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Defining Green: On Finalising India's Climate
Finance Taxonomy

= The Hindu 5 June 2026 GS3 GS2

Source: ujiyari.com — Free UPSC & State PCS Current Affairs

" INTERVIEW ANGLE
‘ "A taxonomy that is too strict starves transition sectors of capital; one that is too loose
enables greenwashing. Where should India draw the line for hard-to-abate sectors like steel

and cement?"

Source: Original editorial »  The Hindu

WHY THIS MATTERS NOW

In the Union Budget 2024-25, the Finance Minister promised India a Climate Finance Taxonomy, and a
draft framework followed in 2025. On World Environment Day 2026, with the draft still unenacted, the
question for a serious aspirant is not “what is green finance” but a sharper one the examiner loves: what has to
exist before climate ambition can actually be financed? The answer, unglamorously, is a definition.
This is a textbook GS3 intersection of economy and environment, and an issue tailor-made for a “examine the

precondition” Mains question.

THE CRUX IN 60 WORDS

India needs roughly USD 10 trillion to reach net-zero by 2070, mostly from private capital. But private money
will not flow until the state defines, in law, what counts as “green.” A Climate Finance Taxonomy is that
definition. It anchors green bonds, sustainable lending, and anti-greenwashing rules. India has a draft; it must

now enact a tiered, credible, globally interoperable version.
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THE ISSUE, DECODED

CONCEPT WHAT IT MEANS WHY UPSC TESTS IT

Taxonomy Official classification of which activities are The enabling instrument for all green
environmentally sustainable finance

Greenwashing Misleading claims of environmental benefit A taxonomy is the anti-greenwashing

tool

Transition Capital for hard-to-abate sectors that cannot be The core design dilemma

finance “pure green” yet

Green bond Debt instrument whose proceeds fund green India issued its first sovereign green
projects bonds in FY 2022-23

THE ANALYSIS: FOUR REASONS A TAXONOMY IS FOUNDATIONAL

Without an official definition of “green”, four mechanisms break down:
O vVerification fails. A green bond rests on the issuer’s word. India’s first Sovereign Green Bonds
(FY 2022-23) need a standard to scale credibly.

2] Lending cannot be classified. Banks cannot label sustainable loans. Renewable energy is already

in Priority Sector Lending (PSL) under the RBI, but the wider field lacks a yardstick.

3] Disclosure has no anchor. SEBI’'s BRSR (Business Responsibility and Sustainability

Reporting), mandatory for top listed firms, needs a reference standard to test claims against.

o Greenwashing wins. Cosmetic claims crowd out genuine projects when there is no official line

between green and not-green.
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CARRY THESE INTO THE EXAM HALL.

DATA AND INSTITUTIONS VAULT

I TARGETS AND NUMBERS:

Net-zero target: 2070 (Panchamrit, COP26 Glasgow 2021)
Estimated investment need: ~USD 10 trillion cumulative
First Sovereign Green Bonds: FY 2022-23
EU Taxonomy operational: 2020 (global reference model)
| WHO DOES WHAT:
Ministry of Finance owns the framework (Budget 2024-25), issues sovereign green bonds

RBI sets sustainable-lending and climate-risk norms; member of the NGFS (Network for Greening
the Financial System)

SEBI regulates green bonds and mandates BRSR disclosures

WATCH THE TRAP: A TAXONOMY IS A FINANCIAL-REGULATORY INSTRUMENT, NOT AN
ENVIRONMENT MINISTRY SCHEME. THE ENVIRONMENTAL GOAL IS ACHIEVED THROUGH THE
FINANCIAL REGULATORS.

THE DEBATE

Argument FOR enacting it now: Capital is waiting for clarity. A credible taxonomy mobilises green finance,
deepens the bond market, blocks greenwashing, and, by aligning with global standards, helps Indian exporters
face the EU’s Carbon Border Adjustment Mechanism (CBAM).

Argument AGAINST rushing it: A rigid taxonomy can become a box-ticking compliance burden that diverts
capital from real emissions cuts; premature standardisation can freeze today’s imperfect technologies into the

rulebook.

The balanced verdict: The answer to both is a tiered, periodically revised taxonomy. A distinct
“transition” category keeps capital flowing to steel, cement and fertiliser, while declining-emission thresholds

stop “transition” from becoming a permanent loophole. The choice is not strict-versus-loose; it is calibrated.
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HOW TO THINK ABOUT THIS (TRANSFERABLE SKILL)

Many policy debates are really about a missing definition or standard that must exist before the headline goal
can be pursued. Train yourself to ask: what is the precondition? The same logic applies to a data-protection
law before a digital economy, a creditor hierarchy before insolvency resolution, and emission standards

before a carbon market. Naming the precondition is a high-value move in any GS3 answer.

