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Abstract

The financing of climate transition has become a defining challenge for contemporary financial systems,
particularly in emerging economies where decarbonisation must proceed alongside developmental
expansion. This paper examines the evolving role of Environmental, Social, and Governance (ESG)
investing, green bonds and public policy instruments in mobilising capital for a low-carbon and climate-
resilient future, with specific reference to India. It argues that sustainable finance is no longer a
peripheral ethical consideration but a core mechanism through which financial markets can influence
environmental outcomes, reshape risk assessment and support long-term structural change. The
expansion of green debt markets and the institutionalisation of sustainability disclosure norms suggest
that financial regulation is increasingly being used to align capital allocation with climate objectives.
Using a conceptual and analytical approach, the paper synthesises recent policy developments to assess
the effectiveness of ESG investing and green bonds as channels of transition finance. It highlights the
significance of SEBI’s sustainability reporting architecture, green debt securities guidelines and the
Government of India’s Sovereign Green Bond Framework in strengthening market credibility and
investor confidence. At the same time, it identifies persistent constraints, including green washing, rating
divergence, uneven disclosure quality, limited taxonomy clarity and the risk that transition costs may be
borne disproportionately by vulnerable workers and regions. The paper concludes that financing the
green future requires an integrated governance framework in which market innovation is anchored by
regulatory integrity, fiscal support, transparent standards and explicit just-transition safeguards.
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Introduction

1. Introduction and Problem Statement

The intensification of climate change has altered the relationship between finance, development and
public policy. Financial systems are increasingly expected to perform not only allocative and risk-
sharing functions but also transformative functions, particularly in the context of decarbonisation,

IJFMR NSSFIGTMA - 2025 70


https://www.ijfmr.com/

N International Journal for Multidisciplinary Research

IJFMR

climate adaptation and sustainable infrastructure creation. Sustainable finance has therefore emerged as
a policy and market response to the need for channelling financial resources toward activities that
generate long-term environmental and social value. Within this field, ESG investing and green bonds
have gained particular prominence as instruments capable of integrating sustainability objectives into
capital markets.

The significance of this issue is amplified in India, where the transition to sustainability must occur in a
developmental setting marked by energy demand growth, urbanisation, industrial expansion and
persistent infrastructure deficits. India’s climate vulnerability further heightens the need for climate-
aligned finance. The country’s policy response has evolved through the introduction of sustainability
reporting requirements, green debt securities guidelines, and sovereign green bond issuances. In parallel,
global markets have witnessed substantial expansion in green debt, with sustainable debt issuance in
India also crossing significant thresholds by 2024. These developments indicate that green finance is no
longer peripheral to financial governance, but integral to economic transition.

However, the expansion of sustainable finance has not resolved the underlying problem of credibility.
ESG investing is often constrained by methodological variation among rating providers, incomplete
disclosures and inconsistent metrics. Green bonds, though increasingly accepted by issuers and
investors, remain vulnerable to weak project selection, inadequate post-issuance reporting and
reputational use of the green label. Moreover, the benefits of sustainable finance are not automatically
distributed across sectors, regions or social groups. If green finance remains concentrated in large listed
firms and major infrastructure projects, it may deepen rather than reduce developmental inequality.

The central problem addressed in this paper is therefore twofold. First, how can ESG investing and green
bonds are conceptually and empirically understood as mechanisms of climate finance? Second, what
public policy instruments are required to ensure that these mechanisms are credible, scalable and
socially inclusive? The paper discusses that sustainable finance can support green transformation only
when market mechanisms are reinforced by strong regulatory standards, institutional oversight and just-
transition principles.

2. Conceptual Framework

The conceptual framework of this paper is based on the premise that sustainable finance is the
institutional bridge between climate objectives and financial allocation. ESG investing, green bonds and
public policy are not isolated variables; they constitute an interdependent system through which
environmental goals are translated into investment decisions and capital flows. ESG investing influences
how investors assess long-term risk, resilience and value creation. Green bonds provide a labelled
financing mechanism for environmentally beneficial expenditure. Public policy establishes the
standards, incentives and safeguards that determine whether these market instruments produce
measurable and legitimate outcomes.
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The framework rests on four analytical propositions.

