
35September 2025 | www.icai.org |

ThemeThe Chartered Accountant

Sustainable Finance and 
its Prominence in the 
Sustainable Development of 
the Indian Economy
The ‘Conference of Parties 11’ (CoP 11) to the Convention 
on Biological Diversity, held in Hyderabad, had the theme 
^ç—fr jf{kr j{kr%^^ç—fr jf{kr j{kr%^ which expresses the notion that ‘Nature 
protects if she is protected’, meaning that when we 
protect nature, she, in turn, protects us. Environmental 
issues such as rising temperatures, shifting weather 
patterns, and increasing frequency of extreme weather 
events, and global climate change have brought us to 
the brink of a planetary crisis, and global warming has 
become one of the biggest challenges of our times. 
It is, therefore, high time for each stakeholder to take 
responsibility for the protection of the planet. Sustainable 
Finance can play a major role in contributing to this noble 
cause from the side of the business world. Mobilizing the 
necessary fi nancial resources from the public and private 
sectors needed to ensure the global pursuit of sustainable 
development and environmental conservation has paved 
the way for innovative fi nancial instruments to align 
economic growth with ecological responsibility. These 
fi nancial instruments are designed to fund projects with 
environmental benefi ts, including renewable energy, 
clean transportation, and waste management, and hence 
are termed as Sustainable Finance. (UNO)

The growing urgency to 
tackle climate change and 
environmental decline has 
positioned green fi nance 

as an essential element of sustainable 
development. Th is fi eld includes 
various fi nancial products and services 
designed to support initiatives that 
benefi t the environment. Th us, green 
fi nance can be understood as the 
fl ow of fi nancial investments into 
projects and initiatives that promote 
environmental conservation.

Th is article dives into the conceptual 
understanding of Sustainable Finance. 
Th is includes its functions, its stages, the 
current scenario, its advantages, and the 
problems it is facing, particularly in the 
Indian context. Th is article also throws 

light on the role and importance of 
Sustainable Finance in the sustainable 
development of the Indian economy 
and the major initiatives taken by the 
government that have contributed to 
the advancement of the concept of 
Sustainable Finance in India.

Introduction
Charles (2009) has studied carbon 
neutrality and environmental 
sustainability to reduce carbon 
footprints and has given various 
programs related to environmental 
sustainability. Problems like carbon 
emissions, pollution, climate change, 
resource depletion, etc., were on the 
radar of his study. Th is led to a survey 
about sustainable fi nance as a way 
to tackle the problems. Before that, 
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 Financial institutions 
are increasingly 

embracing sustainable 
finance methods, 

such as green bonds, 
impact investing, and 
responsible lending. 

These strategies 
not only help to 

reduce risks linked 
to unsustainable 

practices but also open 
up avenues for long-

term value creation. 

green finance had been in debate since 
2008, when the World Bank issued its 
first Green Bond, which followed a 
conventional “plain vanilla” approach.

Gutterman (2024) describes the 
parameters of Sustainable Finance, 
and also defines the concept 
of interrelationships that exist 
between environmental, social, 
and governance (“ESG”) issues 
on the one hand, and financing, 
lending, and investment decisions, 
on the other, along with long-term-
oriented financial decision making 
that integrates ESG considerations.  
Sustainable finance is the process 
of taking ESG considerations into 
account when making investment 
decisions in the financial sector, 
leading to more long-term 
investments in sustainable economic 
activities and projects. 

Sustainable finance is the term used 
to describe financial operations and 
investments that promote projects 
and activities that are environmentally 
sustainable. It entails investing money in 
initiatives, companies, and innovations 
that benefit the environment, including 
sustainable agriculture, energy 
efficiency, renewable energy, and more. 
Sustainable finance encompasses 
various financial instruments such as 
impact investments, sustainable loans, 
green bonds, and others that aim to 
generate financial gains while advancing 
environmental sustainability. It is 
essential for tackling environmental 
issues such as adaptation, mitigation, 
and the shift to a low-carbon, more 
sustainable economy.

According to the United Nations 
Environment Programme, sustainable 
financing will boost the amount 
of money flowing to sustainable 
development priorities from the 
public, private, and nonprofit sectors 
(through banking, microcredit, 
insurance, and investment). A 
foundational element of this involves 
effectively handling environmental 
and social hazards, capitalizing on 
prospects and advancing them through 
modifications to national regulatory 
structures, standardizing financing 

decisions for the public sector, 
fulfilling the environmental aspect of 
the Sustainable Development Goals 
(also known as the Global Goals, 
adopted by the United Nations in 
2015 as a universal call to action for 
peace and prosperity of the people 
by 2030) by augmenting investments 
in eco-friendly technologies, 
funding sustainable natural resource 
development grounded in green 
economies and climate-smart blue 
economies, utilizing green bonds more 
frequently, and so forth.

