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ABSTRACT 

This systematic review explores the role of environmental finance in advancing sustainable development 
in developing countries through the implementation of green growth strategies. Environmental finance 
involves the allocation of financial resources to support projects aimed at mitigating environmental 
challenges and promoting a transition towards a greener economy. The review examines various sources of 
environmental finance, including public, private, and international funding mechanisms, and assesses their 
effectiveness in funding initiatives that address climate change, conservation, and sustainable economic 
growth. The study also highlights challenges and opportunities associated with mobilizing environmental 
finance in developing nations, emphasizing the need for innovative financing mechanisms, capacity 
building, and international collaboration. By analysing empirical evidence and case studies, this review 
contributes to a comprehensive understanding of how environmental finance can play a pivotal role in 
shaping the sustainable development trajectory of developing countries. 

KEYWORDS: Environmental finance, green growth strategies, sustainable development, developing 
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INTRODUCTION 

In recent years, the pursuit of sustainable development has gained significant global attention, particularly 
in the context of developing countries. As these nations strive to achieve economic growth while addressing 
environmental challenges, the role of environmental finance has emerged as a critical factor in shaping their 
trajectories. Environmental finance entails the strategic allocation of financial resources to support projects 
that promote environmental sustainability, conservation, and the transition to a greener economy (Khan et 
al., 2022). This involves leveraging financial mechanisms, innovative tools, and funding strategies to drive 
initiatives aimed at mitigating climate change, protecting natural resources, and advancing sustainable 
economic growth (Clark et al., 2018; African Development Bank, 2022; Prasad et al., 2022). 

Developing countries face a unique set of challenges in their pursuit of sustainable development. Limited 
financial resources, competing development priorities, and inadequate infrastructure often constrain their 
ability to invest in environmentally beneficial projects (Sarvajayakesavalu, 2015; Akenroye et al., 2018). 
At the same time, these nations are disproportionately affected by environmental challenges, such as climate 
change impacts and loss of biodiversity. As a result, there is a growing recognition of the need to mobilize 
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resources through environmental finance to support green growth strategies that simultaneously address 
economic and environmental objectives (Burgess et al., 2022). 

However, the successful implementation of green growth initiatives in developing countries is hindered by 
a range of challenges. The lack of access to sufficient capital, absence of robust financial mechanisms, and 
limited capacity to design and manage environmentally-focused projects pose significant barriers (OECD, 
2012; Crack et al., 2018). Additionally, the complex interplay between policy coherence, technology 
transfer, and socio-economic disparities further complicates the efficient mobilization of environmental 
finance (Breuer et al., 2019). 

In this landscape, addressing the existing gaps in literature becomes crucial. While some research has 
explored the role of environmental finance in sustainable development, there remains a need for a 
comprehensive systematic review that synthesizes empirical evidence, case studies, and existing literature. 
Such a review can provide a more nuanced understanding of how environmental finance can effectively 
drive sustainable development in developing countries, while also identifying the limitations, opportunities, 
and pathways for overcoming challenges. 

Given these gaps in the literature, this systematic review aims to critically analyses empirical evidence, 
case studies, and existing literature to shed light on the pivotal role that environmental finance plays in 
shaping sustainable development trajectories in developing countries. By examining challenges, 
opportunities, and success stories, the review aims to provide insights that inform policy, foster international 
cooperation, and drive innovative financing solutions for a greener and more sustainable future. 

The purpose of this systematic review is to comprehensively examine the role of environmental finance in 
driving sustainable development through the implementation of green growth strategies in developing 
countries. By analysing empirical evidence, case studies, and existing literature, this study aims to provide 
a nuanced understanding of the mechanisms, challenges, opportunities, and impacts associated with 
mobilizing environmental finance. The study seeks to contribute to the existing knowledge by offering 
insights that inform policy formulation, international cooperation, and innovative financing approaches to 
support a more sustainable future for developing nations. 

The review questions are as follows: What are the primary sources and mechanisms of environmental 
finance in developing countries? How does environmental finance contribute to the funding of green growth 
initiatives in various sectors, such as renewable energy, sustainable agriculture, and conservation? What 
challenges and opportunities are associated with mobilizing environmental finance for sustainable 
development in developing countries? What empirical evidence and case studies exist that demonstrate the 
impacts of environmental finance on sustainable economies and environments in developing nations? How 
can policy coherence, capacity building, and international collaboration enhance the effectiveness of 
environmental finance in promoting green growth strategies? 

The study assumptions are as follows: The availability and quality of empirical evidence and literature 
relevant to environmental finance and green growth strategies in developing countries are assumed to be 
sufficient to conduct a comprehensive systematic review; The effectiveness of environmental finance in 
promoting sustainable development is assumed to be influenced by factors such as policy frameworks, 
institutional capacity, and technological readiness; Developing countries are assumed to demonstrate 
variations in their approach to environmental finance based on their socio-economic, geographical, and 
governance contexts. 

