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This study aims to analyze the application of sustainable
finance through the Environmental, Social, and Governance
framework in the modern financial sector. Using a qualitative
descriptive method based on online data search, this study
examines scientific literature and institutional reports
published in recent years to understand the dynamics of
sustainability integration in the financial system. The results
of the study show that the implementation of Environmental,
Social, and Governance is not only an ethical strategy, but
also a strategic necessity for the stability, reputation, and
competitiveness of financial institutions amid increasing
global sustainability demands. Environmental, Social, and
Governance has been proven to increase institutional
resilience to  socio-environmental risks, strengthen
transparency, and link profitability with long-term social
responsibility. However, the effectiveness of Environmental,
Social, and Governance implementation is still influenced by
the readiness of national regulations, institutional capacity,
and the varying quality of sustainability reporting between
countries. Therefore, collaboration between governments,
financial institutions, investors, and the public is a key factor
in creating a transparent, inclusive, and long-term oriented
financial ecosystem towards equitable and sustainable green
economic development.

©2024 The Author(s).

This is an open-access article under CC-BY-SA license (https://creativecommons.org/licence/by-sa/4.0/)



https://creativecommons.org/licence/by-sa/4.0/
https://zeraopen.com/journal/rmi

1. Introduction

In the past two decades, the world has faced increasingly complex global
challenges due to economic growth that is not always balanced with environmental
and social balance. The acceleration of industrialization, urbanization, and
consumption of natural resources has exacerbated environmental degradation, social
inequality, and climate change. This condition encourages the emergence of a new
development paradigm known as sustainable finance, an approach that places the
environmental, social, and governance or ESG dimensions as the main pillars in
tinancial and investment decision-making (European Commission, 2021).

The concept of sustainable finance is rooted in the 2030 Sustainable
Development Goals (SDGs) agenda initiated by the United Nations, where the
tinancial sector is seen as having a strategic role in channeling capital into economic
activities that support sustainability (Gehringer, 2020). Through the integration of
ESG principles, financial institutions not only play the role of fund providers, but
also as agents of change that are able to reduce social and environmental risks.
Research by Hayati and Yulianto (2020) emphasized that the role of financial
institutions in supporting sustainable development is crucial because through
financing policies, banks can direct investment in projects that are in line with
environmental, social, and governance principles.

According to Goel (2022), sustainable finance has become a key instrument
in driving green economic transformation in developing countries, especially after
increasing global awareness of climate risks and social crises. However,

implementation in developing countries faces major challenges, including limited
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ESG data, immature regulatory infrastructure, and low sustainability literacy in the
financial sector. In this context, financial institutions have a moral and strategic
responsibility to balance economic goals and long-term sustainability.

On the other hand, the development of ESG practices in the financial sector
shows mixed results. An empirical study by Rahat and Nguyen (2023) found that the
implementation of ESG in financial institutions has a positive relationship with
company value and financial stability, but this relationship is non-linear. This means
that the benefits of ESG will only be optimal if they are carried out consistently and
strategically, not just administrative fulfillment. A similar thing was expressed by
Mooneeapen et al. (2022) who highlighted that the implementation of ESG has a
positive impact on the financial performance of global banks, especially on the social
and governance dimensions that encourage public trust.

Furthermore, a bibliometric study by Alshater et al. (2023) shows that ESG
and sustainable finance related research has increased significantly since 2019,
signaling the importance of this topic in academic discourse and public policy.
However, the researchers emphasize that the majority of studies still focus on
developed countries, while the context of developing countries that have different
institutional characteristics and risks is still poorly explored. In fact, in the region,
the contribution of the financial sector to the achievement of the SDGs greatly
determines the direction of long-term development.