Sustainable Finance: 
Concept
Sustainable finance encompasses 
financial services and investments that 

incorporate Environmental, Social, 
and Governance (ESG) considerations 
into their decision-making processes. 
Its primary objective is to foster 
sustainable economic growth while 
tackling pressing global issues such as 
climate change, resource depletion, 
and social inequality. By applying ESG 
criteria, sustainable finance promotes 
investments in initiatives that yield 
positive societal outcomes, including 
renewable energy, affordable housing, 
and sustainable agriculture. Financial 
institutions are increasingly embracing 
sustainable finance methods, such as 
green bonds, impact investing, and 
responsible lending. These strategies 
not only help to reduce risks linked to 
unsustainable practices but also open 
up avenues for long-term value creation. 
Additionally, regulatory frameworks 
and international accords like the 
Paris Agreement play a crucial role in 
encouraging the adoption of sustainable 
finance principles. Ultimately, the goal 
of sustainable finance is to align capital 
flows with sustainable development 
objectives, contributing to a more 
resilient and equitable economy for 
future generations.

Drivers of Sustainable 
Finance
Sustainable finance is shaped by 
various factors that influence both 
the demand for and the supply of 
sustainable investment options, like-
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� Regulatory pressure: 
Governments and regulatory 
bodies establish policies 
mandating companies to disclose 
their environmental, social, and 
governance (ESG) practices. The 
EU Sustainable Finance Disclosure 
Regulation (SFDR) and the Task 
Force on Climate-related Financial 
Disclosures (TCFD) are important 
frameworks.

� Rising demand from investors: 
Investors are increasingly 
prioritizing sustainability in their 
portfolios, especially institutional 
ones. This shift is driven by a 
commitment to responsible 
investing and the belief that 
sustainable companies are likely to 
deliver better long-term returns.

� Awareness regarding Climate 
Change: The growing awareness 
of climate change as a critical 
global challenge has led to 
heightened interest in green 
investments and renewable energy 
projects. Companies are adopting 
sustainable practices not only to 
comply with regulations but also 
to enhance their brand image and 
meet consumer expectations, 
further fuelling the need for 
sustainable finance solutions.

� Technological innovations: 
Technological innovations such as 
blockchain and artificial intelligence, 
improve the tracking of ESG metrics, 
enhancing transparency and creating 
more investment opportunities.

� Financial institutions: Financial 
institutions are also recognizing 
that ESG factors can significantly 
impact financial performance and 
risk management. By incorporating 
these considerations into their 
decision-making processes, they 
can better identify potential risks 
and opportunities.

� Global initiatives: Initiatives 
at the global level like the Paris 
Agreement motivate nations and 
businesses to commit to sustainable 
practices, directing investments 
toward sustainable projects.

� Social movements: The 
movements at the social level 
advocating for issues such as 
inequality and labour rights also 
encourage investors and companies 
to integrate social criteria into their 
investment strategies.

There is an increasing acknowledgment 
that sustainable practices can lead 
to long-term value creation, with 
companies that focus on sustainability 
often experiencing lower costs and 
enhanced operational efficiency. 
Furthermore, the availability of 
financial products like green bonds 
and sustainability-linked loans is 
facilitating easier access to capital 
for businesses pursuing sustainable 
initiatives. Together, these factors 
are transforming the landscape of 
sustainable finance, promoting a shift 
toward more responsible investment 
and lending practices.

Sustainable Financial 
Instruments
Sustainable financial instruments are 
financial products designed to support 
environmental, social, and governance 
(ESG) initiatives. Their primary goal 
is to direct capital toward projects and 
companies that have a positive impact 
on sustainability. Notable examples 
include green bonds, sustainable 
bonds, sustainability-linked bonds, 
impact investing funds, etc.

� Green Bonds: These are the 
debt securities aimed at funding 

environmentally beneficial projects 
like renewable energy and energy 
efficiency i.e., eco-friendly projects.

� Social Bonds: These are financial 
instruments issued to raise capital 
for projects or initiatives with 
specific social or environmental 
purposes, such as social security 
and healthcare facilities.

� Sustainability-linked Bonds: 
These bonds have financial terms 
tied to the issuer’s performance 
on specific sustainability targets. 
These are the bonds “for which 
the financial and/or structural 
characteristics can vary depending 
on whether the issuer achieved 
pre-defined sustainability/ ESG 
objectives.” (ICMA)

� Impact Investing Funds: They 
focus on generating measurable 
social or environmental benefits 
alongside financial return, 
while ESG funds, comprising 
mutual funds or ETFs, invest in 
companies based on their ESG 
performance.

� Green loans: A Green loan is a 
form of financing that enables 
borrowers to use the proceeds to 
exclusively fund projects that make 
a substantial contribution to an 
environmental objective.