The study limitations are as follows: The quality and availability of empirical studies, especially in specific 
sectors or regions, might vary, potentially affecting the comprehensiveness of the review; Due to the 
dynamic nature of environmental finance and green growth, some of the literature and case studies might 
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become outdated by the time of this study; Language barriers could limit the inclusion of studies published 
in languages other than English, which might result in a potential bias in the selected literature. 

The research scope is as follows: This systematic review focuses exclusively on the role of environmental 
finance in developing countries, and the findings might not be directly applicable to developed economies; 
The review primarily examines empirical studies and case studies related to environmental finance, 
excluding conceptual or theoretical works; While the study acknowledges the interconnectedness of various 
sustainable development goals, the primary focus is on the relationship between environmental finance, 
green growth, and sustainable economic development. 
 
 
METHODOLOGY 

The systematic review employed a structured approach to identify, analyse, and synthesize relevant 
literature on the role of environmental finance in promoting sustainable development through green growth 
strategies in developing countries. The following steps were undertaken: 

Search Strategy 

A comprehensive search was conducted across multiple academic databases, including PubMed, Scopus, 
Web of Science, Google Scholar, JSTOR, and ProQuest. The search utilized a combination of keywords 
and search terms related to environmental finance, green growth strategies, sustainable development, and 
developing countries. 

Inclusion and Exclusion Criteria 

Articles were screened based on predefined inclusion and exclusion criteria. Inclusion criteria encompassed 
studies that addressed the role of environmental finance in funding green growth initiatives, primarily 
focusing on developing countries. Empirical studies, case studies, and literature reviews were considered. 
Exclusion criteria included studies unrelated to the topic, those focusing solely on developed countries, and 
studies with limited relevance to environmental finance. 

Screening Process 

Initial screening involved reviewing titles and abstracts to identify potentially relevant articles. Articles that 
clearly did not align with the research objectives were excluded at this stage. 
 
Full-Text Assessment 

Full texts of the selected articles from the initial screening were retrieved and assessed against the inclusion 
and exclusion criteria. Detailed examination of the content was performed to ensure relevance to the 
research questions. 

Data Extraction 

A standardized data extraction form was used to collect essential information from the selected articles. 
Data points included study objectives, methodologies, key findings, and implications relevant to the role of 
environmental finance in green growth strategies. 

Quality Assessment 

The quality and rigor of each selected study were assessed using appropriate assessment tools or criteria, 
considering factors such as research design, sampling methods, data analysis, and potential biases. 
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Thematic Analysis 

The data extracted from the selected articles were thematically analysed. Similar findings, patterns, and key 
insights were grouped together to develop a coherent narrative related to the role of environmental finance 
in promoting sustainable development. 

Synthesis and Reporting 

The synthesized findings were used to address the research questions and objectives of the systematic 
review. The results were reported in a structured manner, outlining the sources of environmental finance, 
their role in funding green growth initiatives, challenges, opportunities, documented impacts, and barriers 
faced by developing countries. 

By following this rigorous methodology, the systematic review ensured the selection of relevant, reliable, 
and representative studies, facilitating a comprehensive analysis of the role of environmental finance in 
driving sustainable development through green growth strategies in developing countries. 
 
WHAT IS ENVIRONMENTAL FINANCE? 

Environmental finance embodies the strategic allocation of financial resources and investments with the 
express purpose of propelling projects and initiatives that are firmly rooted in the principles of 
environmental sustainability, conservation, and the pivotal transition to a more ecologically conscious and 
sustainable economy (UNDP, 2019; United Nations, 2021; Causevic et al., 2022). It entails a deliberate 
harnessing of diverse financial mechanisms, innovative tools, and strategic strategies, all with the 
overarching goal of underpinning activities that decisively contribute to the curbing of climate change 
impacts, the preservation and judicious utilization of natural resources, and the onward progression of 
sustainable development paradigms (Sandor & Clark, 2016; Causevic et al., 2022; Hodgkins, 2022). 

At its core, environmental finance operates as a dynamic and versatile framework that orchestrates the 
convergence of financial prowess and environmental stewardship (Burnham, 2022; Vaupel et al., 2023). By 
funnelling financial assets towards endeavours that resonate with its core tenets, it effectively channels 
investment into ventures that hold the potential to mitigate the harrowing effects of climate change (Prasad 
et al., 2022; Global Impact Investing Network, 2023). These ventures encompass a spectrum of initiatives, 
ranging from the deployment of renewable energy technologies to the conservation of vital ecosystems. As 
such, the remit of environmental finance spans a diverse array of activities that collectively serve as crucial 
building blocks for a more resilient and ecologically balanced future (United Kingdom Government, 2023). 

