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This study examines the role of green fiscal policy in promoting sustainable economic growth in 

emerging markets. By analyzing various fiscal instruments such as carbon taxes, renewable energy 

subsidies, and emissions trading schemes, this research assesses their impact on economic 

performance, environmental sustainability, and investment in green technologies. The findings 

indicate that well-implemented fiscal policies can significantly contribute to reducing carbon 

emissions while fostering economic stability and innovation. However, challenges such as regulatory 

inconsistencies, infrastructural limitations, and industry adaptation remain key hurdles. Addressing 

these challenges is essential to maximizing the effectiveness of green fiscal measures. Future research 

should focus on long-term policy impacts, sector-specific adaptations, and international cooperation 

to enhance green fiscal strategies. 
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1. INTRODUCTION 

Green fiscal policy is a strategic measure that aims to reduce the negative impact of economic activity on 

the environment while promoting sustainable economic growth (Susanti et al., 2023). With increasing global 

awareness of climate change and environmental degradation, countries around the world, especially 

developing countries, have begun to implement green fiscal policies such as carbon taxes, renewable energy 

incentives, and emissions trading schemes (Stern, 2007). The implementation of these policies is important 

because it can help create a balance between economic growth and environmental preservation, and improve 

economic competitiveness in the era of transition to a green economy (Catalano & Forni, 2021). 

Emerging market countries play an important role in the green economy transition as they are at the 

intersection of rapid industrialization and the need for environmental sustainability. With rapid economic 

growth, these countries face huge challenges in reducing carbon emissions and managing natural resources 

sustainably (Parry et al., 2014). Many of them have started implementing green fiscal policies, such as tax 

incentives for renewable energy, carbon taxes, and investments in green technologies. In addition, they have 

also received support from international organizations in the form of technical assistance and funding for 

green projects (Mellisa, 2021). However, key challenges in this transition include policy imbalances, limited 

green infrastructure, and dependence on the fossil-based energy sector. With the right policies and continued 

investment, emerging markets can become key players in leading to a greener and more inclusive global 

economy. 

This study aims to analyze the effectiveness of green fiscal policies in supporting sustainable economic 

growth in developing countries. The main focus of this research is to assess how fiscal instruments such as 

carbon taxes, renewable energy subsidies, and emissions trading schemes can affect the dynamics of economic 

growth as well as climate change mitigation. In addition, this research will also explore the challenges of green 
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fiscal policy implementation and the extent of its success in creating a balance between economic growth and 

environmental sustainability. 

 

2. LITERATURE REVIEW 

2.1. Green Fiscal Policy Concept 

Green fiscal policy refers to the use of fiscal instruments, such as taxes, subsidies, and financial incentives, 

designed to support the transition to a greener economy. The main objectives of these policies are to reduce 

carbon emissions, improve energy efficiency, and encourage investment in sustainable technologies (Dabla-

Norris et al., 2021). The scope of the green fiscal policy covers various aspects, including the implementation 

of a carbon tax to internalize the negative impacts of pollution, subsidies for renewable energy to accelerate 

its adoption, and financial incentives for companies that implement sustainable business practices. It also 

involves structural reforms in the state budget, allocating more funds to projects that support environmental 

protection and climate change mitigation. By implementing green fiscal policy, the government not only 

contributes to the achievement of sustainable development targets, but also creates new economic 

opportunities in the rapidly growing green sector. 

Key instruments in green fiscal policy include carbon taxes, renewable energy subsidies, and emissions 

trading schemes. Carbon taxes are implemented to reduce greenhouse gas emissions by imposing costs on 

carbon-emitting activities, thereby encouraging companies and individuals to switch to cleaner energy sources 

(Catalano & Forni, 2021). Renewable energy subsidies are provided to accelerate the transition from fossil fuels 

to green energy, such as solar, wind and biomass, by providing financial incentives to green energy producers 

and consumers. Emissions trading schemes allow companies to buy or sell carbon emission rights based on 

set limits, creating a market that regulates pollution more efficiently. By effectively implementing these three 

instruments, governments can balance economic growth with a commitment to environmental sustainability. 

2.2. Sustainable Economics Growth 

Sustainable economic growth is measured through various indicators that reflect a balance between 

economic progress, environmental protection, and social welfare. One of the key indicators is Gross Domestic 

Product (GDP) which reflects a country's economic output, but needs to be complemented by other metrics 

such as the Human Development Index (HDI) which measures people's health, education and living 

standards. In addition, indicators such as the level of carbon emissions per unit of GDP are used to evaluate 

the environmental impact of economic growth. The Economic Sustainability Index is also an important 

measure that includes social and environmental factors in assessing the long-term resilience of the economy. 

By combining these indicators, governments and policymakers can assess the effectiveness of green fiscal 

policy in achieving inclusive and sustainable economic growth (Khaq & Sasongko, 2022). 