According to the OECD (2022), one of the most effective ways to strengthen
the role of the financial sector in supporting the SDGs is to expand policy

frameworks that require transparent ESG reporting, provide incentives for green
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investments, and strengthen the capacity of financial institutions to assess non-
financial risks. These measures can create a financial system that is more resilient
and adaptive to global changes. The transformation towards sustainable finance
demands a paradigm shift from a short-term profit orientation to sustainable long-
term value creation. The implementation of ESG is not only an ethical obligation,
but also a strategic necessity in maintaining the competitiveness of financial
institutions in the green economy era. Therefore, this study aims to descriptively
analyze the role and challenges of sustainable finance in the modern financial sector
and its relevance to sustainable development goals. This study is expected to make
a theoretical and practical contribution to strengthening the financial ecosystem that

supports economic, social, and environmental sustainability.

2. Literature Review

2.1. Sustainable Finance and ESG Concepts and Frameworks

Sustainable finance is a strategic approach that integrates environmental,
social, and governance considerations collectively known as ESG into investment
and financing decision-making. Its main goal is to create a financial system that is
not only oriented towards financial profit, but also supports social stability and long-
term environmental sustainability (European Commission, 2021). This approach is
in line with the triple bottom line principle (people, planet, profit) which places
sustainability at the core of economic strategy. From a theoretical perspective, ESG
is a tool to assess the extent to which financial institutions pay attention to non-

financial factors that affect the performance and reputation of the institution.
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According to Hunjra et al. (2023), sustainable finance in developing countries
develops through policy frameworks that focus on decarbonization, resource
efficiency, and inclusive social development. This is in line with the SDGs 2030
agenda which encourages the integration of sustainability values into the global
tinancial system. Furthermore, Zhang et al. (2022) emphasized that the banking
sector has a vital role in realizing sustainable finance because its intermediation
tunction is able to flow funds to environmentally friendly productive activities. Thus,
the concept of sustainable finance can be seen as a structural transformation in the
financial system that demands a balance between profitability, social responsibility,
and environmental resilience. ESG implementation is not only a moral obligation,

but also a competitive strategy for modern financial institutions.

2.2. Empirical Studies and Dynamics of ESG Implementation in the
Financial Sector

Empirically, research shows that ESG integration has an effect on financial
performance and stability of financial institutions, although results vary between
contexts. Ng et al. (2020) found a positive but non-linear relationship between ESG
activities and company value in emerging markets positive effects appear at moderate
levels of implementation, but diminish when over-implemented. This shows the
importance of a balance between sustainability strategy and operational efficiency.
Meanwhile, Wang et al. (2023) emphasized that the social and governance
dimensions have a stronger impact on bank profitability than the environmental

dimension.
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This reflects the importance of public trust and transparency in strengthening
the position of financial institutions amid increasing sustainability demands. On the
other hand, a bibliometric analysis by Au et al. (2023) found that ESG research in
the financial sector has increased rapidly since 2019, but is still dominated by studies
in developed countries with relatively strong institutional contexts. These findings
show that the success of ESG implementation cannot be separated from the quality
of governance, regulatory capacity, and institutional readiness in each country. Thus,
turther research on ESG dynamics in developing countries is needed to understand
the factors that moderate the relationship between sustainability and financial

performance.

3. Method

This research uses a qualitative descriptive approach, which aims to provide
an in-depth overview of the implementation of sustainable finance through the
Environmental, Social, and Governance (ESG) framework in the financial sector in
general. This approach was chosen because it is able to explore complex socio-
economic phenomena, especially those related to the concept of sustainability and
tinancial policy without conducting quantitative hypothesis testing. The qualitative
descriptive method allows researchers to identify patterns, trends, and policy
dynamics and practices of financial institutions in supporting the sustainable
development agenda through relevant and up-to-date secondary data-driven

analysis.
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The data collection technique in this study was carried out through online
data tracing (desk research). Data were obtained from various sources of scientific
literature indexed by Google Scholar, academic publications, reports of international
financial institutions, and policy documents published in the last five years. The
search was conducted using a combination of keywords such as "sustainable
finance", "ESG in banking", "green finance instruments", and "financial institutions
and SDGs". Each literature found was selected based on several criteria: (1) it has a
direct relevance to sustainable finance and ESG themes; (2) issued between the last
five years to guarantee temporal relevance; and (3) sourced from credible scientific
journals, official reports, or international organizations such as the IMF, OECD, and
European Commission.