Crucially, the mechanisms underpinning environmental finance are underscored by a strategic fusion of 
innovation and pragmatism. Financial tools, such as green bonds and impact investments, are fashioned to 
align with environmentally beneficial endeavours, facilitating both financial returns and substantive 
environmental impact. Moreover, the integration of environmental considerations into fiscal policies and 
financial instruments helps engender a harmonious coexistence between economic growth and 
environmental well-being. By virtue of these mechanisms, environmental finance provides not just a lifeline 
for the imperilled natural world, but also a compelling opportunity to reshape economic systems toward 
greener horizons (European Securities and Markets Authority, 2021). 

The scope of environmental finance extends to initiatives that traverse the breadth of sustainability 
imperatives. This encompasses a spectrum of activities, ranging from ushering forth the transition to 
renewable energy sources, rejuvenating beleaguered ecosystems, optimizing resource management, and 
bolstering resilience to the adverse impacts of climate change. The cumulative effect of these endeavors is 
a synthesis of economic growth and environmental integrity, offering a compelling vision of an inclusive 
and prosperous future (Mahanakorn Partners, 2023, United Labour Organisation, 2023). 
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Ultimately, environmental finance stands as a beacon of hope and a strategic imperative in the pursuit of a 
sustainable global trajectory. By marrying financial acumen with environmental mindfulness, it catalyzes 
the emergence of a new paradigm where economic prosperity is achieved not at the expense of the planet, 
but in harmonious collaboration with it. This philosophy of financial stewardship aligned with 
environmental ethics is poised to play a defining role in shaping the trajectory of economies and ecosystems 
alike, steering humanity toward a more sustainable and secure future (RARE, 2022). 

Role in Funding Green Growth Initiatives: Environmental finance assumes a pivotal and multi-faceted 
role in not only funding but also accelerating the realization of green growth initiatives within developing 
countries. Its multifarious contributions are underscored by a range of interlinked aspects, all of which 
collectively bolster sustainable development objectives (World Bank, 2021): 

Mobilizing Capital: Environmental finance serves as a catalyst for mobilizing capital from diverse sources, 
including public entities, private investors, and international institutions. This pooling of financial resources 
is channelled strategically toward projects and endeavours that are meticulously aligned with the 
overarching goals of green growth (Akhtar et al., 2018; United Nations, 2021). 

Supporting Renewable Energy: One of the standout realms where environmental finance exerts profound 
influence is the support of renewable energy projects. These ventures, which encompass solar and wind 
power installations, frequently necessitate substantial upfront investments. Environmental finance, in this 
context, facilitates the infusion of essential capital required for the establishment of clean energy 
infrastructure (Halonen et al., 2017; Ilić et al., 2019). 

Encouraging Innovation: By directing funds toward research and development endeavors within the 
domain of green technologies, environmental finance fosters an environment conducive to innovation. This 
approach has a dual impact: it incentivizes the evolution of cutting-edge solutions while concurrently 
propelling advancements that underpin sustainable economic expansion (World Economic Forum, 2020; 
Zhang et al., 2022; Zhang et al., 2022; United Nations Environment Programme, n.a; United Nations 
Environment Programme, 2016). 

Carbon Market Mechanisms: Environmental finance intersects with carbon pricing mechanisms, such as 
emissions trading and carbon taxes. These market mechanisms function as powerful incentives for 
industries to curtail their emissions. Importantly, the funds generated from these mechanisms can be 
effectively reinvested in green growth initiatives, creating a virtuous cycle of environmental benefit (World 
Economic Forum, 2020; Zhang et al., 2022). 

Green Bonds: Environmental finance further finds expression in the issuance of green bonds. 
Governments, corporations, and institutions utilize these specialized financial instruments to raise capital 
earmarked exclusively for projects with pronounced environmental advantages. This process not only 
galvanizes financial support but also engenders transparency and accountability in the utilization of funds 
(World Bank Group, 2015; United Nations Environment Programme, 2016; World Economic Forum, 2021). 

Payment for Ecosystem Services (PES): An innovative manifestation of environmental finance is 
observed in Payment for Ecosystem Services programs. These initiatives financially incentivize landowners 
to undertake conservation and restoration efforts. By rewarding the preservation of ecosystems that offer 
vital services, such as clean water provision, carbon sequestration, and habitat conservation, environmental 
finance bolsters sustainable resource management (UNEP, 2008; Wikipedia, 2023). 

