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Abstract. Nowadays, environmental issues have become one of the important factors affecting 
economic development. Green financing is crucial to the green and sustainable development that 
nations are becoming more and more focused on. Global warming has a negative impact on 
economic development, such as frequent extreme weather, sea level rise, etc., and these physical 
risks will eventually be converted into financial risks. Green finance can guide more resources to the 
green and low-carbon field, adjust carbon prices, and promote establishing a carbon emission 
trading market. At the same time, green finance directly links the physical risks in the environment 
with financial risks. This article summarizes relevant research on how green finance can prevent 
financial risks caused by climate change. It mainly analyzes the prevention of financial risks caused 
by green finance from three aspects. Green finance prevents relevant risks by promoting policy and 
market innovation, enhancing climate resilience, and promoting low-carbon transformation. It 
identifies the constraints of the existing research and development of green finance under the current 
circumstances by talking about the effect mechanism of green finance. 
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1. Introduction 

1.1. Realistic Background 

In recent years, with the rapid development of the global economy and the continuous growth of 

population, the problems of global climate change, environmental pollution, and resource shortage 

have become increasingly prominent, which has brought challenges to the sustainable development 

of the economies of various countries. The Paris Agreement offers guiding principles for the green 

development of economies worldwide in the face of adverse changes in the global climate [1]. In the 

current background, green finance is a crucial element in promoting the green transformation of the 

economy. It encompasses a range of financial instruments and products, including green credit, green 

bonds, green insurance, green funds, and others. Through creative financial services and products, it 

directs social capital toward environmentally friendly and energy-efficient products [2]. Nowadays, 

global warming has become a serious problem affecting economic development. For example, 

extreme weather will bring economic losses, sea level rise will cause loss of land and capital stock, 

and rising temperature will accelerate the depreciation of fixed assets, which will exacerbate financial 

risk. The rise of default rate and default loss rate will increase credit risk. The problems of financial 

institutions will increase operational risk, insurance compensation will increase insurance risk, and 

natural disasters may also affect confidence in local banks, thus increasing liquidity risk. Green 

finance promotes environmental protection and ecological governance while also optimizing, 

upgrading, and sustainable development of economic structures. 

1.2. Academic Background 

Green finance, as one of the most important parts of today's financial field, is increasingly 

becoming the focus of global economic development and academics, policymakers, and financial 

institutions have gradually begun to pay attention to it. At present, green finance research has yielded 

promising results in academia. From the theoretical level, the connotation, characteristics and 

mechanism of green finance have formed a relatively complete theoretical system. From a practical 
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point of view, governments, financial institutions, and enterprises of various countries have launched 

a range of green finance policies [3]. All of these provide strong support for the development of green 

finance. However, green finance also faces many challenges in the process of development, such as 

imperfect laws and regulations, low market awareness, and imperfect risk assessment and pricing 

mechanisms [4]. Therefore, based on previous research, this article will further explore the 

development path and strategy of green finance by studying the impact mechanism of green finance. 

1.3. Research Significance 

The research purpose of this article is mainly in two aspects. Focusing on these two purposes, this 

article will discuss from the following aspects: First, it introduces the basic concept and development 

status of green finance. Secondly, analyzes the impact mechanism of green finance from different 

angles. Then discusses the problems and challenges faced by green finance in the process of 

development, and finally puts forward strategies and suggestions to promote the healthy development 

of green finance by analyzing its role mechanism.  

2. Green Finance Promotes Policies and Market Innovation 

2.1. Background and Goals. 

At present, environmental problems are severe. Environmental pollution, resource depletion, 

ecological imbalance and other environmental problems have become global economic and political 

problems, posing a serious challenge to human survival and social development. To mitigate 

problems with environment and adapt to climate change, the concept of green finance has emerged 

in sustainable development. It aims to promote environmental protection and rational use of resources 

through financial means to achieve better goals of sustainable economic and development of the 

society. While pursuing economic benefits, the traditional financial industry also faces the challenge 

of environmental risks. The proposal of green finance provides a new direction for the transformation 

and development of the financial industry, that is, to achieve a win-win situation between economic 

and environmental benefits by supporting green industries and projects. 