The collected data is then analyzed using thematic analysis by identitying key
concepts, comparing findings between studies, and constructing patterns of
relationships between key variables such as the role of financial institutions, ESG
policies, and their impact on financial stability and performance. The analysis was
carried out systematically with a narrative approach, where each finding from the
literature was reviewed and grouped into major themes such as global trends in
sustainable finance, ESG integration mechanisms, as well as implementation
challenges in various economic contexts.

The validity of the data is maintained through the process of triangulating
sources, namely by comparing the results of various references from scientific
journals and policy reports issued by trusted institutions. This step is taken to reduce

the subjectivity bias of researchers and increase the credibility of the findings.
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Although this study does not use primary data, the use of secondary data sourced
from current academic publications provides a strong scientific foundation. The
limitation of this study lies in its reliance on existing literature, which may not fully
describe the empirical conditions in the field. However, with a selective selection of
references and a focus on the last five-year period, this research is expected to make
a substantive contribution to the understanding of the dynamics of sustainable
tinance in the modern financial sector and its relevance to the achievement of

sustainable development goals.

4. Results

The results of this study illustrate the dynamics of sustainable finance
development and the application of Environmental, Social, and Governance (ESG)
principles in the financial sector globally over the past few years. Based on the
literature analysis conducted, three main themes were found that became common
patterns: (1) trends and directions of sustainable financial development in the
tinancial world; (2) the mechanism and impact of ESG implementation on financial
institutions; and (3) strategic challenges and opportunities in the implementation of
sustainable financial policies.

First, in terms of global trends and policy evolution, sustainable finance has
shown significant improvement in the last five years. The European Commission's
Overview of Sustainable Finance report (2021) explains that ESG integration is no
longer a voluntary practice, but has become part of a global economic policy strategy

to support the achievement of the 2030 SDGs. This approach emphasizes the
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importance of channeling funds to economic activities that contribute to reducing
carbon emissions, protecting biodiversity, and improving social welfare. Similar
policies are adopted in many countries through regulations on sustainability
disclosure, green investment instruments (green bonds), and sustainable finance
taxonomy that standardizes the classification of green activities.

A study by Goel (2022) confirms that 2021 is an important momentum for
developing countries, with a surge in the issuance of sustainable finance instruments
and an increase in the participation of financial institutions in green projects. The
IMF estimates that total global green bond issuances will reach more than USD 1.6
trillion in 2021, with 20% of this coming from emerging markets. This figure shows
a new awareness that sustainability is no longer just an agenda for developed
countries, but has become a universal economic necessity.

Furthermore, the OECD (2022) highlights that sustainable finance now
functions not only as a tool for mitigating climate risks, but also as a post-pandemic
economic recovery strategy. The COVID-19 pandemic reinforces the argument that
a resilient financial system is one that takes into account social and environmental
factors, as external risks such as health crises have a domino effect on financial
stability. Financial institutions that integrate ESG from the start have proven to be
more resilient to market volatility and liquidity pressures.

In this context, Hayati and Yulianto (2020) emphasized that financial
institutions, especially banks, play a dual role: as a catalyst for economic development
as well as a guardian of socio-environmental sustainability. They highlighted that

banks have a moral and strategic responsibility to ensure that the financing provided
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is in line with the principles of sustainable development. This principle requires
green credit allocation and socio-environmental risk policies in the credit assessment
process.

Second, in terms of the mechanisms and impacts of ESG implementation,
the literature shows that ESG integration provides positive economic and
reputational effects for financial institutions, although the effects are not always
linear. Rahat and Nguyen (2023) found that ESG has a positive relationship with
bank value in developing countries, but its benefits decline if ESG adoption is not
accompanied by managerial readiness and policy support. In other words, ESG is
not just a philanthropic activity, but requires a strong institutional strategy and
governance structure to have an optimal impact.

