© April 2024 | IJIRT | Volume 10 Issue 11 | ISSN: 2349-6002

The Potential of Green Finance in Promoting Sustainable
Development: A Theoretical Approach

DR. G. K. CHAVHAN!, DR. S. R. PAGARE?
L2 K. J. Somaiya College of Arts, Commerce & Science, Kopargaon

Abstract— Green finance is a solution to balance
economic growth and environmental sustainability. It can
reduce the negative impacts of economic growth on the
environment by supporting sustainable development and
reducing greenhouse gas emissions and air pollution.
Green finance can be used in various sectors, such as
agriculture, green buildings, and green security. It
promotes sustainable practices and invests in green
projects, such as supporting farmers who adopt sustainable
farming practices and developing energy-efficient
buildings that reduce energy consumption and carbon
emissions. In India, green finance adoption has been slow,
but its importance is increasingly recognized. This paper
explores the existing literature on green finance and its
potential for promoting sustainable development in India.
By examining current trends, this paper aims to provide
insights into how green finance can be used to address the
challenges facing the Indian economy and promote a more
sustainable future.

Indexed Terms- Environment; Green finance; Green
building; Green projects; Renewable energy.

I INTRODUCTION

Green financing has become an essential tool not only
in the business world but also in environmental
science. It is predicted that worldwide green financing
in green foundations will reach an impressive $40
trillion by 2030. This type of financing involves a
series of administrative means that require commercial
banks and other financial institutions to conduct
research and development to produce pollution
treatment facilities and be engaged in ecological
protection and restoration. Furthermore, it supports the
creation and use of new vitality assets, focused on
monetary generation, green merchandise generation,
and environmental rural generation. It also provides
loans to support relevant projects and institutions and
offers concessionary low financing costs. However, it
also limits new venture speculations of contaminating
endeavors, accompanied by some culpable loan fees.
By embracing green financing, we can balance
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economic growth and environmental sustainability,
reducing the negative impacts of economic growth on
the environment and promoting sustainable
development. Let's work together to create a more
sustainable future.

1. OBJECTIVES OF THE STUDY

This paper delves into the details of green financing,
which is an essential aspect of maintaining a
sustainable balance between business and the
environment. As this business is closely related to the
earth, green financial products and services become a
fundamental component of sustainability.

The primary objective of this study is -

To establish green financing at the grassroots level of
the nation, ensuring that environmental protection and
economic growth go hand in hand. By achieving this
objective, we can promote sustainable development
and create a greener future for generations to come.

i, METHODOLOGY

The study being discussed here is centred around the
secondary findings of researchers who have dealt with
the subject of global green financing. It is noteworthy
that the researchers have made an effort to examine the
initiatives related to green finance that have been
undertaken in developing countries such as India. The
importance of this research cannot be overstated, as it
sheds light on the pressing need for green funds to
support environmentally friendly businesses. It's
heartening to see that such initiatives are being given
due consideration, and it's hoped that they will
contribute to a more sustainable future for all.

IV. REVIEW OF LITERATURE

According to Heim and Zenklusen's (2005) research
findings, investors in the stock market have become
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increasingly environmentally conscious and are not in
favor of industries that do not comply with pollution
norms.

Wagner and Schaltegger (2006) point out that there
remains a pressing need for universally acceptable
accounting and reporting standards with indicators
that can be applied to all industries. They further argue
that social and environmental reporting and
accounting should be developed and implemented in
tandem.

Weber, Fenchel, and Scholz's (2008) survey of UNEP
banks and non-UNEP  banks reveals that
environmental risk analysis is integrated only during
the due diligence phase of loan applications, but not
throughout the loan's life cycle, especially during the
monitoring phase. This suggests that banks do not
have a complete understanding of the impact of
environmental risks on their loan portfolio.

Verma (2012) highlights several issues that hinder the
growth of green financial products. It's important to
address these issues to ensure that green finance can
play a more significant role in promoting sustainable
development.

The market for green products has struggled to
establish itself as an economically competitive option,
with many lower-cost products dominating the market.
Although there has been a significant rise in the market
of green financial products and services in Europe,
globally, this market is still in its early stages, with no
clear boundaries or unified characteristics that
differentiate it from traditional industries.

