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ILABSTRACT

The increasing rates of climate change and environmental degradation make the issue of sustainable development
one of the most critical challenges in the twenty-first century. Green finance has been identified as an essential
mechanism in bridging the gap between the enormous capital requirements of the sustainable development agenda
and the available financial resources. In the current study, the concept of green finance, including green bonds,
sustainable banking, climate funds, Environmental, Social, and Governance investing, as well as public-private
partnerships, will be extensively discussed in the context of promoting sustainable development. The study will rely
on the use of secondary data, policy reports, and literature in the analysis of the growth trajectory of the global
green finance market, the existing frameworks, regulatory developments, challenges, and barriers affecting the
adoption of the concept in the global arena, particularly in the Indian context, which has registered tremendous
growth in the adoption of green finance, including sovereign green bonds, RBI guidelines on climate risks, etc. The
study will conclude that, under the auspices of institutional frameworks, green finance has the potential to become a
transformative engine in the pursuit of sustainable development in the global arena, including the transition to a

net-zero economy.
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Il INTRODUCTION to a sustainable, low-carbon economy
necessitates an extraordinary mobilization of

The Brundtland Commission (1987) defines capital — projections indicate that meeting

sustainable development as ‘development the United Nations Sustainable Development
Goals (SDGs) by 2030 demands an annual
investment of USD 5-7 trillion worldwide,

with a funding shortfall of around USD 2.5

that satisfies the present needs without
hindering future generations' ability to fulfill
their own needs,' fundamentally transforming

the global economic conversation. Climate trillion in developing nations alone

(UNCTAD, 2014). Green finance has

surfaced as a solution to this issue,

change, loss of biodiversity, depletion of
resources, and increasing social inequalities
pose systemic risks that traditional financial

incorporating a wide array of financial tools,
systems have struggled to confront. Shifting
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markets, and policies aimed at directing
investment into environmentally
advantageous activities. Since the World
Bank issued its inaugural green bond in 2008,
the green finance ecosystem has expanded
significantly with the swift rise of ESG funds
and sustainable banking structures over the
last ten years. By 2023, the worldwide green
bond market exceeded USD 500 billion in
yearly issuances. India's path in green finance
is especially significant. India, as one of the
fastest-growing major economies globally
and one of the top five greenhouse gas
emitters, confronts the dual challenge of
maintaining  economic  growth  while
fulfilling its climate obligations under the
Paris Agreement. The government's aim to
reach 500 GW of renewable energy capacity
by 2030 and attain net-zero emissions by
2070 requires significant green investments.
India’s first sovereign green bond issuance in
2023 and the enhanced ESG disclosure
standards by the Securities and Exchange
Board of India (SEBI) indicate a significant
move towards institutionalizing green

finance.

1. REVIEW OF LITERATURE

The literature on green finance and
sustainable development is interdisciplinary,

drawing from environmental economics,
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finance theory, development economics, and
public policy. Scholtens (2006) was one of
the first to investigate the impact of financial
markets on environmental sustainability,
asserting that financial intermediaries can
serve as drivers of environmental
transformation via their lending and
investment choices. Kidney and Oliver
(2012) conducted a thorough examination of
the green bond market, showcasing its
capability to access long-term institutional
funding for climate-related infrastructure.
The UNEP Inquiry into Designing a
Sustainable Financial System (2015) offered
a groundbreaking framework for grasping
how regulatory and market changes can
synchronize the financial system with
sustainable development goals. It classified
green finance reforms into three areas:
monetary policy, prudential regulation, and
market infrastructure. Glomsrod and Wei
(2018) analyzed the

advantages of green investments in China,

macroeconomic

discovering that green finance not only cuts
carbon  emissions but also creates
considerable employment and GDP growth
impacts, disputing the traditional trade-off
perspective  between sustainability and
growth. In the Indian context, Anand and
Thampy (2020) examined the challenges to

green bond adoption by domestic issuers,
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pinpointing regulatory fragmentation and the
lack of a standardized green taxonomy as the
main hurdles. Agarwal et al. (2022) assessed
the effectiveness of ESG-focused mutual
funds in India, finding that ESG funds
provided risk-adjusted returns similar to
traditional funds and lowered portfolio
volatility.

Recent studies have concentrated on the risk
aspect of green finance. Battiston et al.
(2021) presented the idea of ‘climate financial
risk,’ showing via network analysis that
climate-related vulnerabilities are intricately
integrated into the financial system and
present systemic dangers. The framework of
the Task Force on Climate-related Financial
Disclosures (TCFD), which has now been
embraced by regulators in more than 40

nations, arose as a reaction to this risk aspect.

