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INTRODUCTION

Greenwashing refers to the presentation of false claims or misleading information to build consumer

or investor confidence about the environmental practices of a company, product, or service. It occurs
when firms or institutions promote themselves, their products, services, or investments as sustainable or
environment friendly, when, in reality, they are not undertaking any green initiatives or may even harming
the environment. Such practices may deceive investors and consumers into believing that the company is
green-conscious.

As sustainability and environmental responsibility gain importance among investors and the general public,
greenwashing has become a growing concern, especially in the finance sector. The rise of environmental,
social and governance (ESG) investing, has increased pressure on financial institutions to drive their
investments to sustainable practices. Such increased attention has also provided opportunities for some
institutions to engage in greenwashing to attract investors.

Banks and financial institutions play a significant role in driving sustainability through their lending and
investing practices, including by directing capital towards environmentally friendly projects and companies
with strong ESG performance. Greenwashing undermines these efforts by diverting resources away

from genuine sustainable initiatives and misleading investors about the environmental impact of their
investments. This not only hampers progress towards climate action goals but also erodes trust in the
finance sector.




FORMS OF GREENWASHING

A 2019 survey by Nielsen found that 73% of global consumers are willing to adjust their consumption habits

in order to reduce their environmental footprints, creating financial incentives for companies to prioritize
environmental responsibility. However, companies may spend more resources and efforts in marketing themselves
as sustainable than on genuinely minimizing their environmental impact.

Greenwashing in the financial sector can take various forms, such as issuing green bonds but continuing to finance
heavily to GHG-emitting sectors, and declaring net-zero without any concrete transition plans, and selling financial
products without disclosing how these are helping in climate actions. An investigation in 2022 found that a

large commercial bank in North America had spent millions on marketing videos and advertisements that made
misleading claims about its climate change mitigation initiatives, while in reality, it was heavily financing fossil
fuels projects.

Greenwashing can also occur due to a lack of transparency regarding a financial institution’s environmental
practices or the environmental impact of its investments. For example, certain index funds that claimed to invest
in bonds screened against specific ESG standards have been accused of greenwashing, with questions raised
over their true environmental impact and lack of transparency related to bond selection criteria. Such opacity can
mislead investors seeking genuinely eco-friendly investment options.
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Figure: Key terms related to greenwashing
Source: Author's own representation

CHALLENGES IN PREVENTING GREENWASHING

A major challenge in preventing greenwashing is the limited awareness among investors and consumers, who may
not fully understand the concept or may lack access to reliable information to evaluate the environmental impact
of their investments.

The complexity of the financial regulatory environment concerning climate change and sustainability adds to
these problems. A lack of standardized criteria or certifications for green financial products and services makes
it challenging for investors to locate genuinely sustainable options. There is a gap in India’s regulatory framework
on monitoring and enforcing environmental claims in the financial sector, making it easier for greenwashing

to go unchecked.

Addressing these challenges is imperative to enhance transparency and trust in green investments.



WAY FORWARD

To combat greenwashing, the following measures can be implemented:

1. Strengthening regulatory oversight and enforcement mechanisms to hold financial institutions accountable for
any deceptive environmental claims.

2. Mandating transparent and verifiable reporting on financial institutions’ environmental practices and
investment impacts.

3. Increasing awareness among investors about greenwashing and providing them with the tools and resources to
evaluate the environmental impact of their investments.

4. Establishing standardized criteria or certifications for green financial products and services to help investors

identify genuinely sustainable options.

These measures can collectively foster transparency, accountability, and integrity surrounding the financial sector’s
sustainability efforts.
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The Clarifying Concepts series provides short explanations of foundational ideas and terminology in sustainable finance to
help professionals from different fields navigate emerging issues.

It is produced by the Center for Sustainable Finance (CSF), a knowledge and net-working hub which aims to accelerate India’s
financial sector towards a more sustainable future. CSF is managed by Climate Policy Initiative (CPI).
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