� Blue Bonds: These are the bonds 
used for clean water management, 
water recycling, and for the 
sustainable maritime sector, like 
sustainable shipping, sustainable 
fishing, fully traceable sustainable 
seafood, ocean energy, and ocean 
mapping. It was issued by SEBI 
in February 2023 along with the 
Yellow and Transition Bonds.

� Yellow Bonds: These are the 
bonds raised for solar energy 
generation and the industries 
related to it. It was issued by SEBI 
in February 2023.

� Transition Bonds: ‘Transition 
bonds’ is one of the sub-categories 
of the revised definition of 
‘green debt security’. As per the 
SEBI (Issue and Listing of Non-

 Financial institutions 
are also recognizing 
that ESG factors can 
significantly impact 

financial performance 
and risk management. 

By incorporating 
these considerations 
into their decision-
making processes, 

they can better identify 
potential risks and 
opportunities. 
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Convertible Securities), transition 
bonds comprise “funds raised for 
transitioning to a more sustainable 
form of operations, in line with 
India’s Intended Nationally 
Determined Contributions.”

Sustainable Financial 
Institutions
Sustainable financial institutions 
are organizations that incorporate 
sustainability into their operations, 
investment strategies, and lending 
practices. Their main objective is to 
foster responsible finance and support 
projects aligned with Environmental, 
Social, and Governance (ESG) 
criteria, addressing global issues like 
climate change and social inequality. 
Development banks, such as the World 
Bank, are a key type of sustainable 
financial institution. They focus on 
financing sustainable development 
projects in areas like infrastructure and 
poverty alleviation, providing crucial 
funding for long-term growth in 
developing regions. Some of them are:

� Green Banks: It specializes in 
financing renewable energy and 
energy efficiency projects. By 
leveraging public funds to attract 
private investment, they facilitate 
the transition to a low-carbon 
economy.

� Sustainable Commercial banks: 
Traditional banks that incorporate 
ESG principles into their lending 
and investment policies.

� Socially Responsible Investment 
(SRI) Firms: They prioritize 
investments in companies with 
strong ESG practices while avoiding 
those involved in harmful industries. 
This approach helps create a more 
sustainable economic landscape.

� Insurance Companies with 
an ESG focus: They are 
also increasingly integrating 
sustainability into their risk 
management and investment 
strategies.

Lastly, Pension Funds with sustainable 
mandates invest in assets that reflect 
the values of their beneficiaries, 

ensuring a stable future. Together, 
these institutions mobilize capital for 
initiatives that tackle pressing global 
challenges.

Sustainable Finance in India
Sustainable finance is rapidly 
becoming an essential part of India’s 
financial landscape, incorporating 
environmental, social, and 
governance (ESG) criteria into 
investment strategies. The Securities 
and Exchange Board of India 
(SEBI) has rolled out regulations 
like the Business Responsibility 
and Sustainability Report (BRSR), 
which requires listed companies to 
disclose their sustainability efforts. 
This regulatory framework, along 
with initiatives from the Reserve 
Bank of India (RBI), aims to improve 
transparency and accountability 
in corporate governance. India has 
also established itself as a key player 
in the green bond market, directing 
investments toward renewable energy 
projects to achieve its ambitious goal 
of 500 GW by 2030. Furthermore, 
the growth of impact investing 
and fintech solutions is making 
sustainable investment options more 
accessible to a rising number of 
socially conscious investors. Despite 
this progress, challenges such as 
limited data availability, regulatory 
inconsistencies, and varying levels 
of market development persist. 
However, the growing interest 
in responsible investment and 
the potential for collaboration 
between public and private sectors 
offer significant opportunities for 
advancing sustainable finance. 
As knowledge and awareness of 
ESG factors continue to expand, 
India is well-positioned to harness 
sustainable finance for both 
economic growth and addressing 
critical environmental and social 
issues.

In India, green bond IPOs are 
currently issued in large numbers, as 
the RBI has issued a total of ₹36,000 
crore in green bonds since 2022-
23. The government plans to issue 
₹20,000 crore in green bonds in four 

tranches in the second half of 2025. 
Even public and private companies 
like NTPC (National Thermal Power 
Corporation Ltd.) and Adani Group 
are going to issue green bonds in the 
coming days.

To raise funds for sustainability in 
India, green debt securities like Blue 
Bonds for SDG Goal 6 of Clean 
Water and Sanitation and SDG 
Goal 14 of Life Below Water, Yellow 
Bonds for the generation of solar 
energy and related industries, and 
Thematic Bonds for SDG Goal 13 of 
Climate Action under the targets set 
up by India’s Nationally Determined 
Contributions of Paris Agreement 
were authorized by the Securities and 
Exchange Board of India (SEBI) in 
February 2023.