Climate Resilience: The directed allocation of funds through environmental finance fortifies climate 
resilience within vulnerable communities. These funds facilitate the implementation of projects that 
enhance infrastructure, bolster disaster preparedness, and facilitate adaptive strategies. In doing so, 
environmental finance contributes to the safeguarding of communities against the adverse impacts of 
climate change (UNDP, 2020; UNFCCC, 2020). 
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Capacity Building: A fundamental facet of environmental finance is its contribution to institutional 
capacity building within developing countries. By affording financial support, it empowers nations to 
adeptly plan, execute, and manage green growth initiatives, thereby fostering a self-sustaining framework 
for sustainable development (UNEP, 2016; OECD, 2019). 

Sustainable Agriculture: Within the realm of agriculture, environmental finance assumes a transformative 
role by facilitating investments in sustainable practices. These encompass agroforestry, soil management, 
and other ecologically informed agricultural techniques. The resultant outcomes include enhanced food 
security, resource conservation, and rural development (FAO, 2013; OECD, 2019; World Bank, 2019;). 

Promoting Green Entrepreneurship: Entrepreneurial endeavours within green sectors are invigorated by 
financial backing from environmental finance initiatives. By extending financial support, environmental 
finance nurtures innovation, fosters economic growth, and generates opportunities for job creation, all while 
nurturing sustainable economic ecosystems (Saari & Joensuu-Salo, 2020; Lemaire, et al., 2021; Wood, 
2021). 

International Commitments: Environmental finance aligns with developing nations' international 
commitments, particularly those pertaining to climate change mitigation and sustainable development. This 
alignment fosters global cooperation, engendering a collaborative platform that bolsters the collective effort 
to address pressing environmental challenges (UNFCCC, 2015; UNDP, 2020). 

Unlocking Private Investment: Environmental finance plays a transformative role in stimulating private 
sector engagement. By facilitating initial capital infusion or risk mitigation, it garners the interest of private 
investors who might have initially perceived green growth projects as higher-risk ventures. This unlocking 
of private investment propels the transition toward sustainability (UNEP, 2016; OECD, 2017). 
 
SOURCES OF ENVIRONMENTAL FINANCE 

Public Funding Mechanisms 

Government Budgets: National and local governments wield their budgets as a potent resource, designating 
funds for environmental projects that span a wide spectrum. This encompassing support extends to 
initiatives like the establishment of renewable energy installations, reforestation efforts aimed at restoring 
ecosystems, and comprehensive waste management projects that mitigate the burden of pollution (World 
Bank Group, 2015; OECD, 2019; UNDP, 2020). 

Environmental Taxes and Levies: Governments deploy a strategic approach by imposing taxes and levies 
on activities that contribute significantly to environmental degradation. These taxes, particularly levied on 
carbon emissions and other ecologically detrimental activities, generate a dedicated revenue stream that is 
earmarked for pivotal environmental initiatives (OECD, 2020; World Bank Group, 2021; Wikipedia, 2023). 

Grants and Subsidies: Governments operate as enablers by providing grants and subsidies that incentivize 
businesses and individuals to seamlessly transition toward practices and technologies that are inherently 
ecologically friendly. This catalytic approach is instrumental in propelling the adoption of sustainable 
solutions across diverse sectors (European Commission, 2020; EUcalls.net, 2021; Green Business Bureau, 
2023). 

Development Aid: The solidarity and global cooperation between developed and developing countries 
manifest through official development assistance (ODA), where developed nations extend financial support 
to bolster environmental projects and sustainable development endeavours within developing countries. 
This form of assistance acts as a conduit for the transfer of resources and knowledge (United Nations, n. a.; 
UNDP, 2019; OECD, 2020). 
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National Climate Funds: Some nations undertake a visionary stride by establishing dedicated climate funds. 
These funds, often bolstered by support from international donors, serve as instrumental mechanisms for 
channelling financial resources into climate adaptation and mitigation projects. The strategic allocation of 
these funds bolsters the capacity to combat the far-reaching impacts of climate change (UNDP, 2015). 

Each of these public funding mechanisms operates as a linchpin, underpinning the foundational support 
that environmental finance requires. The strategic deployment of financial resources through these 
mechanisms sustains a robust trajectory of environmentally conscious initiatives, reinforcing the fusion of 
economic and ecological goals. 
 
Private Funding Mechanisms 

Private Investments: Within the realm of private investments, a spectrum of actors, including venture 
capitalists and impact investors, emerge as crucial stakeholders. These private investors channel capital into 
projects that, while offering financial returns, are intrinsically aligned with generating positive 
environmental impact. This synergistic fusion of financial acumen and environmental stewardship forms a 
cornerstone of private funding for green growth initiatives (World Bank Group, 2021). 