IV. RESEARCH METHODOLOGY

This study adopts a qualitative and
descriptive research design to examine the
role of green finance in promoting
sustainable development and enabling the
transition to a net-zero economy. The
descriptive approach is used to systematically
explain  concepts,  frameworks, and
relationships between financial mechanisms
and environmental outcomes, while the

qualitative nature of the study focuses on
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interpretation and conceptual understanding
rather than numerical measurement.

The research is primarily based on secondary
data, which has been collected from a wide
range of credible and authoritative sources.
These include academic journals, research
papers, policy reports, institutional
publications, and official documents from
organizations such as international financial
institutions,  regulatory  bodies, and
environmental agencies. This approach
enables a comprehensive and well-informed
analysis of global and Indian developments
in green finance.

The data sources include reports and
publications from institutions such as the
World Bank, UNCTAD, UNEP, Reserve
Bank of India (RBI), Securities and
Exchange Board of India (SEBI), Climate
Bonds Initiative (CBI), and Bloomberg
Intelligence, along with peer-reviewed
journal articles and scholarly literature.
These sources were selected based on their
relevance, reliability, and contribution to the
understanding of green finance mechanisms
and sustainable development practices.

The data collection method involves a
systematic review and analysis of existing
literature related to green finance
instruments, regulatory frameworks, and

sustainability initiatives. Relevant studies
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were carefully identified, reviewed, and
compared to extract key themes, trends, and
insights. The study also incorporates recent
statistical data and reports to understand the
growth trajectory of the global green finance
market. To analyze the collected data, the
study employs thematic analysis and
comparative analysis. Thematic analysis
helps in identifying recurring patterns such as
financial instruments, policy frameworks,
risks, and challenges, while comparative
analysis is used to examine differences and
similarities between global practices and the
Indian context. This approach allows for a
structured interpretation of complex financial
and environmental interactions. The study
focuses on key components of green finance,
including green bonds, ESG investing,
sustainability-linked loans, climate funds,
and carbon markets, and evaluates their role
in achieving sustainable development goals.
It also examines regulatory developments,
institutional ~ frameworks, and policy
interventions that influence the effectiveness
of green finance.

However, the research has certain limitations.
Since it is based entirely on secondary data,
it does not include primary insights from
stakeholders such as investors, policymakers,
or financial institutions. Additionally, the

findings depend on the accuracy and
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reliability of existing sources, and there is
limited scope for empirical or statistical
testing.

Overall, the chosen research methodology
provides a comprehensive and structured
understanding of green finance and its
significance  in  driving  sustainable
development. It enables the study to analyze
global trends, identify key challenges, and
evaluate the potential of green finance as a
transformative tool for achieving a net-zero

economy.

V. FINDINGS

Green finance is broadly defined as financial
investments that deliver environmental
benefits as part of a broader strategy for
achieving sustainable development. The G20
Green Finance Study Group (2016) defines it
as ‘financing of investments that provide
environmental benefits in the broader context
of environmentally sustainable development.’
It encompasses three overlapping domains:
Green investment instruments (green bonds,
green equity, sustainability-linked loans),
Green financial institutions (green banks,
development finance institutions, climate
funds), Green financial policies (carbon
pricing, sustainable taxonomies, disclosure
mandates).

The 2030 Agenda for Sustainable
Development, approved by the United
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Nations in 2015, includes 17 Sustainable
Development Goals (SDGs) and 169 specific
targets. Green finance is closely connected to
at least nine SDGs, such as SDG 7
(Affordable and Clean Energy), SDG 9
(Industry, Innovation and Infrastructure),
SDG 11 (Sustainable Cities), SDG 13
(Climate Action), SDG 14 (Life Below
Water), and SDG 15 (Life on Land)

The theoretical connection between finance
and sustainability is based on the idea of
market failures. Environmental externalities
— especially the expenses associated with
carbon emissions and ecosystem damage —
are absent from market prices, resulting in
insufficient investment in green assets and
excessive investment in brown (polluting)
assets. Green finance initiatives seek to
address these market failures by assigning a
cost to environmental risk, encouraging
investments in sustainable practices, and
imposing penalties on harmful environmental
actions. The Efficient Market Hypothesis
(Fama, 1970) and its developments indicate
that when environmental risks are completely
internalized and revealed, financial markets
will automatically direct capital towards
sustainable initiatives. In reality, though,
information asymmetries, short-term focus,

and institutional limitations hinder this
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automatic reallocation, requiring proactive
policy intervention.