This presents a challenge for financial institutions and
banks, who have a significant role to play in
contributing to the creation of a strong and successful
low-carbon economy. They must expand their use of
environmental information in credit extension and
investment decisions, which will not only proactively
improve their environmental performance but also
create long-term value for their business. Moving
forward, businesses with a high carbon footprint will
be viewed as riskier ventures, and banks may refrain
from financing such companies. Instead, they would
look to finance new technology solutions that capture
or reduce carbon emissions.
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Hohne (2012) recommends, "green finance" is a broad
term encompassing financial investments flowing into
sustainable development projects and initiatives,
environmental products, and policies that encourage
the development of a more sustainable economy.

Green finance refers to the use of financial instruments
and services that promote sustainable economic
growth while addressing environmental challenges. It
involves investments that aim to reduce greenhouse
gas emissions, control industrial pollution, and protect
biodiversity. Green finance takes into account
environmental factors throughout the disposal
decision-making, ex-post monitoring, and risk
management processes.

This approach is designed to encourage
environmentally  responsible  investments and
stimulate  low-carbon  technologies,  projects,
industries, and businesses. According to Price
Waterhouse Coopers Consultants, green finance
involves financial products and services that promote
sustainable investment and economic growth by
considering environmental factors. These products
and services are aimed at promoting environmentally
responsible  investments and supporting the
development of low-carbon technologies, projects,
industries, and businesses.

Lindenberg's definition of green finance is even more
comprehensive. It includes financing green
investments in environmental products and services,
prevention of environmental damages, financing of
public green policies, and a green financial system that
deals specifically with green investments. In other
words, green finance involves funding for
environmentally sustainable projects and initiatives, as
well as the development of financial systems that
prioritize environmentally responsible investments

It is fascinating to explore the multitude of studies
conducted on green banking practices. A growing
awareness among bank employees, associates, and
customers about the significance of adopting eco-
friendly strategies is evident.

Jha & Bhome's (2013) study highlights widely
adopted strategies such as online banking, green loans,
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power-saving equipment, green credit cards, use of
solar and wind energy, and mobile banking.

Khandewal's (2013) paper provides a comprehensive
explanation of the concept and benefits of green
banking and offers practical tips on how to implement
it. The paper also studies the green banking practices
of several prominent banks in India, including
Indusind Bank, ICICI Bank, IDBI Bank, HDFC Bank,
SBI, and Yes Bank.

Goel's (2016) study concludes that India has
significant potential to create a green infrastructure
needed for green finance. Overcoming barriers and
creating awareness among corporate citizens is crucial
to achieving this.

IFC's (2016) analysis shows that significant progress
has been made to incentivize and measure green
finance. Private financial institutions can estimate
green finance flows, indicating that it is possible to
track such investments.

V. CONCEPT OF GREEN FINANCE

Green financing is a term used to describe financial
assistance provided to projects and initiatives that aim
to reduce greenhouse gas emissions and other
environmental pollutants. The primary objective of
green finance is to encourage the development of a
sustainable economy that is in harmony with the
environment. It offers financial support to industrial
and financial advancements that result in the reduction
of  ozone-depleting  substances and  other
environmental contaminants. Green development is a
solution to three existing threats to the global
economy, namely climate change, energy shortages,
and financial crises.

Green finance faces challenges in traditional financial
law in every country. The significance of
environmental considerations in venture fund has been
growing since the 1990s, and it has been influencing
and shaping lending decisions. Green finance covers a
wide range of environmental issues, such as air and
water pollution, waste disposal, deforestation, and the
loss of biodiversity. It must be eco-friendly and can
contribute to poverty alleviation. Green finance is a
critical approach to integrating the financial sector into
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the transition process towards low-carbon and
resource-efficient economies, particularly in adapting
to climate change.

Green financing is a broad term that refers to financial
investments in sustainable development projects and
initiatives, environmental products, and solutions that
support the development of a more sustainable
economy. Climate finance is just one of the subsets of
green finance. It also encompasses a broader range of
other environmental objectives, such as industrial
pollution control, water sanitation, and biodiversity
conservation. Mitigation and adaptation finance are
particularly relevant to climate change-related
activities. Mitigation financial flows refer to
investments in projects and programs that help reduce
or avoid greenhouse gas emissions, while adaptation
financial flows refer to investments that help reduce
the vulnerability of goods and people to the impacts of
climate change.

VI.  HISTORICAL BACKGROUND OF GREEN
FINANCE

Green finance has its roots in the concept of
sustainable development, which emerged in the 1980s
as a response to growing concerns about
environmental degradation and social inequality. The
Rio Earth Summit in 1992 marked a turning point in
the global recognition of sustainable development, and
it was there that the concept of "Green Finance" began
to take shape. Over the vyears, governments,
international organizations, and the private sector have
increasingly recognized the importance of green
finance as a means of promoting sustainable economic
growth and mitigating climate change. Today, green
finance has become a vital tool in the fight against
climate change, and it is expected to continue to play
a critical role in shaping the global economy in the
years to come.