1. First, information asymmetry is a core constraint in sustainable finance. Investors require credible
and comparable sustainability data in order to price environmental and governance risks. This makes
disclosure frameworks foundational to ESG markets.

2. Second, capital allocation requires purpose. Green bonds are significant because they link financing
to specific environmental uses and thereby enhance traceability.

3. Third, institutional credibility is essential. Without taxonomies, assurance mechanisms and
regulatory oversight, green finance is vulnerable to exaggeration and misclassification.

4. Fourth, distributional equity must accompany environmental transition. A financially efficient
transition that neglects workers, vulnerable regions or low-income households cannot be considered
socially sustainable.

This framework also reflects the evolving literature on sustainable finance. Recent evidence suggests
that ESG performance may be associated with improved market valuation, reduced cost of capital and
stronger corporate resilience, though results vary by sector and methodology. Likewise, green bonds
have become an established instrument in climate finance, but their impact depends on the robustness of
post-issuance monitoring and the environmental integrity of eligible expenditures. In India, these
concerns are especially relevant because regulation is still maturing and sustainable finance must be
aligned with broader developmental priorities.

Accordingly, the framework adopted in this paper treats ESG investing as a screening and signalling

mechanism, green bonds as a mobilisation and allocation mechanism, and public policy as a governance

and correction mechanism. The interaction of these three elements determines whether green finance can
move from symbolic commitment to effective climate action.

3. ESG Investing and Evidence

ESG investing refers to the incorporation of environmental, social and governance criteria into
investment analysis, security selection and portfolio management. It reflects the growing recognition that
sustainability-related factors can materially influence firm performance, long-term risk and institutional
legitimacy. Environmental considerations include emissions intensity, energy use, pollution management
and climate resilience. Social considerations involve labour standards, community relations, diversity
and supply-chain responsibility. Governance factors encompass board quality, disclosure practices,
accountability and shareholder rights.

The expansion of ESG investing has been driven by both normative and financial logic. Normatively,
investors are increasingly expected to align capital with sustainability values. Financially, climate
transition risk, regulatory change, resource scarcity and reputational exposure can affect profitability and
valuation. A growing body of evidence suggests that firms with stronger ESG practices may experience
better access to capital, improved resilience and more favourable valuation outcomes, though the
strength and direction of the relationship remain contingent on measurement methods and institutional
context.
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In the Indian context, ESG investing has gained momentum alongside regulatory changes. Securities and
Exchange Board of India’s (SEBI’s) disclosure reforms, including the Business Responsibility and
Sustainability Reporting framework and the later Business Responsibility and Sustainability Reporting
(BRSR) Core provisions, have aimed to improve the availability and comparability of sustainability
information. These reforms are significant because ESG investing is only as credible as the disclosure
architecture that supports it. The Indian regulatory approach has also begun to recognise the need for
greater standardisation in ESG ratings and investment products.

Nevertheless, important limitations remain. ESG ratings often differ substantially across providers
because of differing methodologies and weighting systems. This lack of convergence weakens
comparability and can reduce investor confidence. Further, ESG data may reflect disclosure quality
rather than substantive sustainability performance, leading to a compliance-driven rather than
transformation-driven approach. In emerging markets, the problem is compounded by uneven reporting
capacity and incomplete coverage of smaller firms. SEBI’s move toward assurance on BRSR Core
disclosures is therefore a significant step, but it does not by itself resolve the deeper structural issues of
data quality and impact measurement.

The literature also highlights a critical question of additionality. ESG investing may shift ownership
patterns without necessarily financing new green activity. A portfolio that is more sustainable on paper
may still invest in securities that were issued for conventional purposes. Hence, ESG investing is best
understood as a mechanism that can improve market discipline and capital allocation, but not as a
substitute for direct climate-finance instruments or public policy support.