Green Bonds: An innovative financial instrument, green bonds, emerges as a dynamic conduit for 
channelling private investment into environmentally beneficial projects. Corporations, governments, and 
institutions issue these specialized bonds, explicitly earmarking the raised funds for endeavours that foster 
ecological well-being. Investors, in turn, invest in these bonds with not only the expectation of returns but 
also the affirmation of their support for sustainability (OECD, 2017; World Bank, 2019; 2020a; 2020b; 
International Capital Market Association, 2021; Segal, 2022;). 

Socially Responsible Investments (SRI): Investors today wield their financial prowess to not only garner 
returns but also reflect their environmental and social values. Socially responsible investments (SRI) 
constitute a discerning approach wherein investors deliberately allocate their resources to companies and 
projects that adhere to specific environmental and social criteria. This distinctive investment philosophy 
manifests as a potent driver of private financing for green initiatives (Investopedia, 2012, 2020; Shea, 2020; 
StudyMoose, 2020). 

Corporate Social Responsibility (CSR): Companies, cognizant of their broader societal impact, wield 
their profits as vehicles of positive change. A quintessential manifestation of this stance is witnessed through 
corporate social responsibility (CSR) initiatives. Corporations allocate a segment of their earnings to fund 
projects that champion environmental and social causes, reflecting a synergistic alignment between 
business goals and the broader well-being of society (Gavin, 2019; Fernando, 2023 WallStreetMojo, Team, 

2023). 

Crowdfunding and Peer-to-Peer Lending: The digital era has brought forth novel avenues for private 
individuals to directly contribute to green projects. Crowdfunding and peer-to-peer lending platforms 
provide an accessible channel for individuals to partake in funding specific green initiatives. This 
democratized approach not only fosters community involvement but also democratizes access to financial 
support for environmentally conscious endeavours (Pătruțescu, & Pătruțescu, 2020; Ziegler, & Shneor, 
2020; Ribeiro-Navarrete et al., 2022). 

This kaleidoscope of private funding mechanisms underscores the potent synergy between financial 
investment and environmental progress. By facilitating the alignment of capital with sustainability 
imperatives, these mechanisms galvanize a concerted drive toward green growth initiatives, where financial 
returns converge harmoniously with ecological benefits. 
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INTERNATIONAL FUNDING MECHANISMS 

Global Environmental Funds: The cooperative efforts of multilateral organizations bear fruit through the 
establishment of global environmental funds. Organizations such as the Global Environment Facility (GEF) 
serve as pivotal conduits for channelling grants and financing toward projects of global import. These 
initiatives are meticulously designed to tackle a spectrum of environmental challenges, often materializing 
through strategic partnerships with governments and diverse stakeholders (Biermann et al., 2009; Chuffart, 
2017; GEF, 2020; GEF, 2021; Ribeiro-Navarrete et al., 2021). 

Climate Finance: The thrust toward climate resilience and mitigation gains momentum through 
international agreements that carve out a dedicated pathway for climate finance. Initiatives like the Green 
Climate Fund (GCF) exemplify this commitment, orchestrating the channelling of funds from developed 
nations to their developing counterparts. This channel of financial support underpins climate adaptation and 
mitigation endeavours, playing a transformative role in global climate action (Green Climate Fund, 2012; 
Buchner et al., 2020; UNFCCC, n.a). 

Bilateral and Multilateral Aid: Developed nations extend a supportive hand to developing countries 
through bilateral and multilateral aid. Financial assistance, woven into these initiatives, serves as a pivotal 
mechanism for channelling resources into various environmental projects. These projects span a wide 
spectrum, ranging from climate resilience initiatives to the comprehensive pursuit of sustainable 
development goals (Biermann et al., 2009; Chuffart, 2017; Buchner et al., 2020; GEF, 2020; OECD, 2020; 
Pătruțescu, & Pătruțescu, 2020; Ziegler, & Shneor, 2020; GEF, 2021; OECD, 2022; Ribeiro-Navarrete et 
al., 2022). 

Carbon Markets and Trading: An innovative international approach to environmental finance emerges 
through the dynamics of carbon markets and trading. These mechanisms offer countries and corporations 
the opportunity to engage in the buying and selling of carbon credits. By partaking in these transactions, 
financial incentives are generated, motivating the diligent pursuit of emissions reduction projects 
(Biermann et al., 2009; Chuffart, 2017; Buchner et al., 2020; GEF, 2020; OECD, 2020; Pătruțescu & 
Pătruțescu, 2020; GEF, 2021; OECD, 2022; Ribeiro-Navarrete et al., 2022). 

