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Green innovation in the financial sector plays a 
crucial role in bridging the global funding needs 
to address the increasingly pressing climate 
change crisis. Through the development of 
various new financial instruments such as green 
bonds, environmental, social, and governance-
based investments, and green credit, the financial 
sector is able to redirect capital flows from 
extractive industries to sustainable projects. The 
purpose of this study is to provide an explanation 
of the role of green financial innovation in 
improving corporate sustainable financial 
performance. The methodology used in this 
study is descriptive research with the assistance 
of secondary data, such as books and journals, for 
explanation and analysis. The results of this 
study indicate that green financial innovation 
plays a key role in driving companies towards 
achieving sustainable financial performance. 
These roles include reducing the cost of capital 
through green debt markets, mitigating 
regulatory risks, increasing resource efficiency, 
strengthening company market value, and 
creating long-term competitive advantages. 
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INTRODUCTION 
Green innovation in the financial sector plays a crucial role in bridging the 

global funding needs to address the increasingly pressing climate change crisis. 
Through the development of various new financial instruments such as green 
bonds, environmental, social, and governance-based investments, and green 
credit, the financial sector is able to redirect capital flows from extractive 
industries to sustainable projects. This not only facilitates financing for renewable 
energy development, effective waste management, and low-carbon 
infrastructure development, but also provides investors with assurance that their 
funds are directly contributing to the planet's sustainability. Thus, financial 
institutions act as key catalysts accelerating the transition to a low-emission 
economy by strategically channeling liquidity to sectors most in need of 
ecological transformation (Fransisco et al., 2024; Wijaya et al., 2024; Yoppy et al., 
2023). 

Beyond serving as a conduit for funds, green financial innovation also 
plays a strategic role in long-term risk management to maintain the stability of 
the global economic system. The increasing intensity of physical risks from 
natural disasters and transition risks arising from changing government 
regulations require financial institutions to redefine how they assess 
creditworthiness and investment portfolios (Agrawal et al., 2024). Through the 
application of more sophisticated climate risk assessment methodologies, banks 
and investment managers can identify conventional assets vulnerable to future 
economic loss. This rigorous evaluation process indirectly forces large companies 
to rapidly adopt cleaner operating practices if they want to maintain access to 
funding sources at a competitive cost of capital in the global market. 

Ultimately, this innovation creates a more resilient and inclusive economic 
ecosystem capable of supporting long-term economic growth without 
compromising the natural environment. The integration of modern digital 
technologies, such as blockchain technology for transparent carbon footprint 
tracking and artificial intelligence for sustainability data analysis, further 
strengthens the accountability of today's green finance market. When all 
stakeholders, from regulators and financial institutions to the general public, 
have a shared understanding of the importance of sustainable investment, green 
finance innovation will transform from an alternative sector to a primary 
standard across all economic activity. This comprehensive transformation 
ensures that future financial prosperity can align with ecosystem restoration and 
environmental preservation for future generations. 

Through the development of various innovative financing instruments 
such as green bonds, sustainability-based loans, and environmentally-based 
investments, companies can attract investors who are highly concerned about 
global issues. These innovations open wider access to new sources of capital with 
a cost of capital that is often lower than conventional loans, due to incentives for 
entities committed to environmental sustainability. The process of integrating 
environmental, social, and governance principles into financing decisions 
enables companies to achieve more stable liquidity and a healthier capital 
structure to support robust long-term growth. The positive impact of these green 
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financial innovations then leads to operational efficiency and strengthening the 
company's market position, which in turn increases overall profitability. Funds 
obtained through green financial mechanisms are allocated to adopt clean 
technologies, reduce carbon emissions, and optimize energy and raw material 
use, which directly reduce production costs in the long term. In addition to 
saving operational costs, this proactive approach mitigates various critical risks, 
such as regulatory fines from the government related to environmental impacts 
and lawsuits from the public (Zhan et al., 2023). The company's brand image also 
significantly improves in the eyes of increasingly discerning consumers, which 
in turn increases customer loyalty and opens up new, more profitable market 
opportunities. Ultimately, this series of sustainability-oriented financial 
innovations creates superior added value for stakeholders and ensures that the 
company's financial performance continues to grow consistently and resiliently 
amidst the dynamic global economy. 