4. Green Bonds and Market Evolution

Green bonds are debt instruments whose proceeds are earmarked for projects with environmental
benefits. They are designed to finance activities such as renewable energy, energy efficiency, clean
transportation, climate adaptation, sustainable water systems, waste management and green buildings.
Their distinctive feature lies in the explicit linkage between financing and environmental use of
proceeds. This structure has made green bonds one of the most visible and scalable instruments in
sustainable finance.

The global green bond market has expanded rapidly over the last decade, moving from a niche segment
to a mainstream instrument for climate finance. The growth of this market reflects heightened climate
awareness, stronger institutional demand and increased regulatory attention. By late 2025, global
sustainable debt markets had surpassed major milestones, with labelled green debt reaching record
levels. This growth has been accompanied by diversification in issuer types, including sovereigns,
municipalities, financial institutions and corporates.

India’s green finance data indicate a rapid institutional deepening of the market. The sovereign green
bond framework was approved in November 2022 and the first sovereign tranches were issued in 2023
to finance public projects that reduce emissions intensity. By end-2024, India’s cumulative aligned
sustainable debt had reached USD 55.9 billion, with green bonds accounting for 83% of total aligned
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issuance. Broader market projections place India’s sustainable finance market at USD 653.76 billion in
2025, with expected growth to USD 2,420.7 billion by 2034 at a CAGR of 14.44 per cent.

India’s Green Bonds - Market Share in USD bn
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India’s green bond market data are based on recent sustainable debt market estimates and reflect the
share of green bonds within the broader aligned sustainable debt market. The figures indicate the
dominant position of green bonds in India’s sustainable finance structure.

The evolution of green bonds in India is significant for three reasons. First, it demonstrates that climate
finance can be embedded within sovereign borrowing rather than confined to the private sector. Second,
it helps create a benchmark for pricing and market development. Third, it has the potential to crowd in
institutional investors such as pension funds, insurers and foreign asset managers. Yet the effectiveness
of green bonds depends on governance quality. A green label must be supported by robust project
selection, independent review, management of proceeds and post-issuance impact reporting.

The literature increasingly recognises that green bonds are not merely financial innovations; they are
instruments of policy credibility. Their value lies in their ability to convert environmental objectives into
traceable financial commitments. However, if the environmental criteria are loose or reporting weak, the
bond market may expand without generating commensurate climate benefits. Thus, market evolution
must be evaluated not only by issuance volume but also by transparency, integrity and environmental
impact.
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5. India’s Policy and Regulatory Framework

India’s policy and regulatory response to sustainable finance has evolved through a combination of
securities regulation, debt market innovation and sovereign commitment. The Securities and Exchange
Board of India has played a leading role by introducing sustainability reporting requirements for listed
entities and strengthening them through the BRSR Core framework and related assurance mechanisms.
These measures reflect a recognition that ESG markets cannot function effectively without standardised
and credible disclosure.

SEBI’s BRSR framework has been especially important because it moves beyond broad narrative
reporting to structured sustainability disclosures. The later BRSR Core initiative strengthens this by
introducing a more focused set of core metrics, along with assurance requirements for larger listed
entities. This is highly relevant for ESG investing because it reduces asymmetry between issuers and
investors and supports more meaningful sustainability assessment.

On the debt side, SEBI’s framework for green debt securities has sought to define eligible categories,
reporting obligations and review requirements, thereby improving the integrity of labelled debt. These
steps are consistent with international market principles but adapted to Indian market conditions. At the
sovereign level, the Government of India’s Sovereign Green Bond Framework marked a major
institutional advance by aligning public borrowing with climate expenditure. The framework specifies
eligible categories, reporting standards and exclusions, thereby strengthening the legitimacy of sovereign
climate borrowing.