The key instruments of green finance are
green bonds, SLLs and green loans, ESG
investing, MDB financing and carbon
markets. Green bonds are debt securities
whose funds are solely used to finance or
refinance qualified green initiatives. The
Climate Bonds Initiative (CBI) determines
eligibility through a taxonomy that aligns
with the Paris Agreement's 1.5°C goal. The
European Investment Bank issued the first
green bonds in 2007, and the World Bank
followed suit in 2008. Since that time, the
market has expanded significantly: total
worldwide green bond issuances totaled USD
487 billion in 2022 (CBI, 2023). Green bonds
carry a ‘greenium' — a slightly lower yield
compared to conventional bonds —
reflecting the premium investors are willing
to pay for environmental integrity. This
reduces borrowing costs for green projects,
making  previously marginal  projects
financially viable. In contrast to green bonds,
sustainability-linked loans are not limited to
funding particular projects with their
proceeds. Rather, the pricing of the loan is
linked to the borrower's progress in relation
to set sustainability performance targets
(SPTs).  This

borrowers to enhance their overall

framework  encourages
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sustainability efforts, appealing to large
corporations with varied operations.

Environmental, Social and Governance
(ESG) investing integrates non-financial
factors into the investment decision-making
process. ESG funds consider a company's
carbon footprint, water usage, waste
management, labour practices, corporate
governance, and social impact alongside
traditional financial metrics. Global ESG
assets under management exceeded USD 35
trillion in 2022 and are projected to reach
USD 53 trillion by 2025 (Bloomberg
Intelligence, 2022). The Green Climate Fund
(GCF), created under the UNFCCC, is the
largest global fund specifically for climate
initiatives, aiming to assist developing
nations in attaining low-emission, climate-
resilient growth. Multilateral Development
Banks like the World Bank, Asian
Development Bank (ADB), and New
Development Bank (NDB) have greatly
increased their commitments to climate
finance, with the World Bank Group
promising USD 200 billion for climate
finance from 2021 to 2025. Compliance
carbon markets (like the European Union
Emissions Trading System) and voluntary
markets offer a price signal for carbon
emissions, steering investment into low-

carbon initiatives. Voluntary carbon markets

ISSN: 2395-0749

have expanded swiftly, hitting USD 2 billion
in 2021, fueled by corporate commitments to
net-zero. Nonetheless, worries regarding
additionality, permanence, and greenwashing
have prompted demands for enhanced
governance standards. The most direct
contribution of green finance to sustainable
development is the mobilisation of capital for
renewable energy, energy efficiency,
sustainable transport, and climate-resilient
infrastructure. According to the International
Renewable Energy Agency (IRENA, 2023),
the renewable energy sector requires USD
5.7 trillion annually until 2030 — a quantum
that far exceeds public finance capacities and
necessitates large-scale private investment
mobilisation ~ through  green  finance
instruments.

Green finance frameworks, especially the
TCFD recommendations and the Network for
Greening the Financial System (NGFS)
scenarios, have propelled the incorporation
of climate risk into conventional financial
risk management. By recognizing and
revealing transition risks (e.g., stranded
assets) and physical risks (e.g., flood
damage), financial institutions can adjust
asset pricing, steering capital away from
carbon-heavy sectors. Green venture capital
and impact investing have emerged as

important segments of the green finance
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ecosystem, providing risk capital for climate
tech startups working on breakthrough
solutions in green hydrogen, carbon capture,
advanced battery storage, and sustainable
agriculture. These investments not only
address climate challenges but also generate
high-skilled employment and technological
spillovers.

A major criticism of green finance is its risk
of worsening inequalities if transition
expenses disproportionately impact
employees in fossil fuel sectors or low-
income areas reliant on high-carbon
practices. The idea of a ‘just transition,’
established in the preamble of the Paris
Agreement, mandates that green finance
tools include social co-benefits and
assistance for impacted communities. Social
bonds and sustainability bonds — which fund
both environmental and social initiatives —
are being utilized more frequently to tackle
this aspect.

The European Union has created the most
extensive  green  finance  regulatory
framework in the world, built upon the EU
Taxonomy for Sustainable Activities, the
Corporate Sustainability Reporting Directive
(CSRD), and the Sustainable Finance
Disclosure Regulation (SFDR). These rules
specify which economic activities are

considered environmentally sustainable and
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require financial market participants to
disclose ESG risks and effects. The United
States, through the Inflation Reduction Act of
2022 during the Biden administration,
directed around USD 369 billion towards
climate and clean energy efforts via tax
credits and subsidies — marking the most
significant climate investment in the nation’s
history.