DIAGRAM-IN-WORDS

Net-zero ambition -> needs private capital -> capital needs a definition of "green" ->
Taxonomy -> enables [green bonds + PSL classification + BRSR disclosure + anti-

greenwashing] -> credible green finance at scale

THE WAY FORWARD

o Enact a tiered taxonomy with clear “green” and “transition” categories.
© set transparent, science-based thresholds with third-party verification.
® Build in periodic revision so the rulebook tracks technology.

o Align with global standards for interoperability while protecting developmental priorities.

THE TAKEAWAY BOX

“A credible climate finance taxonomy is the precondition for mobilising green capital at scale.” Examine its

role and design challenges. (250 words)

“A taxonomy does not create green capital; it removes the ambiguity that prevents capital from recognising

what is green.”

Taxonomy = classification of sustainable activities - First sovereign green bonds FY 2022-23 - RBI in NGFS -

SEBI BRSR - EU Taxonomy 2020 - Net-zero 2070.

Where do you draw the line for steel and cement, so that transition finance funds genuine decarbonisation

rather than disguised greenwashing?

Builds on GS3 themes from PYQs on “green growth” and “mobilising resources” (e.g. 2020 GS3 on financing

infrastructure); the probable forward question is the taxonomy-as-precondition framing above.

today’s World Environment Day and “New Environmentalism” pieces; the static economy syllabus on bonds,

PSL, and financial regulators.
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Sources: The Hindu, Ministry of Finance, RBI

Source: Defining Green: On Finalising India's Climate Finance Taxonomy — Ujiyari.com | Free UPSC & State
PCS Editorial Analysis

® KEY ARGUMENTS AT A GLANCE

A legally enacted Climate Finance Taxonomy, meaning a clear
official definition of what counts as “green”, is the single most
leveraged step for India’s green transition, because it underpins
green-bond verification, priority-sector lending classification,
investor compliance, and anti-greenwashing safeguards.

(
v SUPPORTING

* Without a common definition of “green”, capital cannot be channelled efficiently: green
bonds lack verification standards, banks cannot classify sustainable lending, and investors
cannot distinguish genuine claims from cosmetic ones.

* India announced the taxonomy framework in the Union Budget 2024-25 and released a
draft in 2025, but a draft is not an instrument; only enactment, with the Finance Ministry,
RBI and SEBI aligned, converts it into a tool markets can rely on.

* The hardest design question is the treatment of transition activities in hard-to-abate
sectors such as steel, cement and fertiliser, which need the most capital to decarbonise
yet cannot meet a pure-green threshold today.

\
(
A COUNTER

Critics warn that a rigid taxonomy can become a compliance burden that diverts capital

toward box-ticking rather than real emissions reduction, and that premature

standardisation may lock in today’s imperfect technologies.
\
(
— WAY FORWARD
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Move the draft taxonomy to enactment with a tiered structure of “green” and “transition”
categories, backed by transparent thresholds, third-party verification, and periodic revision
as technology evolves, coordinated across the Finance Ministry, RBI and SEBI.

PRACTICE TODAY'S QUIz

y Take the 5 June 2026 Quiz —

-,t, MAINS ANSWER FRAMEWORK

QUESTION

"A credible climate finance taxonomy is the precondition for mobilising green capital at scale."
Examine the role of a taxonomy in India's green transition and the design challenges it must resolve.
(250 words)

INTRODUCTION

India’s net-zero-by-2070 pledge requires an estimated USD 10 trillion in cumulative investment, the
bulk of it private. Private capital flows to clarity, which is why a climate finance taxonomy is not a

technical footnote but a foundational instrument.

BODY

A taxonomy answers one question that markets cannot function without: which activities qualify as
environmentally sustainable. The answer determines whether a green bond can be verified, whether a
bank can classify a loan as sustainable for priority-sector purposes, and whether an investor can trust an
environmental claim rather than fear greenwashing.

India announced its framework in the Union Budget 2024-25 and floated a draft in 2025, but a draft is
inert; only an enacted taxonomy, with the Finance Ministry, the Reserve Bank of India and SEBI aligned
behind it, becomes a market instrument. The central design challenge is transition finance.
Hard-to-abate sectors such as steel, cement and fertiliser are among India’s largest emitters, yet they
cannot meet a pure-green bar today. A binary green-or-not taxonomy would starve exactly the sectors
where emission cuts matter most.

The European Union's taxonomy, operational since 2020, shows both the value of common definitions
in mobilising capital and the risk of complexity hardening into a compliance burden. India should learn

from both, and ensure interoperability so global green capital can flow in.

CONCLUSION
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On World Environment Day, the most consequential climate action India can take is unglamorous:
define "green” in law. A tiered, transparent, periodically revised taxonomy is the foundation on which

credible green finance can be built.
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