VIl. CARBON DISCLOSURE PROJECT

CDP is a non-profit that encourages organizations to
disclose their GHG emissions and assess climate
change risks. It provides a reporting system for
participants, including banks to calculate their GHG
output. However, CDP lacks standards to limit banks'
lending to companies that don't disclose their carbon
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emissions. Nonetheless, this initiative has been signed
by banks worldwide to enhance their sustainability and
manage environmental risks.

Green finance is the practice of investing in
environmentally friendly projects or companies that
promote sustainable development and reduce carbon
emissions. It functions by providing financial
incentives such as loans or grants to these projects or
companies. This enables them to invest in renewable
energy, energy-efficient technologies, and other
environmentally-friendly initiatives. Green finance
also involves the use of financial instruments such as
green bonds, which are specifically earmarked for
environmentally friendly projects. These bonds
provide investors with an opportunity to finance such
projects while earning returns on their investments. In
summary, green finance provides an avenue for
investors to finance projects that promote
sustainability and help combat climate change.

It is important to note that green businesses and
innovations require different levels of funding from
various sources of capital. These sources include
domestic public finance, international public finance,
and private sector finance. Green financing can be
packaged in various ways through different
investment structures.

Green finance is a crucial component of low-carbon
green development as it connects the financial
industry, environmental change, and economic
growth. However, traditional finance may find it
difficult or economically unattractive to back green
industrial proposals due to the risks associated with
environmentally sustainable projects. In this regard,
public financing mechanisms can tilt the balance for
profitability, for example, by offering soft loans or
guaranteeing loans from private banks.

A range of voluntary and regulatory initiatives has
highlighted prominent strands of sustainability in
India, particularly related to financial markets and the
banking system. Corporate social responsibility (CSR)
has also been formally introduced through the
Companies Act of 2013 with effect from 1 April 2014.
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VIIl. GREEN FINANCE IN INDIA

Historically, India has always incorporated sustainable
development as a way of doing business. Business in
Vedanta is seen as genuine and a vital piece of society,
and it should make riches for the general public
through the correct methods of operation. 'Sarva loka
hitam' in the Vedic writing refers to 'prosperity of
partners’. This means that an ethical and socially
responsible system must be essential to all business
endeavours.

In recent times, like other developing economies, the
period of globalization and privatization of the 1990s
saw increased capital investment with asset creation
through new economically viable activities,
production of more goods and services, and expanding
market outreach from local to regional to national and
even international levels. The adverse impact of wider
industrialization on the environment was also a
concern. However, climate change concerns received
wider recognition and acceptance with the signing of
the Kyoto Protocol. India demonstrated its
commitment to combating global warming by
endorsing the convention in August 2002.

Since sustainable development goals demand
immense capital contribution that cannot be provided
by governments and public sector institutions alone, a
system has been set up to involve different
stakeholders. As part of the Legislative system, The
Companies Act, 2013 mandates that larger companies
should contribute at least 2% of their average net
profits every year

IX.  GREEN FINANCIAL PRODUCTS AND
SERVICES IN INDIA

Green Bond:

A green bond is a debt instrument that is issued to
finance environmentally sustainable projects. It is
similar to a regular bond in terms of structure, but the
proceeds from the sale of green bonds are exclusively
used to finance projects that have a positive
environmental impact.

Green bonds can be issued by governments,
development banks, and corporations. The proceeds
from the sale of green bonds can be used to finance a
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variety of projects, including renewable energy,
energy efficiency, pollution control, sustainable
agriculture, and forestry.

Green bonds are becoming increasingly popular as
investors are looking for ways to support
environmental sustainability. The green bond market
has grown rapidly in recent years, with the total
amount of green bonds issued reaching over $200
billion in 2019.

The issuance of green bonds is typically accompanied
by a set of guidelines or standards that define the types
of projects that are eligible to receive financing. These
guidelines are designed to ensure that the projects
financed by green bonds are truly environmentally
sustainable and have a positive impact on the
environment.