 The purpose of this study is to provide an explanation of the role of 
green financial innovation in improving corporate sustainable financial 
performance. 
 

LITERATURE REVIEW 
Green Financial Innovation 

Green innovation in the financial sector refers to the fundamental 
transformation of the financial system to support sustainable development and 
mitigate the impacts of global climate change (Ahmed et al., 2024). This 
phenomenon involves the development of various new products, services, and 
market mechanisms specifically designed to shift capital flows from 
environmentally damaging economic activities to ecosystem-friendly and low-
carbon projects. One of the most prominent instruments in this ecosystem is 
green bonds, a debt mechanism issued by governments and corporations where 
the proceeds are required to be allocated exclusively to fund environmental 
initiatives such as renewable energy infrastructure, efficient waste management, 
and electric public transportation. In addition to bonds, international financial 
institutions and national banks are now starting to apply strict environmental, 
social, and governance criteria in every credit and investment decision to ensure 
that companies receiving capital do not contribute to deforestation or pollution. 
Financial Performance 

Financial performance is a comprehensive overview of a company's 
financial health over a specific period, reflecting the results of every strategic and 
operational decision executed. Through this analysis, management, investors, 
and creditors can evaluate how effectively the company manages all its resources 
to generate profits and increase shareholder value. This evaluation of financial 
health typically relies on key reports such as the statement of financial position, 
income statement, and cash flow statement, which record every movement of 
funds in detail (Wang et al., 2021). By analyzing this data, stakeholders can 
measure the profitability, liquidity, solvency, and operational efficiency of the 
company in question. When measuring profitability, the primary focus is on a 
company's ability to generate net profit from total sales and investments, which 
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also serves as a benchmark for product competitiveness in the market. 
Meanwhile, liquidity reflects a company's readiness to meet all maturing short-
term obligations using its most readily liquid current assets. 
 
METHODOLOGY 

The methodology used in this study is descriptive research with the 
assistance of secondary data, such as books and journals, for explanation and 
analysis. The method used in this study is qualitative descriptive research, which 
relies on secondary data as the primary instrument for in-depth explanation and 
analysis. The descriptive approach was chosen because it has the ability to 
systematically, factually, and accurately describe the facts and characteristics of 
the population or specific phenomenon being studied (Ratnawita et al., 2023; 
Sudirman et al., 2023). Through this approach, researchers attempt to describe 
the overall conditions of the research object without providing special treatment 
or manipulating existing variables. To support the depth of interpretation and 
the strength of the arguments, the analysis process is fully supported by 
secondary data sourced from reliable scientific literature (Pandiangan, 2022; 
2023; 2024; Tambunan and Pandiangan, 2024). This data includes academic 
textbooks that provide a solid theoretical foundation, as well as national and 
international scientific journals that present the latest findings and empirical 
discussions relevant to the topic (Kurdhi et al., 2023; Lumbanraja et al., 2024; 
Tambunan et al., 2024).  

In its implementation, data collection was conducted through a thorough 
literature review, in which researchers filtered, organized, and critiqued 
information obtained from various written documents (Gultom et al., 2024; 
Hamzah et al., 2025; Pandiangan et al., 2024). The books used served as macro-
scale concept maps to understand the underlying structure of the phenomenon, 
while journal articles provided a more nuanced micro-perspective on 
contemporary dynamics occurring in the field. After all the literature data was 
collected, the analysis stage was carried out using content analysis and data 
reduction techniques, in which scattered information from various sources was 
synthesized to construct a coherent explanatory narrative (Pandiangan et al., 
2023; Pandiangan et al., 2026). By combining descriptive methods and the 
strength of secondary references, the research was able to produce objective, 
comprehensive conclusions with high academic credibility despite not directly 
collecting primary data in the field. 
 
