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ABSTRACT

This chapter examines the role of sustainable finance in emerging markets, focusing 
on the integration of Environmental, Social, and Governance (ESG) principles to 
promote economic growth and social impact. It discusses how ESG investments 
address challenges like poverty, financial inclusion, and climate change, while 
exploring factors influencing investor behavior and barriers such as data trans-
parency and greenwashing. The chapter compares ESG adoption in developed 
and developing economies, highlights sector-​specific trends, and emphasizes the 
importance of public-​private partnerships and multilateral collaborations. It also 
explores sustainable finance’s potential for social innovation, supporting gender 
equality, inclusive development, and green technologies, and advocates for improved 
transparency and impact measurement to build investor confidence.

DOI: 10.4018/979-8-3373-1404-4.ch009



234

1 INTRODUCTION

Innovation in capital allocation is being driven by sustainable finance, which 
combines environmental, social, and governance (ESG) considerations in financial 
decision making. Its goal is to maximize financial returns while supporting activi-
ties that build prosperity, environmental stewardship and social equity. Beyond the 
traditional financial analysis, this approach includes consideration of such issues 
as climate change, social inequality, and ethical governance, which results in long 
term value consistent with sustainability principles(Zairis et al., 2024).

Key drivers of global growth and at the same time highly vulnerable emerging 
markets are shaping the future development. By 2050, almost 90 per cent of the 
projected 2.5 billion increase in urban population will be in these region(Goel et 
al., 2022). But because they rely on industries with big environmental impacts like 
manufacturing, mining and agriculture, they are more vulnerable to climate change 
and ESG issues. These markets lack access to sustainable financing and urgently need 
innovative financial mechanisms to bridge the development and sustainability gap.

1.1 Sustainable Finance: A Global Perspective

The momentum of sustainable finance has grown on a global scale as the impor-
tance of its potential to tackle urgent environmental and social challenges has become 
more widely recognized. Particularly, developed markets have become leaders in 
ESG integration. These regions are seeing the proliferation of sustainable financial 
products such as green bonds and ESG focused funds as institutional investors in 
these regions are incorporating ESG into their decision making processes. For ex-
ample, the European Union has defined benchmarks in sustainable finance policy 
with its Sustainable Finance Disclosure Regulation (SFDR) that requires full ESG 
disclosure(Eriksson, 2024).

Emerging markets, while seeing a boom in sustainable finance activity, face major 
obstacles. This has been a positive trend in ESG adoption in these economies(Goel 
et al., 2022), as green bond issuance has grown. But difficulties remain in data qual-
ity, disclosure standards and regulatory consistency. To ensure sustainable finance 
thrives in these regions, further policy frameworks need to evolve to provide clarity, 
reduce risk and attract long term investments in line with global sustainability goals.

1.2 Why Do Emerging Markets Need Sustainable Finance?

Sustainable finance is well suited to emerging markets, which have their own 
specific economic, social and environmental needs. In these regions, there are massive 
funding gaps of $2.5 trillion per year to close to meet the Sustainable Development 
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