X. GREEN INSURANCE

Green insurance schemes aim to provide risk coverage
to individuals and businesses at a low premium while
promoting environmentally friendly practices. In
India, HSBC and Allianz have collaborated to offer
green reinvestment insurance to customers. This
insurance policy provides coverage to buildings that
have received certification from international
environmental standards such as LEED and
BREEAM. The policy offers an additional 5%
coverage over the normal insured loss amount with
only a minor increase in premium, which encourages
builders to create more energy-efficient buildings and
reduce their carbon footprint.

Xl.  GREEN LOAN SCHEMES

It's interesting to note that many commercial banks
and financial institutions offer Green loan schemes at
concessional interest rates to support investment in
energy-efficient projects. For example, State Bank of
India (SBI) provides a Green Home Bank loan scheme
with low interest rates to encourage customers to opt
for certified Green housing, while ICICI Bank has
introduced a Vehicle finance scheme that reduces
interest rates by 50% for consumers purchasing cars
that use renewable energy sources. Union Bank of
India and Punjab National Bank also offer different
loan schemes to farmers for purchasing solar-powered
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equipment and constructing greenhouses. It's
encouraging to see financial institutions promoting
sustainable practices and supporting the development
of a green economy in India.

XIl.  FUTURE SCOPE OF GREEN FINANCE IN
INDIA

The future of green finance in India is promising as the
country  continues to  prioritize  sustainable
development and climate action. With the
government's focus on renewable energy and energy
efficiency, the demand for green finance is likely to
grow in the coming years. Recent initiatives such as
the International Solar Alliance, the National Solar
Mission, and the Smart Cities Mission have already
created a favorable environment for the growth of
green finance.

Moreover, the Reserve Bank of India has also
launched guidelines for banks and financial
institutions to encourage them to invest in green
projects. These guidelines include the issuance of
green bonds, extending credit to renewable energy
projects, and setting up dedicated green funds.

In addition to this, the market for green finance is
expected to expand with the growth of the green bond
market and the emergence of innovative financial
instruments such as green loans, green mortgages, and
green insurance. The rise of sustainable investment
and responsible banking practices is also expected to
drive the growth of green finance in India.

Overall, the future of green finance in India looks
promising, and the country has the potential to become
a global leader in green finance, supporting the
transition towards a sustainable and low-carbon
economy.

Recent government policies and incentives of green
finance in India:

The Recent Government Policies and Initiatives which
have increased the scope of green financial products in
India are as follows:

The Indian government has taken several steps to
promote green finance in the country. In 2018, the
Securities and Exchange Board of India (SEBI)
mandated the top 500 listed companies to disclose
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their carbon emissions, energy consumption, and other
sustainability-related metrics. This move has
increased  the  transparency of  companies'
environmental impact and encouraged them to adopt
sustainable practices.

The Reserve Bank of India (RBI) has also taken
several steps to promote green finance. In 2019, the
RBI allowed banks to issue "green bonds" to finance
renewable energy and other green projects. The RBI
also established a separate "priority sector" for lending
to renewable energy projects, which provides banks
with a lower cost of funds.

The government has also announced several
incentives to promote the adoption of renewable
energy. In 2015, the government launched the
"National Solar Mission™ to achieve 100 GW of solar
capacity by 2022. The government has also provided
subsidies and tax incentives for renewable energy
projects and has waived customs duty on certain
components used in renewable energy projects.

Overall, the government's policies and incentives have
played a crucial role in promoting green finance in
India. However, there is still a long way to go, and
more needs to be done to ensure that sustainable
development is at the forefront of the country's
economic growth.

CONCLUSION

Green finance has become a global concern in
sustainable economic and financial development. All
nations are worried about environmental changes and
pollution. To achieve more sustainable development,
we need to identify possible green projects and verify
if they qualify for green financing. We must also
finance projects that generate less waste, recycle waste
into composts or other articles, increase investment in
all green projects, create awareness at the grassroots
level among rural populations, set up green projects
and facilitate replication, plant trees wherever
possible, encourage developers to build green
buildings, invest in eco-friendly products, increase
microfinance to produce green products with very
low-interest rates, and finance rainwater harvesting,
solar lights, and other renewable energy sources.
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This paper discusses green financing in detail and
shows that it is essential for a country's development.
Global warming is creating various problems in the
world, and scientists and environmental experts
believe that greenhouse gas emissions are the cause.
This study emphasizes that green financing will
significantly reduce greenhouse gas emissions.
Therefore, it can be concluded that India has great
potential to create the green infrastructure required for
green finance by overcoming barriers and creating
awareness among corporate citizens for more
sustainable development. We hope that green finance
will become popular in all societies globally soon.
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