Global Initiatives: The collaborative spirit of global cooperation finds resonance through transformative 
initiatives like the United Nations' Sustainable Development Goals (SDGs) and the Paris Agreement. These 
pivotal frameworks create robust platforms for international cooperation, forging a trajectory that is 
propelled by both shared commitment and pooled resources. The essence of these initiatives lies in their 
multifaceted approach, fostering not only cooperation but also facilitating access to essential funding that 
propels environmental challenges to the forefront (Chuffart, 2017; Buchner, 2020; Pătruțescu & Pătruțescu, 
2020; Ziegler & Shneor, 2020; Ribeiro-Navarrete et al., 2022). 

In the cumulative tapestry of international funding mechanisms, a resounding recognition of the imperatives 
of environmental sustainability resonates. These mechanisms symbolize a steadfast commitment to not only 
address environmental challenges but also create an enduring tapestry where a resilient and prosperous 
future is nurtured for all nations and generations. 
 
CHALLENGES AND OPPORTUNITIES ASSOCIATED WITH MOBILIZING 
ENVIRONMENTAL FINANCE IN DEVELOPING COUNTRIES 

Challenges 

Limited Financial Resources: The financial constraints inherent to developing countries form a primary 
challenge. These nations grapple with allocating funds for environmental projects, often against the 
backdrop of other pressing developmental priorities. The allocation dilemma is further exacerbated by the 



9 

 

imperative to strike a balance between immediate needs and long-term environmental benefits (Ballesteros 
et al., 2010; Brown et al., 2010; Halimanjaya, 2015; Mbeva, K., & Pauw, 2016; Whitley et al., 2018). 

Lack of Awareness and Capacity: An overarching challenge lies in the dearth of awareness and 
institutional capacity concerning environmental finance mechanisms. The intricate landscape of these 
mechanisms demands a nuanced understanding, yet many developing countries find themselves lacking the 
necessary expertise. This knowledge gap can hamper the effective utilization of available funds, leading to 
suboptimal outcomes (Brown et al., 2010; UNDP, 2019; Buchner et al., 2020; GEF, 2021). 

High Initial Costs: Green projects, while harboring profound environmental benefits, frequently entail 
high upfront investments. This poses a formidable challenge for governments already constrained by 
financial limitations. Similarly, private investors might be deterred by the substantial initial capital required, 
impeding the realization of environmentally beneficial projects (Biermann et al., 2009; Ballesteros et al., 
2010; Halimanjaya, 2015; Mbeva & Pauw, 2016; Brown et al., 2020; Buchner et al., 2020). 

Risk Perception: Green projects might encounter skepticism from investors due to the perceived risks 
associated with uncertainties. Factors like evolving technologies, policy shifts, and market fluctuations can 
amplify the perception of risk. This can impede the flow of private investment, hindering the scaling of 
green growth initiatives (Ballesteros et al., 2010; Brown et al., 2010; Chuffart, 2017; Bucher et al., 2020). 

Complexity of Financial Instruments: The realm of environmental finance is punctuated by intricate 
financial instruments such as green bonds and carbon trading mechanisms. These instruments require 
specialized knowledge and expertise for effective utilization. Developing countries may lack the requisite 
understanding, which can hinder their ability to harness the full potential of these mechanisms (Ballesteros 
et al., 2010; Mbeva & Pauw, 2016; Whitley et al., 2018; Buchner et al., 2020; Ribeiro-Navarrete et al., 2022). 

Policy and Regulatory Challenges: Inconsistent, unclear, or inadequate regulations can create a 
challenging environment for attracting environmental finance. The absence of a robust legal framework can 
introduce uncertainties, causing potential investors to balk. Policy instability further compounds the 
challenge, deterring long-term commitments (Ballesteros et al., 2010; Brown et al., 2010; Halimanjaya, 2015; 
Mbeva & Pauw, 2016; Chuffart, 2017; Whitley et al., 2018; UNDP, 2019; Buchner et al., 2020;OECD, 2020; GEF, 
2021; OECD, 2022). 

Access to Capital: Limited access to financial markets and banking services within some developing 
countries presents an obstacle to the smooth flow of capital toward green growth projects. This challenge 
can restrict the ability of these nations to tap into various funding sources, constraining the scope of their 
environmental initiatives (Ballesteros et al., 2010; Brown et al., 2010; Halimanjaya, 2015; Mbeva & Pauw, 
2016; Whitley et al., 2018; UNDP, 2019; Buchner et al., 2020; GEF, 2021;). 