More recent market evidence suggests that India’s sustainable debt market has deepened significantly,
with the sovereign green bond programme helping to expand domestic participation and create a
benchmark for future issuances. At the same time, India’s regulatory environment is still evolving. The
need for a more coherent green taxonomy, stronger assurance systems, broader market depth and clearer
links between sustainability reporting and capital allocation remains substantial. The current framework
is best understood as a promising foundation rather than a completed architecture.

6. Public Policy Instruments for Scaling

Sustainable finance cannot scale meaningfully through market mechanisms alone. Public policy is

essential because it reduces risk, improves information, shapes incentives and ensures that

environmental goals are not diluted by short-term commercial interests. Several policy instruments are
particularly important.

1. First, mandatory disclosure remains foundational. The more reliable the sustainability information
environment, the more efficiently investors can allocate capital toward climate-aligned firms and
projects. India’s experience with BRSR and BRSR Core demonstrates the importance of disclosure
as a market-enabling tool.

2. Second, taxonomy development is necessary to define what qualifies as green, sustainable or
transition-aligned. A coherent taxonomy reduces ambiguity and helps prevent mislabelling. It also
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supports comparability across issuers and sectors. In the absence of taxonomy clarity, the credibility
of ESG investing and green bonds can weaken.

3. Third, fiscal and quasi-fiscal support can improve the viability of green projects. Tax concessions,
guarantees, viability-gap funding, blended finance and interest subsidies can help lower the cost of
capital for sectors where returns are long-term or uncertain. These tools are especially relevant for
adaptation, climate-resilient infrastructure and distributed renewable systems.

4. Fourth, public development finance can play a catalytic role. Development banks, public financial
institutions and sovereign issuers can absorb early-stage risk, provide long-tenor funding and help
build market confidence. This is particularly valuable in India, where the transition must reach
sectors and regions that may not attract private finance immediately.

5. Fifth, regulatory supervision and assurance are essential to prevent greenwashing. Third-party
verification, audit mechanisms and impact reporting improve trust in labelled instruments and
sustainability disclosures. This is not only a compliance issue but a structural requirement for market
development.

6. Sixth, public procurement and expenditure planning should align with green finance objectives.
Sovereign green bonds are more effective when linked to a pipeline of bankable public projects,
robust monitoring and transparent allocation. This allows public finance to serve as a platform for
market development rather than as isolated borrowing.

The literature suggests that policy effectiveness depends on coherence rather than isolated interventions.

Accordingly, a successful green finance strategy requires coordination among regulators, finance

ministries, public institutions and market participants.

7. Risks, Limitations, and Just Transition

The expansion of sustainable finance is accompanied by significant risks. The first is green washing,
where products or issuers claim sustainability benefits that exceed their actual environmental
contribution. This undermines trust and distorts market signals. The risk is especially pronounced in
systems where disclosure is uneven and verification weak.

The second is data and measurement limitations. ESG investing depends on information that is often
incomplete, non-standardised or inconsistent across providers. In India, this problem is particularly acute
beyond the top listed firms covered by the strongest disclosure frameworks. Without better data
infrastructure, sustainable finance may remain shallow and concentrated.

The third is the issue of market concentration. Green finance may flow disproportionately toward large
corporates, major urban infrastructure and sectors with greater reporting capacity. This can leave small
enterprises, informal actors and vulnerable regions with limited access to sustainable capital. The danger
is that finance becomes greener without becoming broader.

The fourth concern is just transition. Climate action inevitably creates distributional effects, especially in
carbon-intensive industries and regions dependent on fossil-fuel-linked employment. A transition that
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ignores labour displacement, income loss and regional decline may face political backlash and social
resistance. Therefore, just transition principles must be integrated into sustainable finance design.

India’s policy architecture must therefore go beyond environmental efficiency and incorporate social
safeguards. This includes worker retraining, livelihood support, regional diversification, and access to
clean infrastructure for underserved populations. The transition to a green economy must be both
environmentally credible and socially legitimate. If it is not, green finance may achieve symbolic
success while generating developmental tension.