Green fiscal policy has an important role in promoting sustainable economic growth by integrating 

environmental incentives into economic policy (OECD, 2019). By implementing instruments such as carbon 

taxes, renewable energy subsidies, and emissions trading schemes, governments can create a business 

environment that is more conducive to green innovation and investment (UNEP, 2022). Carbon taxes, for 

example, serve not only to reduce greenhouse gas emissions but also as a source of state revenue that can be 

reallocated to support sustainability projects (Parry et al., 2014). Renewable energy subsidies provide 

incentives for companies to switch from fossil fuels to cleaner energy sources, which in the long run can create 

new jobs and improve economic competitiveness (Coady et al., 2019). Emissions trading schemes allow 

companies that successfully reduce emissions to sell the excess to other entities, creating a more efficient 

market for managing pollution. Overall, green fiscal policies help create a more balanced economic ecosystem, 

where growth is driven not only by the exploitation of natural resources but also by innovation and long-term 

sustainability. 

2.3. Related Empirical Studies 

The literature review on green fiscal policy implementation in developing countries covers various 

aspects, including the policies that have been implemented, their effectiveness, as well as the challenges faced 

in implementation in different countries. Many developing countries have implemented instruments such as 

carbon taxes, renewable energy subsidies and emissions trading schemes, but their effectiveness is often 
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affected by institutional capacity, economic conditions and political support. Several studies have shown that 

carbon tax implementation in developing countries faces challenges such as industry resistance, lack of public 

awareness, and limited accurate emissions data. On the other hand, renewable energy subsidies have proven 

successful in encouraging investment in green technologies in some countries, although often constrained by 

limited budget allocations. Emissions trading schemes are also being implemented in some developing 

countries, but their effectiveness depends on adequate regulatory and monitoring capacity. Thus, empirical 

studies show that green fiscal policies in developing countries can have a positive impact on sustainable 

economic growth, but require customization based on country-specific conditions and consistent policy 

support. 

A comparison with developed countries shows that developing countries face greater challenges in 

implementing green fiscal policies compared to developed countries. Developed countries generally have 

stronger fiscal capacity, stricter regulations, and more developed infrastructure to support the implementation 

of carbon taxes, renewable energy subsidies, and emissions trading schemes. For example, the European 

Union has successfully implemented an effective carbon trading mechanism, while some developing countries 

still struggle with weak reporting and compliance systems. In addition, developed countries tend to have 

greater incentives for green innovation and investment in green technologies, while developing countries 

often suffer from limited funds and dependence on fossil fuel-based industries (Coady et al., 2019). Another 

difference lies in public awareness and political support; in developed countries, green fiscal policies have 

more support from the public and private sector, while developing countries often face resistance from 

affected industry groups. Therefore, while the principles of green fiscal policy can be applied universally, 

implementation strategies should be tailored to the economic, political, and social conditions of each country. 

 

3. RESEARCH METHODS 

3.1. Research Design 

This research approach uses quantitative and qualitative methods to obtain a comprehensive picture of 

the impact of green fiscal policy on sustainable economic growth. The quantitative approach is carried out 

through the analysis of macroeconomic data such as Gross Domestic Product (GDP), carbon emission levels, 

green investment, and other economic indicators relevant to green fiscal policy. The data used was obtained 

from official government reports, international organizations, and credible academic databases. Meanwhile, a 

qualitative approach was taken through case studies in several emerging market countries to understand the 

challenges and obstacles in implementing green fiscal policies. An analysis of interviews with stakeholders, 

such as policymakers, industry players, and environmental experts, was also used to further explore the 

effectiveness as well as the social and economic impacts of these policies. With the combination of these two 

approaches, this research is expected to provide greater insight into the relationship between green fiscal 

policy and sustainable economic growth in developing countries. 

The secondary data used in this study is sourced from various reports on fiscal and economic policies of 

developing countries published by international institutions such as the World Bank, the International 

Monetary Fund (IMF), as well as official reports from the ministries of finance and environment in each 

country. This data includes information on carbon tax implementation, budget allocations for renewable 

energy subsidies, and incentive policies for green investments. In addition, reports from non-governmental 

organizations and research institutions are used to provide a broader perspective on the effectiveness of green 

fiscal policies in reducing carbon emissions and promoting sustainable economic growth. Using 

comprehensive secondary data, this study is able to provide an in-depth analysis of green fiscal policy trends 

and the challenges faced by developing countries in their implementation. 