Data and Information Gaps: The accurate assessment of project feasibility and impact hinges on the 
availability of reliable data on environmental and financial aspects. Developing countries often grapple 
with data and information gaps, impeding their ability to make informed decisions and compelling potential 
investors to exercise caution (Brown et al., 2010; Buchner et al., 2020; GEF, 2021; UNDP, 2019; Ballesteros 
et al., 2010; Halimanjaya, 2015; Mbeva & Pauw, 2016; Whitley et al., 2018; OECD, 2020; OECD, 2022; 
Buchner et al., 2020; GCF, 2021; UNFCCC; Biermann et al., 2009; Chuffart, 2017; GEF, 2020; GEF, 2021; 
Ribeiro-Navarrete et al., 2022; Ziegler & Shneor, 2020; Pătruțescu & Pătruțescu, 2020 
 
OPPORTUNITIES FOR GREEN GROWTH IN DEVELOPING COUNTRIES 

Global Initiatives: International commitments, such as the Paris Agreement and the Sustainable 
Development Goals (SDGs), offer a strategic avenue for accessing global climate finance and 
environmental funding. Developing countries can leverage these frameworks to align their green growth 
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projects with global priorities, enhancing their potential for financial support and collaboration (United 
Nations, 2023; UNDP, 2023). 

Innovative Financing Mechanisms: Developing countries have a unique opportunity to embrace innovative 
financing mechanisms tailored to green growth. Instruments like green bonds and impact investments not 
only attract funds but also signal commitment to sustainability, potentially unlocking previously untapped 
sources of capital (OECD, 2010; Oteh, 2018; World Bank Group, 2023). 

Private Sector Engagement: Public-private partnerships present a promising avenue for engaging the private 
sector in green growth initiatives. By collaborating with businesses, governments can infuse projects with 
expertise, technology, and funding. This synergy not only accelerates project implementation but also 
fosters a shared responsibility for sustainable development (PBL Netherlands Environmental Assessment 
Agency, 2015; RVO, 2020; UN Department of Economic and Social Affairs, 2023; P4G, n.d.). 

Job Creation: Green growth initiatives have the inherent potential to create new job opportunities across 
sectors vital to sustainability. The expansion of renewable energy, sustainable agriculture, and other green 
sectors generates employment, contributing directly to economic development while advancing 
environmental goals (Bowen & Kuralbayeva, 2015; TERI, 2018; the Guardian, 2020). 

Demonstrating Viability: The successful implementation of pilot projects serves as a powerful mechanism 
for demonstrating the viability of green growth initiatives. Such successes attract attention, build credibility, 
and instill confidence in investors, leading to increased funding and investment for broader projects (GGGI, 
n.d.; Georgetown Climate Centre, n.d.; World Bank Group, 2021). 

Local Resource Utilization: Developing countries can harness their abundant renewable energy resources, 
such as solar, wind, and hydropower, to transition towards sustainable energy systems. This not only fosters 
energy independence but also positions them as pioneers in renewable energy adoption (Bronstein, 2020; 
Duy, 2020; World Economic Forum, 2022). 

Economic Diversification: Environmental finance drives economic diversification by promoting sectors 
aligned with sustainability. Initiatives such as eco-tourism, sustainable forestry, and clean technologies 
create new revenue streams, contributing to economic stability and growth (UNEP, 2011; OECD, 2017; 
UNDP, 2019). 

Sustainable Development Goals (SDGs): Many green growth projects naturally align with specific SDGs, 
positioning them for international funding and support. This alignment provides a compelling narrative for 
stakeholders, showcasing how green initiatives simultaneously address multiple global challenges (UNEP, 
2011; OECD, 2017; UNDP, 2019). 

Climate Resilience: Investment in climate-resilient infrastructure and adaptive strategies is a crucial 
opportunity for developing countries. By enhancing their ability to withstand climate impacts, they not only 
safeguard communities but also cultivate environments conducive to sustained economic growth 
(Hallegatte et al., 2019; oecd, 2019; undp, 2020). 

Long-Term Cost Savings: While green projects may require higher initial investments, they often yield 
substantial long-term cost savings. Reduced energy consumption, lower healthcare costs due to improved 
environmental quality, and optimized resource management collectively contribute to enhanced economic 
efficiency (Markandya & Wilkinson, 2007; McKinsey & Company, 2023). 
 
CONCLUSION 

This systematic review has delved into the realm of green growth strategies in developing countries, 
focusing on the role of environmental finance in fostering sustainable economies. The analysis has 
illuminated the significance of green growth as a pathway to address the intertwined challenges of economic 
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development and environmental sustainability. Throughout this exploration, the review has underscored the 
pivotal role of environmental finance in catalysing, supporting, and amplifying green growth initiatives. 

The review highlighted that environmental finance, encompassing diverse funding mechanisms from 
public, private, and international sources, serves as a linchpin for funding the transition towards more 
sustainable and resilient economies. It mobilizes capital, encourages innovation, supports renewable energy 
adoption, and enhances climate resilience, among other critical roles. By channelling financial resources 
into projects that align with green growth goals, environmental finance bridges the gap between aspiration 
and implementation. 