Research by Mooneeapen et al. (2022) shows that at the global level, the social
dimension (S) and governance (G) have a stronger influence on financial
performance than the environmental dimension (E). Social factors such as labor
protection, responsibility to the community, and information disclosure drive
increased public trust in financial institutions. Meanwhile, good governance creates
internal stability, reduces the risk of fraud, and strengthens the credibility of the
institution in the eyes of investors.

These findings are in line with the study of Alshater et al. (2023) who
conducted a bibliometric analysis of ESG research. They found a significant increase
in publications since 2019, but also noted research gaps in developing countries
whose financial systems are immature. These limitations often lead to the

implementation of ESG being merely a formality without substantial changes in
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business practices. As a result, the phenomenon of greenwashing, which is a
sustainability claim without real implementation, is still a serious problem in the
tinancial industry.

The study of Olteanu et al., (2023) reinforces these findings by stating that
differences in ESG reporting standards between countries are a major obstacle to
consistency of implementation. In many countries, sustainability reports do not yet
have a standard structure, making it difficult to distinguish between institutions that
actually implement ESG principles and those that simply use them for reputation.
The lack of verified data also hinders investors from objectively assessing
sustainability impacts.

Goel et al. (2022) on Sustainable Finance in Emerging Markets shows that
most financial institutions in developing countries face obstacles in adopting the full
ESG framework due to limited human resources and reporting systems. However,
the report also confirms that the transition to a sustainable financial system opens
up new economic opportunities, especially in the renewable energy sector, energy
efficiency, and green infrastructure development.

In addition, the OECD (2022) highlights that increased green investment can
serve as a driver of long-term economic growth while reducing dependence on
carbon-based energy sources. In this case, sustainable finance serves as a tool to
balance two main goals: economic growth and environmental conservation. This
paradigm shift requires financial institutions to adopt new business models that are

oriented towards long-term sustainability.
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Third, in terms of implementation challenges and opportunities, the results
of the study show that the success of ESG implementation is influenced by
institutional, regulatory, and organizational culture factors. According to Kuzey et
al. (2023), in countries with weak levels of governance, ESG implementation often
does not have a significant positive impact on profitability. On the contrary, in a
country with strong regulations and high transparency, ESG actually reinforces the
long-term value of a company. This means that the effectiveness of ESG depends
on the readiness of the financial ecosystem and public policies.

Furthermore, Au et al. (2023) emphasize that human resource capacity
development in financial institutions is the key to success. Successful ESG
implementation requires new analytical competencies in assessing non-financial risks
as well as the ability to quantitatively measure socio-environmental impacts.
Therefore, many major banks have started to form special units of sustainable
tinance divisions to ensure the integration of sustainability in all lines of operations.

Other results suggest that collaboration between financial institutions and
policymakers is critical. The European Commission (2021) highlights the need for
synergy between the public and private sectors in developing green taxonomy and
ESG reporting standards so as not to cause duplication of policies. Reporting
transparency is one of the important factors in building global investor trust.

Finally, research by Hayati and Yulianto (2020) confirms that the success of
sustainable financial transformation is highly dependent on the internal commitment
of financial institutions. Without the support of a sustainability-oriented

organizational culture and leadership, ESG will just be a slogan without real

105 | Risk Management and Investment



Muhammad Abdul Majid

implementation. Therefore, it requires integration between business vision,
corporate ethics, and consistent regulations for sustainable finance to truly
contribute to the development of a green economy.

Overall, the results show that the implementation of ESG and sustainable
tinance has evolved into the mainstream in the global financial sector. However,
there is significant variation between developed and developing countries in terms
of effectiveness and depth of implementation. Financial institutions that successtully
integrate ESG systematically tend to have better resilience to economic shocks and
a stronger reputation in the eyes of stakeholders. On the other hand, institutions that
implement it partially risk facing investor distrust and missing out on strategic
opportunities in the transition era to a green economy.

Thus, the results of this study confirm that the integration of ESG in
sustainable finance is not only a normative issue, but a strategic transformation that
affects the stability, competitiveness, and sustainability of the global financial sector.
Remaining challenges include harmonization of reporting standards, institutional
capacity building, and the formation of public policies that can strengthen incentives
for green investment and socially and environmentally responsible financial

practices.

