energy. Interestingly, the view of project risk by the investors ranks relatively low in all of our frameworks. In terms of the renewable energy project selection, our results indicate that the solar panel project is the most preferred type of renewable energy projects. Coincidentally, solar panel is widely considered as the type of renewable energy with the most potential to be explored and developed in Indonesia. As for the selection of instruments, equity-type instrument is the most preferred instrument relative to other types of instruments, followed closely by asset backed securities, blended financing, and sukuk. The closeness of ranking between different instrument types indicates that while the investors prefer equity the most, they are somewhat open to other alternatives of instruments. With regards to the incentives by the government, the results indicate that the tax incentives are the most preferred method of incentives among potential investors. The findings of the study are expected to provide insights for policymakers and investors, particularly the GCC investors, to invest in Indonesia for financing the renewable energy projects using the Islamic financing schemes.  The results are also expected to enrich literature regarding the concept and applications of Islamic finance to support the development of renewable energy projects in Indonesia and realize the related SDGs.
