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Role of Private Capital in Sustainable Development

Prelims: Current events of national and international importance
Sustainable Development

Why in news?

Recently, Finance Minister highlighted Role of Private Capital in Sustainable
Development issues at the International Business Forum, Sevilla, Spain.

- Private capital - It is the money invested by private players (like
individuals, companies, venture funds, or private equity firms) to support
businesses, infrastructure, or development, aiming for financial returns or
economic growth.

« Private investment is crucial for achieving inclusive and sustainable
economic growth.

« It acts as a catalyst by unlocking capital, boosting productivity, fostering
innovation, and introducing technology.

Forms of Private Capital in Sustainability

» Foreign Direct Investment (FDI) - Capital inflows into green energy,
sustainable infrastructure, etc.

 Investments made with the intention to generate measurable social and
environmental impact alongside financial returns.

« Green bonds - They are financial instruments specifically aimed at
funding eco-friendly projects.

« Venture capital - Supporting green start-ups, clean technologies, and
circular economy ventures.

Role in Sustainable Development

« Development imperative - Private capital is becoming a vital source of
development finance, amid volatile FDI flows and global uncertainties.

- Bridging the financing gap - Public funds alone are insufficient to meet
the $4.5 trillion annual investment needed globally for SDGs.

- Innovation and technology development - Private sector drives
innovation in renewable energy, waste management, water conservation,
and clean mobility.
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- Scalability and efficiency - Private enterprises can scale sustainable
solutions rapidly, leveraging operational expertise and market networks.

- Catalysing climate action - Private capital accelerates decarbonization
efforts through renewable energy, carbon markets, and green
infrastructure.

Challenges in Mobilizing Private Capital

« Low and middle-income countries still receive a disproportionately small
share.

« Perceived high risks in emerging markets.

« Inadequate regulatory frameworks.

« Lack of reliable data on sustainability impact.

 High cost (borrowing rates) of capital.
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