 
 
 
 
 
 
 
 
 
 



Formosa Journal of Business and Economic Statistics (FJBES) 
Vol. 2 No. 3, 2026: 351-362 

                                                                                           

  355 
 

RESEARCH RESULT AND DISCUSSION   
The Development of Green Financial Innovation 

The development of green financial innovation has undergone a 
significant transformation in recent decades, moving from a niche concept to 
becoming mainstream in the global financial architecture (Agrawal et al., 2024). 
Initially, this instrument was limited to green bonds issued by multilateral 
institutions to finance large-scale climate projects, but now the ecosystem has 
expanded rapidly to include a much more complex and varied range of financial 
products. Banking institutions, investment managers, and fintech companies are 
all competing to create new funding solutions such as sustainability-linked loans, 
transition bonds, and environmentally-based mutual funds. This growth is 
driven by a deepening global awareness of the urgency of the climate crisis and 
growing demands from investors seeking not only material returns but also 
tangible positive impacts on the sustainability of the planet and society at large. 

Delving deeper into its development, green financial innovation is no 
longer simply about capital transfer, but rather about the integration of cutting-
edge technology and rigorous data standardization. The use of blockchain 
technology and artificial intelligence is now beginning to be widely adopted to 
track the use of funds and measure the environmental impact of funded projects 
in real time, thereby minimizing the risk of manipulation of green claims, often 
referred to as greenwashing. Furthermore, regulatory authorities around the 
world are increasingly aggressively developing clear and binding green 
taxonomies to ensure that all capital flows are truly directed towards low-carbon 
and climate-resilient economic activities. With the alignment of government 
policies, technological innovation, and private sector commitments, green 
financial innovation has emerged as a crucial instrument in bridging the massive 
funding gap necessary to realize the transition to a fully sustainable economy. 

Going deeper into its fundamental structure, the development of green 
financial innovation now involves reengineering conventional risk assessment 
systems across global financial institutions. While credit analysis previously 
focused solely on liquidity and cash flow projections, now climate change 
variables such as physical risks from natural disasters and transition risks from 
regulatory changes have been integrated directly into creditworthiness 
determination algorithms. This paradigm shift is forcing companies in the heavy 
industry sector to transform their business models to gain access to funding at 
more competitive interest rates. As a result, a new incentive mechanism has 
emerged where corporations that successfully meet carbon emission reduction 
targets are periodically rewarded with reduced borrowing costs, creating a 
virtuous cycle that combines direct financial returns with the achievement of 
environmental sustainability goals. 

 
 
 
 
 



Sambodo, Harahap, Affandi, Suratminingsih, Durya 

356 
 

At the capital markets level, the depth of this innovation is evident in the 
diversification of green derivative instruments and increasingly sophisticated 
green asset securitization schemes. The establishment of interconnected 
voluntary and regulated carbon markets across countries allows carbon units to 
be traded like a liquid financial commodity, providing economic certainty for 
forest conservation and renewable energy projects that previously struggled to 
raise initial capital. Furthermore, collaboration between the public and private 
sectors has given rise to the concept of blended finance, where government grants 
or philanthropic institutions serve as the initial risk absorber to trigger the influx 
of large-scale commercial capital into green infrastructure projects in developing 
countries. Through this maturing global interconnected network, green financial 
innovation is completely transforming the way the world values, manages, and 
allocates wealth for a stable future for the planet (Zhan et al., 2023). 
The Role of Green Financial Innovation in Improving Corporate Sustainable 
Financial Performance 

An analysis of the role of green financial innovation in improving 
corporate sustainable financial performance reveals a fundamental 
transformation in how modern corporations operate and create long-term value. 
Green financial innovation, which includes instruments such as green bonds, 
sustainability-linked loans, and environmental, social, and governance-based 
investments, is no longer simply an instrument for fulfilling social 
responsibilities but has become a strategic driver of corporate financial stability 
and growth. Green financial innovation plays a key role in driving companies 
towards achieving sustainable financial performance. The role of green financial 
innovation in improving corporate sustainable financial performance consists of: 
Reducing the Cost of Capital through Green Debt Markets 

Companies that implement green financial innovation gain access to 
specialized debt instruments such as green bonds and sustainability-linked 
loans. Global capital markets provide incentives in the form of lower interest 
rates for issuers of these instruments (Ahmed et al., 2024). The reduced cost of 
capital occurs due to high demand from investors with socially responsible 
investment mandates. When borrowing costs decrease, companies' capital 
efficiency increases, which directly improves long-term net profitability. 
Mitigating Regulatory Risks 