One of the most significant challenges
confronting the green finance market is
greenwashing the practice of misrepresenting
or overstating the environmental benefits of
financial products or projects. Without
standardized definitions and third-party
verification, issuers may label projects as
'green’ to attract capital without delivering
meaningful environmental impact. High-
profile controversies, such as allegations
against certain ‘green’ bond issuers using
proceeds for activities of dubious
environmental value, have undermined
investor confidence. The lack of universally
aligned green taxonomies leads to market
fragmentation and uncertainty. Various
jurisdictions utilize distinct criteria to define
'green,’ resulting in compliance expenses for
multinational issuers and investors, which
complicates capital flows across borders. The
EU Taxonomy is the most extensive so far,

yet developing countries such as India are
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still creating national systems. Reliable,
comparable, and useful for decision-making,
ESG data is essential for green finance.
Nonetheless, the absence of required
standardized disclosure —  especially
regarding scope 3 emissions, evaluations of
physical climate risks, and effects on
biodiversity — hinders investors' capacity to
properly evaluate and price green
investments. Though the International
Sustainability =~ Standards Board (ISSB)
published its initial climate disclosure
standards (IFRS S1 and S2) in 2023, their
adoption  varies  significantly  between
different jurisdictions.

The following table summarizes key green
finance market data, illustrating the rapid

growth in major segments:

Instrument | 2018 2022 CAG
Marke | Marke | R
t Size | tSize
Green Bonds | ~USD | ~USD | ~30%
(Annual 168 bn | 487 bn
Issuance)
ESG AUM | ~USD |~USD |~14%
(Global) 20.6tn | 35.3tn
Voluntary ~USD | ~USD | ~58%
Carbon 0.2bn | 2bn
Markets
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Sustainability | ~USD | ~USD | ~72%
-Linked 36 bn | 322 bn

Loans

Climate ~USD |~USD |~12%
Finance 43 bn | 68 bn

(MDBs)

Table 1: Global Green Finance Market
Growth (2018-2022) | Sources: CBI (2023);
Bloomberg Intelligence (2022); ISDA,
IOSCO

VI. RECOMMENDATIONS

India should move decisively to strengthen
its sustainable finance ecosystem through a
coordinated set of policy actions. A key
priority is the rapid development of a
comprehensive, science-based national green
taxonomy aligned with global standards,
which would enhance clarity and credibility
for both issuers and investors. At the same
time, ESG disclosure requirements need to be
expanded—SEBI’s Business Responsibility
and Sustainability Reporting (BRSR)
framework should cover all listed companies
and gradually extend to large unlisted firms,
using standardized metrics consistent with
international benchmarks such as ISSB.
Encouraging green investment will also be
crucial, which can be achieved through
targeted tax incentives, preferential capital

treatment for green assets, and credit
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enhancement mechanisms that reduce
financing costs. In parallel, blended finance
approaches must be scaled up, with public
institutions and development finance bodies
deploying instruments like first-loss capital
and guarantees to crowd in private
investment, especially in underserved sectors
and  regions.  Strengthening  global
engagement is equally important, as active
participation in multilateral platforms and
bilateral initiatives can help India align
standards and access concessional climate
finance. Finally, climate-related financial
risks should be systematically integrated into
financial regulation, with the RBI and SEBI
embedding these risks into supervision, stress
testing, and capital frameworks to ensure

long-term financial stability.

VII. CONCLUSION

Green finance has transitioned from a
specialized idea to a central element of
worldwide initiatives aimed at attaining
sustainable development and climate
stability. The last ten years have seen
significant advancements in green financial
instruments, rapid expansion in green capital
markets, and an increasing stringency of
regulatory frameworks — all indicating a
fundamental shift of the financial system

towards sustainability goals. In India, the
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risks are especially significant. India, while
addressing  economic  growth, energy
accessibility, and climate risks, must utilize
green finance not as an additional feature but
as a fundamental approach for its
developmental trajectory. India is well-
positioned to become a significant center for
green finance in the next decade due to the
government's ambitious renewable energy
goals, along with the expansion of domestic
capital markets and increasing interest from
international climate investors. Nonetheless,
realizing this potential necessitates unified
efforts across various areas: enhancing
institutional capabilities, creating strong
market infrastructure, bridging data and
transparency  gaps, fighting  against
greenwashing, and guaranteeing that the
advantages of the green transition are fairly
distributed. The SDGs and the Paris
Agreement establish a strong normative
framework; what is now necessary is the
financial structure and political
determination to convert commitment into

funding

In summary, green finance is not just a means
for environmental safeguarding it is a
powerful agent that can redefine the
connections among capital, trade, and the

earth. As upcoming experts in finance and



Intl.J.Adv.Res.Comm & Mgmt. March 2022; 8(1): 1-11

commerce, the duty of leading this change

lies significantly with the next generation
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