Sustainable Finance & 
Sustainability
Sustainable finance refers to financial 
practices that include environmental, 
social, and governance (ESG) factors 
into financial services and investment 
decision-making. Long-term benefits 
for investors, the environment, 
and society are the goals of this 
strategy. Sustainable finance places 
a high priority on funding programs 
that support renewable energy, 
sustainable agriculture, and ethical 
corporate governance in order to 
address pressing global concerns 
including resource depletion, social 
inequality, and climate change. 

 Sustainable finance 
places a high priority 
on funding programs 

that support renewable 
energy, sustainable  

agriculture, and ethical 
corporate governance 

in order to address 
pressing global 

concerns including 
resource depletion, 

social inequality, and 
climate change. 
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Tools like impact investing, which 
seeks to provide measurable social 
or environmental benefi ts in 
addition to fi nancial gains, and green 
bonds, which provide funding for 
environmentally friendly initiatives, 
are signifi cant components of this 
paradigm. Ultimately, sustainable 
fi nance advocates for a shift  away 
from traditional fi nancial metrics 
and toward a more holistic viewpoint 
that recognizes the connection 
between environmental, social, and 
governance stewardship.

The general idea of sustainability 
highlights the need to address 
current demands without sacrificing 
the capacity of future generations 
to address their own. Sustainability 
in terms of the environment, 
society, and economy is comprised 
of three interconnected pillars. 
Environmental sustainability is 
centred on safeguarding natural 
resources and ecosystems, promoting 
pollution-reduction strategies, and 
fostering biodiversity. By putting 
an emphasis on fairness, communal 
well-being, and human rights, 
social sustainability makes sure that 
everyone has access to opportunities 
and a respectable standard of 
living. Establishing mechanisms 
that promote steady employment, 
fair wealth distribution, and 
conscientious consumer habits is 
essential to achieving economic 
sustainability. These pillars work 
together to provide a holistic 
framework that respects natural 
boundaries, encourages social 
equality, and builds economic 
resilience through a balanced 
approach to growth. Sustainable 
finance plays a critical role in 
advancing these goals by mobilizing 
capital toward initiatives that align 
with sustainability principles.

Challenges faced by 
Sustainable Finance
Sustainable fi nance faces a variety 
of challenges that can hinder its 
growth and eff ectiveness. A major 
issue is the absence of standardized 
methods for measuring and 

reporting Environmental, Social, 
and Governance (ESG) factors. 
Th is lack of uniformity leads to 
inconsistent data and evaluations, 
making it diffi  cult for investors to 
compare sustainable investment 
opportunities. Additionally, 
greenwashing is a signifi cant concern, 
as some companies may infl ate 
their sustainability eff orts to att ract 
investment, complicating the task of 
identifying truly sustainable projects. 
Th e availability and quality of ESG 
performance data are oft en insuffi  cient, 
with many companies not disclosing 
critical information, resulting in 
inconsistencies. Furthermore, a short-
term focus among many investors can 
detract from long-term sustainability 
objectives. Inconsistent regulatory 
frameworks across various regions 
also create obstacles for sustainable 
investments, as this uncertainty may 
deter fi nancial institutions from fully 
committ ing to sustainable fi nance. 
Market perceptions contribute to 
the issue, as some investors still 
consider sustainable fi nance a 
niche area with potentially lower 
returns, limiting capital fl ow into 
sustainable initiatives. Traditional 
fi nancial models frequently overlook 
environmental and social risks, 
leading to an under appreciation 
of potential losses associated with 
unsustainable practices. Moreover, 
there is oft en a lack of knowledge and 
expertise within fi nancial institutions 
regarding sustainable fi nance 
strategies, which hampers eff ective 
development. Political and economic 
instability can further impact 
investments in sustainable projects, 
especially in developing regions 
where access to sustainable fi nance 
is limited due to weaker fi nancial 
markets and infrastructure. To tackle 
these challenges, collaboration among 
governments, fi nancial institutions, 
businesses, and civil society is 
essential for creating a more robust 
framework for sustainable fi nance.

Conclusion
India’s Sustainable Finance scene is still 
relatively young. To stay up to date on 
the most recent advancements in this 

fi eld, it is crucial to refer to more recent 
sources and offi  cial announcements. 
Governments, corporations, and 
fi nancial institutions are constantly 
adapting and innovating in the fi eld of 
green fi nance to meet environmental 
challenges. Since green fi nance is 
giving environmentally sustainable 
projects the funding they need, it 
is genuinely illuminating the path 
forward for India’s sustainable 
future. Th e country’s green fi nance 
industry is expanding as a result of 
government initiatives, increased 
tech optimization, and participation 
from the private sector. India stands 
to gain from the adoption of green 
fi nance in a number of ways, including 
enhanced energy security, reduced 
carbon emissions, and promotion 
of sustainable development. It is 
anticipated that India will continue to 
prioritize green fi nance and accelerate 
its eff orts in unfurling a sustainable 
and greener future.
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