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Abstract: The global shift toward environmental sustainability necessitates a rethinking of investment trends,
especially in sectors traditionally dominated by fossil fuels. Despite growing awareness, financial flows into
renewable energy and sustainable infrastructure remain inconsistent, posing risks to the achievement of global climate
goals. Green finance— comprising tools such as green bonds, eco-banking, and sustainable funds—has emerged
as a transformative mechanism in bridging this financial gap. However, fossil fuel investment still overshadows green
alternatives, particularly in developing economies.

This study examines the integration of green finance into India's money market, assessing its effectiveness
in channeling resources toward climate-resilient and environmentally sound investments. It highlights the evolving
role of the Reserve Bank of India, regulatory bodies, and financial institutions in supporting the green finance
ecosystem. By leveraging empirical data and global benchmarks, this paper offers a comprehensive analysis of how
the money market can act as a powerful platform to promote sustainable development in India.
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l. INTRODUCTION economic future.

The money market serves as a backbone for short- » The Interconnection Between Green Finance and the
term liquidity management and financial stability in Money Market
modern economies. In India, it comprises instruments Green finance encourages investments in projects
like treasury bills, commercial papers, and call money, that offer both financial and environmental returns. These
ensuring smooth functioning of the credit system. include renewable energy, low-carbon transport, and
However, with the global call to address environmental climate-resilient infrastructure. India’s money market,
degradation and climate change, there is growing traditionally risk-averse and profit-centric, is gradually
pressure on financial markets to align with green and adapting to accommodate these sustainable priorities.
sustainable objectives. Green finance is a paradigm shift
that introduces environmental considerations into financial The emergence of green bonds as tradable debt
decision-making. It supports climate mitigation, clean securities has provided a viable financing mechanism for
technology, and sustainable infrastructure by providing eco-friendly projects. These bonds are designed to attract
dedicated financial products. This research explores the investors seeking both profit and purpose. However,
evolving intersection between India's money market and institutional and regulatory barriers continue to hinder
green finance, aiming to understand their synergies, their mainstream adoption in India.

limitations, and potential for driving a sustainable

NISRT25APR744 WWW.ijisrt.com 4460


https://doi.org/10.38124/ijisrt/25apr744
http://www.ijisrt.com/
https://doi.org/10.38124/ijisrt/25apr1590

Volume 10, Issue 4, April — 2025
ISSN No: -2456-2165

1. GREEN BONDS: ENABLING
SUSTAINABLE CAPITAL FLOWS

> Globally, Green Bonds Have Revolutionized
Environmental Finance by Offering Long- Term
Funding for Clean Energy, Sustainable Agriculture,
and Biodiversity Projects. in India, Institutions Like
the Indian Renewable Energy Development Agency
(Ireda) and Nabard are Pioneering Efforts to Issue
Green Bonds. Still, Challenges Persist:

Limited investor base

High transaction costs

Inadequate credit ratings

Absence of uniform green standards

To address these, the involvement of development
banks, policy incentives, and green guarantee
mechanisms is essential.

1B ROLE OF CENTRAL BANKS AND
REGULATORS IN PROMOTING GREEN
FINANCE

» Central Banks, Including the Reserve Bank of India
(RBI), Play A Key Role in Steering the Financial
System Toward Sustainability. Their Responsibilities
Can be Redefined inthe Context of Green Finance
as Follows:

e Policy Integration:
Formulating monetary policies that consider
climate risks.

e Green Prudential Norms:
Mandating environmental risk assessments in
lending practices.
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o Disclosure Mandates:
Requiring banks to report on environmental
impact.

e Green Credit Mechanisms:
Offering discounted credit rates for verified green
projects.

e Capacity Building:

Supporting research and innovation in sustainable
finance. The RBI can also develop a "green index" for
financial institutions to track their sustainability
performance.

V. ANALYSIS AND DISCUSSION

» Recent Data Reveals Both Progress and Challenges
in India's Green Finance Landscape:

e Green bond issuance globally crossed USD 500
billion in 2023, while India’s share remains modest.

e According to SEBI and RBI reports, green
finance comprises less than 5% of India’s debt
market instruments.

e A study by the Climate Bonds Initiative indicates
that most Indian green bonds are issued by public
sector entities.

e India’s Green Policy Score (6.5/10) ranks lower
than countries like Germany and the UK,
highlighting scope for policy improvement.

Empirical studies also indicate that green-
focused financial institutions experience reduced non-
performing assets (NPAs) and enhanced brand equity.

» Data Analysis and Statistical Figures

Table 1 Global Green Bond Issuance (2016-2023) YEAR  ISSUANCE (USD BILLION)

YEAR ISSUANCE (USD BILLION)
2016 95
2017 157
2018 167
2019 258
2020 270
2021 522
2022 487
2023 543

Table 2 Green Bonds as % of India’s Debt Market

YEAR TOTAL DEBT (INR CR) GREEN BOND SHARE
2018 75,000 0.7%
2019 85,000 0.9%
2020 90,000 1.1%
2021 1,05,000 1.4%
2022 1,20,000 1.9%
2023 1,35,000 2.2%
» Sector-Wise Allocation of Green Bonds (India) o Renewable Energy — 48%

e Sustainable Transport — 22%
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e Water Management — 12%
e Energy Efficiency - 10%
e Others — 8%

Table 4 Central Bank Green Policy Index (2023) COUNTRY
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SCORE (/10)

UK 9.2
GERMANY 9.0
CHINA 8.0
USA 7.1
INDIA 6.5

V. DATA SOURCES: CLIMATE BONDS
INITIATIVE, RBI, SEBI, WORLD BANK,

IMF REPORTS
» Challenges and Opportunities Challenges:

e Fragmented regulatory frameworks
e Weak investor education on green finance

e Inadequate risk pricing for  climate-related
instruments
e Underdeveloped secondary market for green
securities

Opportunities:

e Global funding from multilateral banks and climate
funds

e Technological integration  through Al  and
blockchain for green auditing
o Expanding ESG (Environmental, Social,

Governance) compliance standards
o Developing India-specific green finance taxonomy
VI. CONCLUSION
India's money market is at a crossroads where it must
serve traditional economic objectives while embracing
environmental stewardship. Green finance,if
mainstreamed, has the power to transform how capital is
mobilized for sustainable growth. By reforming financial
regulations, encouraging innovation, and enhancing
institutional capacity, India can create a resilient,
inclusive, and green financial ecosystem.

RECOMMENDATIONS FOR THE FUTURE

» Policy Reforms:
Enact a unified green finance framework with
clear definitions and compliance metrics.

» Financial Literacy:
Promote awareness of sustainable
among retail and institutional investors.

investments

» Innovation Ecosystem:
Foster FinTech collaboration for green product
development.

» Institutional Strengthening:
Support green development banks and establish
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sustainability-focused rating agencies.
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