8. Conclusion and Policy Recommendations

This paper has argued that financing the green future requires a coherent integration of ESG investing,

green bonds and public policy instruments. ESG investing helps embed sustainability into capital-market

behaviour, while green bonds provide a direct financing channel for environmentally beneficial projects.

Yet these instruments can be effective only when supported by credible regulation, reliable disclosure,

clear taxonomies, fiscal incentives and social safeguards.

The Indian experience illustrates both the promise and the unfinished nature of sustainable finance.

Recent reforms in sustainability reporting, green debt regulation and sovereign green bond issuance

represent substantial progress. At the same time, persistent issues related to data quality, standardisation,

enforcement and just transition reveal that the institutional architecture remains in development.

The following policy recommendations emerge from the analysis:

1. Strengthen and widen sustainability disclosure norms beyond the largest listed entities.

2. Develop a nationally coherent green taxonomy aligned with international principles but adapted to
Indian developmental priorities.

3. Expand third-party assurance and post-issuance impact reporting for green bonds and ESG
disclosures.

4. Use public development finance and fiscal incentives to de-risk climate and resilience investments.

5. Integrate just-transition measures into all major green finance programmes.

6. Improve coordination between SEBI, the Ministry of Finance, public financial institutions and sector
regulators.

7. Ensure that climate finance reaches smaller firms, underserved regions and adaptation-intensive
sectors.

8. Link sovereign green borrowing more explicitly to measurable environmental and social outcomes.

In conclusion, sustainable finance must be assessed not merely by the size of capital mobilised but by

the credibility, inclusiveness and developmental relevance of its outcomes. A green future can be

financed only when market instruments are embedded within a strong public policy architecture that

protects integrity, promotes equity and accelerates climate action.

References
1. Alda, M. (2019). ESG fund ratings and the transparency of socially responsible investment funds.

IJFMR NSSFIGTMA - 2025 77


https://www.ijfmr.com/

N

International Journal for Multidisciplinary Research

National Seminar on Sustainability in Focus: Innovations for Greener Tomorrow: A

IJFMR Multidisciplinary Approach (NSSFIGTMA — 2025) — Dated 23'® December 2025

Organized by Department of Chemistry, Babu Jagjivan Ram Government College
(Autonomous) Accredited by NAAC with B++ Grade, Hyderabad-29, Telangana, India
Sponsored by Telangana Council of Higher Education (TGCHE), Hyderabad
E-ISSN: 2582-2160 e Website: www.iifmr.com e Email: editor@ijfmr.com

o

10.

11.

Journal of Cleaner Production, 210, 303-314.

Department of Economic Affairs, Government of India. (2022). Framework for Sovereign Green
Bonds. Ministry of Finance.

ICMA. (2021). Green Bond Principles: Voluntary Process Guidelines for Issuing Green Bonds.
International Capital Market Association.

Joshi, N. R., & Patwari, K. (2025). Green Finance and ESG Investments: A Green Roadmap for the
Indian Financial Sector. Ganpat University.

Najmitdinov, A. K., Rajendran, M., Ishimbaev, R. N., & Krishnakumari, S. (2025). Green finance
and ESG investing: Driving sustainable growth through innovation. AIP Publishing.

OECD. (2025). Asia Capital Markets Report 2025: Sustainable Bonds. Organisation for Economic
Co-operation and Development.

Reserve Bank of India. (2023). Sovereign Green Bond auction calendar and issuance details. RBI.
SEBI. (2023). Framework for green debt securities. Securities and Exchange Board of India circular.
Singh, U. V., & Shrivastava, M. K. (2024). Accelerating the Growth of Green Bonds in India. TERI
Press.

Shekhawat, P., & Neha. (2024). Green Bonds and Sustainable Investment: The Rise of Eco-
Conscious Financing in India.

World Bank. (2023). Financing climate action in developing countries: policy instruments and
market mechanisms. World Bank Group.

IJFMR NSSFIGTMA - 2025 78


https://www.ijfmr.com/