2.2. Policy System Innovation 

For the green financial systems of different countries, it is necessary to combine national standards 

with local standards around the connotation of green finance. Moreover, make good use of policy 

tools to guide, monetary policy should give better play to the dual functions of the total amount and 

structure of policy tools, constantly make the green financial standard system more reasonable and 

compliant, strengthen the carbon accounting and optimization of green financial evaluation methods 

by requiring financial institutions to disclose environmental information. All of these play an 

important role in the impact mechanism of green finance. For example, carbon information disclosure 

(CID) plays an important role in reducing carbon dioxide emissions. Some scientists have studied the 

impact of carbon information disclosure on the emission reduction of companies or industries. CID 

projects with consistent evaluation criteria are conducive to the implementation of carbon reduction 

[4]. The carbon performance of companies or industries can now be evaluated with consistent carbon 

information evaluation standards in many CID projects [5]. The market encourages and requires 

financial institutions to improve information disclosure and transparency so that investors can 

understand the risks and benefits of green projects and enhance market confidence. Green finance 

also promotes its development by formulating support policies. Some governments will provide loan 

subsidies to transformation enterprises that have achieved their transformation goals or progress, and 

provide interest discounts on green inclusive loans, etc [6]. These policies directly reduce the 

financing costs of enterprises and encourage the implementation of green projects.  
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2.3. Market Innovation 

For the relevant markets of green finance, green financial products and services are also innovating 

constantly. Nowadays, there are many diversified green financial products: green loans, green bonds, 

green insurance, green funds, green stocks, and carbon financial markets, etc., which meet the 

financing needs of different green projects. In addition to green financial products, the service model 

has also been innovated. For example, the Bank of Communications of China has created a 

comprehensive green finance service plan with nine products centered on "credit, supply chain, 

inclusiveness, investment banking, leasing, investment, financial management, insurance, and carbon 

finance" around different stages of green projects and the financing needs of various customers [7]. 

The carbon financial system's construction can be improved by promoting market innovation. On the 

one hand, the coverage of the national carbon market has been expanded, more high-carbon emission 

industries have been included, and the market liquidity and pricing rationality have been improved. 

On the other hand, allowing financial institutions to participate in the national market will help build 

a multi-level carbon financial market, promote the construction of an international carbon trading 

platform, and promote the international flow of carbon assets. 

2.4. Technological Innovation in Market and Policy 

The integration of science and technology and green finance promotes the development of the 

economy and society in a green, low-carbon and sustainable direction. People should strengthen the 

combination of green finance and digital finance, use digital technology to solve the cost efficiency 

problem of green finance, to improve the efficiency and coverage of green financial services [8]. For 

example, the Construction Bank of China launched a green financial product "carbon digital loan" 

based on the "carbon footprint" to empower micro, small, and medium-sized enterprises with low-

carbon transformation through digital technology [7].  

3. Green Finance Enhances Climate Resilience 

3.1. Main Ways for Green Finance to Enhance Climate Resilience 

Firstly, by providing financial support for green projects, green finance promotes technological 

innovation and development in the fields of clean energy, green buildings, low-carbon transportation, 

etc. These projects and technologies help reduce greenhouse gas emissions and improve the ability to 

cope with climate change. For example, financial institutions can provide loans for renewable energy 

projects to support the research and development and application of low-carbon technologies, thus 

enhancing the climate resilience of society [9]. Secondly, green finance also promotes the 

transformation and upgrading of traditional high-energy-consuming and high-emission industries by 

guiding funds to low-carbon and environmental protection industries and promoting the development 

of the economy in the direction of green and low-carbon. This transformation will help reduce the 

economic system's dependence on fossil fuels and enhance the economy's adaptability to climate 

change. Thirdly, while promoting green projects, green finance also pays attention to the 

establishment and improvement of risk management systems, including climate risk assessment, 

monitoring and early warning systems. By accurately identifying various risks, financial institutions 

can improve their ability to predict, respond to, and dispose of green financial risks [10], and 

effectively prevent financial risks caused by climate change. The above three methods are the main 

ways for green finance to enhance climate resilience. 