Green financial innovation acts as a hedging instrument against future 
risks. Governments around the world continue to tighten environmental 
regulations, including the implementation of carbon taxes and pollution fines. 
Companies that utilize green financing to upgrade their technology to cleaner 
ones will avoid these penalty costs (Wang et al., 2021). Financially, this prevents 
unexpected cash outflows and protects the company's assets from the risk of 
becoming stranded or worthless due to regulatory changes. 
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Increasing Resource Efficiency 
Funds obtained through green finance schemes are typically allocated to 

energy efficiency projects, waste reduction, and the use of renewable energy. 
Although the initial investment may seem large, the long-term impact is a 
significant reduction in operational costs. Savings in electricity, water, and raw 
material consumption create a leaner cost structure (Marcella et al., 2024; 
Sihombing et al., 2024). As a result, companies experience a steady increase in 
gross and operating profit margins. 
Strengthening Company Market Value 

Current market sentiment strongly favors businesses with clear 
environmental commitments. A company's success in securing and managing 
green finance sends a positive signal to the stock exchange and stakeholders. This 
increases demand for the company's shares, which in turn drives up share prices 
and market capitalization (Zhan et al., 2023). Furthermore, consumer loyalty to 
environmentally friendly brands helps maintain revenue stability even amidst 
economic uncertainty. 
Creating Long-Term Competitive Advantages 

Green finance forces companies to transform their business models 
toward sustainability before their competitors do. Companies that adopt these 
innovations early are in a stronger position to enter new markets that demand 
stringent environmental standards (Mariani et al., 2023; Pandiangan et al., 2025; 
Tambunan et al., 2025). This adaptability ensures that the company's revenue 
streams remain secure and continue to grow in the coming decades, creating a 
solid foundation for sustainable financial performance 

Fundamentally, green financial innovation acts as a bridge connecting 
responsible environmental management with capital efficiency. When a 
company adopts green financial instruments, it automatically opens up access to 
a broader investor base committed to sustainable values. Global capital markets 
currently place a positive premium on companies that demonstrate clear 
environmental commitments. As a result, companies can enjoy a lower cost of 
capital because investment risks are perceived as lower by capital providers. This 
reduced cost of capital directly contributes to improved sustainable financial 
performance. Funds obtained through green finance schemes are typically 
allocated to energy efficiency projects, emissions reductions, or improved waste 
management. In the long term, these projects generate significant operational 
cost savings through reduced resource consumption and mitigation of regulatory 
fines. This operational efficiency strengthens company profitability and ensures 
that economic growth is aligned with environmental sustainability. Beyond its 
direct impact on the income statement, green financial innovation also 
strengthens a company's market position and reputation. Today's consumers and 
business partners tend to choose organizations with a clean environmental track 
record. A company's success in implementing green financial innovation creates 
a strong brand image, which in turn can increase customer loyalty and open up 
new market opportunities (Agrawal et al., 2024). This competitive advantage 
ensures the company's revenue sustainability amidst the shift in global market 
preferences toward a low-carbon economy. From a risk management 
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perspective, green financial innovation serves as a shield against transition risks 
and physical risks resulting from climate change. Companies that have 
integrated green principles into their financial structures will be more adaptable 
to increasingly stringent government regulations regarding carbon emissions. By 
anticipating these regulations early through green financing, companies avoid 
the risk of stranded assets or sudden asset declines. Overall, this analysis 
confirms that the role of green financial innovation in improving a company's 
sustainable financial performance is multidimensional. This innovation not only 
optimizes capital structure and lowers operating costs but also mitigates future 
risks and increases the company's value in the eyes of all stakeholders. This 
integration of financial strategy and environmental sustainability is key to a 
company's long-term financial resilience and success. 
 
CONCLUSIONS  

The results of this study indicate that green financial innovation plays a 
key role in driving companies towards achieving sustainable financial 
performance. These roles include reducing the cost of capital through green debt 
markets, mitigating regulatory risks, increasing resource efficiency, 
strengthening company market value, and creating long-term competitive 
advantages. 
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