Moreover, the analysis unveiled a multitude of opportunities and challenges entwined within the realm of 
green growth. The potential for economic diversification, job creation, and sustainable development 
emerged as significant opportunities, driven by innovative financing mechanisms and alignment with global 
initiatives like the Sustainable Development Goals. However, the review also illuminated challenges such 
as limited financial resources, policy complexity, and the need for data-driven decision-making. 

While the review has provided a comprehensive analysis of green growth strategies and their financing 
mechanisms, it is important to acknowledge certain limitations. The rapidly evolving landscape of 
environmental finance, the dynamic nature of global agreements, and varying levels of institutional capacity 
in different developing countries all contribute to the complexity of this field. As such, while the review 
has attempted to offer a holistic overview, certain nuances and contextual variations may require further 
exploration. 

In general, the review underscores the critical importance of environmental finance in the pursuit of 
sustainable economies in developing countries. It calls for continued research, collaboration, and innovation 
to harness the immense potential of green growth strategies, effectively address challenges, and contribute 
to a more prosperous, equitable, and environmentally secure future for all. Through a concerted effort to 
balance economic advancement with environmental stewardship, developing nations can navigate the 
pathway toward sustainable development and a better world for generations to come. 
 
RECOMMENDATIONS AND DIRECTION FOR FUTURE RESEARCH 

As this systematic review has shed light on the intricate interplay between green growth strategies, 
environmental finance, and sustainable economies in developing countries, several recommendations and 
avenues for future research emerge: 

Strengthening Policy Frameworks: Governments of developing countries should work to create robust 
policy frameworks that facilitate the integration of green growth strategies. This includes aligning 
regulatory frameworks, streamlining permitting processes, and providing incentives for private sector 
engagement in environmentally sustainable projects. 

Enhancing Financial Literacy: To effectively leverage environmental finance, there is a need to enhance 
financial literacy among key stakeholders, including policymakers, businesses, and communities. 
Educational programs and training initiatives can empower these stakeholders to understand and access 
various financing mechanisms. 

Promoting Public-Private Partnerships: Developing countries should foster stronger collaborations 
between the public and private sectors. Public-private partnerships can drive innovation, technology 
transfer, and funding for green growth projects, contributing to more effective and sustainable outcomes. 

Research on Financial Innovations: Future research should delve into emerging financial innovations that 
hold the potential to unlock substantial resources for green growth initiatives. Studies on the effectiveness 
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of mechanisms like green bonds, impact investing, and results-based financing can provide valuable 
insights. 

Case Studies on Implementation: In-depth case studies of successful green growth projects in diverse 
developing country contexts can offer practical insights into overcoming challenges and maximizing 
opportunities. These case studies can serve as blueprints for similar initiatives elsewhere. 

Scaling Up Renewable Energy: Given the pivotal role of renewable energy in green growth, future 
research should explore strategies to scale up renewable energy adoption. This includes examining policies, 
technological advancements, and financing mechanisms that can accelerate the transition to cleaner energy 
sources. 

Assessing Socioeconomic Impacts: Further research should delve into the broader socioeconomic impacts 
of green growth initiatives. Studies can evaluate how these strategies influence poverty reduction, job 
creation, gender equality, and overall human well-being in developing countries. 

Advancing Climate Resilience: Investigating strategies to enhance climate resilience through 
environmental finance is crucial. Research can focus on identifying the most effective ways to allocate 
funds for projects that bolster community preparedness and adaptive capacity. 

Integrating Indigenous Knowledge: Future research should explore ways to integrate indigenous 
knowledge and practices into green growth initiatives. This can foster more holistic and culturally sensitive 
approaches to sustainable development. 

Long-Term Monitoring and Evaluation: Implementing effective monitoring and evaluation mechanisms 
for green growth projects is essential. Future research can develop frameworks for assessing the long-term 
impacts of these initiatives on economies, societies, and the environment. 

Addressing Data Gaps: Efforts to address data and information gaps in developing countries are crucial. 
Future research can focus on developing methodologies to collect reliable and comprehensive data on both 
environmental and financial aspects. 

Cross-Sectoral Synergies: Exploring cross-sectoral synergies between different green growth strategies is 
a promising avenue. Research can investigate how projects in sectors like energy, agriculture, and 
transportation can complement each other to achieve holistic sustainability goals. 

International Collaboration: Research on international collaboration mechanisms, such as technology 
transfer and knowledge sharing, can support developing countries in adopting best practices and innovative 
approaches from around the world. 

In essence, this systematic review sets the stage for a continuous journey of exploration, innovation, and 
collaboration. By heeding these recommendations and pursuing the identified research directions, 
stakeholders can collectively contribute to the realization of greener, more sustainable, and economically 
vibrant futures for developing countries. 
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