3.2. Credit Risk, Market Risk, Operation, and Compliance Risk 

Green finance prevents credit risk by enhancing climate resilience. Green finance projects are 

usually closely related to environmental protection policies and sustainable development goals, which 

help to reduce the risk of default for borrowers. At the same time, through a strict project evaluation 

and screening mechanism, financial institutions ensure that funds are invested in projects that meet 
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green standards and are sustainable, further reducing credit risk. Green finance also prevents market 

risks by enhancing climate resilience. Green finance helps to promote the formation of a green and 

low-carbon financial market environment and reduces the risk of market price fluctuations caused by 

climate change. For example, with the gradual establishment and improvement of the carbon market, 

financial institutions can manage climate-related risks through market mechanisms such as carbon 

trading. Additionally, green finance projects involve complex environmental protection laws and 

regulations and technical standards, requiring financial institutions to have professional risk 

assessment and management capabilities. By strengthening internal training, improving operation 

processes, strengthening compliance management and other measures, financial institutions can 

reduce the probability of operation and compliance risks.  

4. Green Finance Promotes Low-carbon Transformation 

Green finance supports the development of green projects and industries such as clean energy, 

energy conservation, and emission reduction by providing financial services for environmental 

improvement, climate change and efficient use of resources [11]. By lowering carbon emissions and 

resource consumption, this not only supports the green transformation of the economic structure but 

also lessens the detrimental effects on the environment and lowers the financial risks associated with 

ecological harm and environmental pollution. Green finance promotes the green and low-carbon 

transformation of high-emission industries and the construction of renewable energy projects by 

guiding financial resources to green industries and projects and optimizes the allocation efficiency of 

financial resources. This helps to avoid excessive concentration of resources on high-energy-

consuming, high-emission and low-level projects, and reduces financial risks caused by resource 

mismatch. The innovative financial products and services mentioned above will also play a role in 

low-carbon transformation. The continuous innovation of financial products and services, including 

green loans, green bonds, and others, can provide diversified financing channels for green projects 

through the use of green finance. This not only reduces the financing cost of enterprises but also 

supports green and low-carbon development through marketization, reducing excessive dependence 

on traditional high-carbon industries, to prevent financial risks.  

5. Conclusion 

This article mainly studies the impact mechanism of green finance from three aspects through a 

review of previous articles: promoting innovation, enhancing climate resilience and promoting low-

carbon transformation. These three influencing approaches have effectively prevented financial risks 

and mitigated environmental pollution while promoting economic development, and have achieved 

important results. 

To sum up, green finance has made efforts through policy innovation, market innovation, and the 

integration of science and technology and green finance. Green finance enhances climate resilience 

by supporting green projects and technological innovation, promoting economic transformation and 

industrial upgrading, and improving the risk management system, so as to prevent financial risks 

caused by climate change. These measures not only contribute to the sustainable development of both 

the economy and society, but also provide more stable and sustainable business growth points for 

financial institutions. However, by analyzing the process of preventing risks of green finance, it can 

be found that the current development of green finance also has some shortcomings, such as non-

uniform standards, low information disclosure, and most of the main body of capital supply is banks. 

Therefore, people should continue to improve the standard system of green finance, comprehensively 

use a variety of policy tools, strengthen coordination and international cooperation among various 

departments, and promote better development of green finance. In the years ahead, with the continual 

advancement of the green financial system and the continual advancement of climate governance 

capabilities, green finance will have a greater impact on enhancing climate resilience and preventing 
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financial risks. Green finance has effectively promoted low-carbon transformation and prevented 

financial risks by supporting green projects and industries, optimizing the allocation of financial 

resources, strengthening environmental information disclosure and risk management, and innovating 

financial products and services. 
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