5. Discussion
The results of the study show that the integration of Environmental, Social,
and Governance (ESG) in the modern financial system is not just a temporary trend,

but a structural transformation that determines the direction of global economic
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development. Findings from various literature confirm that financial institutions that
consistently implement ESG principles are able to improve resilience, public trust,
and long-term performance (Wang et al., 2023). ESG integration not only provides
reputational benefits, but also plays a role in mitigating risks stemming from
environmental, social, and governance factors. In this context, sustainable finance
serves as a protection mechanism against economic volatility caused by climate
change, social inequality, and corporate governance crises.

However, the results of the study also show that the effectiveness of ESG
implementation is highly dependent on the institutional context and capacity of
tinancial institutions in each country. Studies by Ng et al. (2020) show that the
relationship between ESG and financial performance is non-linear, where the
implementation of ESG that is too superficial or too administrative can actually
reduce efficiency. These findings confirm that ESG is not just a symbolic policy, but
requires a mature managerial strategy so as not to cause a greenwashing effect. Au
et al. (2023) also found that methodological gaps and variations in implementation
between countries are one of the causes of differences in empirical results in ESG
studies.

In addition to internal factors, public policy support has an important role in
driving the success of ESG transformation in the financial sector. According to
Hunjra et al. (2023), developing countries need a strong regulatory infrastructure and
ESG data so that financial institutions can better identify sustainability risks. Without
an adequate policy framework, ESG risks becoming just a reporting formality.

Meanwhile, the OECD (2022) highlights the importance of harmonizing
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international policies, including the preparation of green taxonomy and cross-border
sustainability reporting so that global investors have a uniform basis for assessment.
Thus, the role of governments and regulators is key in transforming ESG from a
voluntary commitment to an inherent practice in the national financial system.

In addition to regulatory issues, the discussion also led to the need to increase
the capacity of human resources in financial institutions. According to Zhang et al.
(2022), the success of sustainable finance in the banking sector requires mastery of
analytical competence in assessing social and environmental risks. Without the
support of human resources who comprehensively understand the ESG dimension,
sustainability policies will be difficult to implement effectively. Therefore, training,
certification, and the establishment of ESG-specific divisions within financial
institutions are strategic steps to ensure long-term success.

Conceptually, this discussion reinforces the understanding that ESG is not
just a non-financial performance measurement tool, but a new paradigm that
integrates social, environmental, and governance responsibilities with business
strategies. ESG integration can effectively create synergies between profitability and
long-term sustainability. However, for these benefits to be achieved, financial
institutions need strong internal commitments, stable regulatory support, and active
involvement from all stakeholders. With a2 combination of these factors, the financial
sector can play a more strategic role in accelerating the transition to a green and

socially just economy.
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6. Conclusion

This research emphasizes that sustainable financial integration through the
application of Environmental, Social, and Governance (ESG) principles is a strategic
step in building a resilient, inclusive, and long-term oriented financial system. ESG
is not only a non-financial performance measurement tool, but also a new paradigm
that demands fundamental changes in financial institution governance, investment
decision-making, and economic policy direction. The findings of this study show
that financial institutions that successfully implement sustainability principles across
the board tend to have higher stability, strong public trust, and a real contribution
to achieving sustainable development goals. However, the success of ESG
implementation is highly dependent on regulatory readiness, institutional capacity,
and organizational culture. In many developing countries, barriers such as limited
ESG data, low sustainability awareness, and weak reporting mechanisms remain
major challenges.

Therefore, synergy is needed between financial institutions, governments, and
the community to create a financial ecosystem that is truly sustainability-oriented.
This research provides an understanding that the transformation towards sustainable
finance is not just an ethical agenda, but a strategic imperative in facing global
challenges such as climate change and social inequality. Going forward, sustainability
will be the main differentiating factor between adaptive financial institutions and
those that are left behind. With consistent commitment, sustainable finance can be

an important foundation for green, inclusive, and equitable economic growth.
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