3.2. Data Collection Technique 

The macroeconomic data used in this study includes Gross Domestic Product (GDP), carbon emission 

levels, and green investment, all of which are important indicators in assessing the impact of green fiscal policy 

on sustainable economic growth. GDP is used as the main measure of a country's economic output and how 

green fiscal policies can affect economic growth in the long run. Carbon emissions are analyzed to evaluate 

the effectiveness of policies in reducing the environmental impact of economic activity, particularly in industry 

and the energy sector. Meanwhile, green investment data reflects the extent to which the government and 
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private sector are committed to projects that support sustainability, such as renewable energy, resource 

efficiency, and green technology. This data is obtained from various official sources, including government 

reports, international organizations, and economic and environmental research institutes, to ensure accuracy 

and relevance in the analysis. 

The case studies of several emerging market countries focus on the implementation of green fiscal policies 

and their impact on economic growth and environmental sustainability. Countries such as Brazil, India and 

Indonesia were chosen because they face unique challenges in balancing economic growth with environmental 

protection. Brazil, for example, has implemented carbon taxes and renewable energy subsidies to reduce 

dependence on fossil fuels, while India uses tax incentive schemes for companies that adopt green 

technologies. Indonesia has embarked on green fiscal reforms by phasing out fossil fuel subsidies and 

increasing investment in renewable energy. This study will evaluate the effectiveness of these policies, identify 

barriers to implementation such as regulatory constraints and industry resistance, and highlight best practices 

that other countries can adapt to achieve more sustainable economic growth. 

3.3. Data Analysis Technique 

Econometric models are used in this study to measure the impact of green fiscal policies on economic 

growth with a more quantitative and data-driven approach. One of the methods used is a multiple linear 

regression model that links green fiscal policy variables, such as carbon taxes and renewable energy subsidies, 

with economic growth indicators such as Gross Domestic Product (GDP), green investment, and carbon 

emission levels. In addition, the panel data method is also applied to analyze the effects of these policies in 

various emerging market countries over a period of time. With this approach, the research can identify the 

cause-and-effect relationship between green fiscal policy and economic growth, as well as assess the 

effectiveness of the policy based on empirical results. The econometric model also allows for policy 

simulations to evaluate the potential impact of various green fiscal policy scenarios on economic stability and 

environmental sustainability in developing countries. 

The qualitative analysis of green fiscal policy implementation challenges focuses on the barriers faced by 

developing countries in adopting these policies. Some of the key challenges include resistance from fossil fuel-

dependent industries, limited institutional capacity to support policy implementation, and a lack of public 

awareness of the benefits of green fiscal policies. In addition, gaps in regulations and lack of coordination 

between agencies often hamper the effective implementation of these policies. In many cases, the lack of 

incentives and financial support for companies to switch to green technologies is a factor that slows down the 

transition. Using in-depth interviews with policymakers, industry players, and environmental organizations, 

this research explores the various factors that contribute to the challenges of green fiscal policy 

implementation. Through this approach, it is hoped that a more comprehensive understanding of the 

structural, economic and social barriers that need to be overcome in order for green fiscal policy to be 

implemented more effectively can be gained. 

 

4. RESULTS AND DISCUSSION 

4.1. Results 

4.1.1. Effectiveness of Carbon Tax and Green Energy subsidies 

The impact of green fiscal policies on Gross Domestic Product (GDP) growth can be measured through 

various economic indicators that reflect their effectiveness in promoting sustainable economic activity. The 

implementation of carbon taxes, renewable energy subsidies, and fiscal incentives for green industries has 

shown mixed results in various emerging market countries. Data shows that countries that implement well-

structured carbon taxes experience increased investment in renewable energy and green sectors, which in turn 

contributes to long-term economic growth. For example, in Indonesia, the implementation of green energy 

policies has increased green investment by 15% in the last five years, while in Brazil, the removal of fossil fuel 

subsidies reduced the fiscal deficit by 10% while maintaining positive GDP growth. The following table 

summarizes the impact of green fiscal policies on GDP in several emerging market countries. 
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Table 1. Impact of green fiscal policy on GDP in some emerging market countries 

Country Green Fiscal Policy GDP Growth (%) Green Investment (%) Emission Reduction (%) 

Indonesia Renewable Energy Subsidies 5.2 15 8 

Brazil Fuel subsidy removal 4.8 12 10 

India Carbon Tax 6.1 18 12 

South Africa Emissions trading scheme 3.9 10 9 

 

Given this data, it can be concluded that green fiscal policy has the potential to drive sustainable 

economic growth, although its success depends on policy design, compliance levels, and adequate 

infrastructure support. 

The industrial sector's response to green fiscal policy varies greatly depending on each industry's 

readiness to adapt to new regulations. The energy and manufacturing sectors, which are the largest 

contributors to carbon emissions, often face challenges in reducing dependence on fossil fuels. Many 

companies are starting to invest in green technologies and improve energy efficiency to adapt to carbon tax 

policies and green energy incentives. Energy consumption is also changing, with renewable energy use 

increasing as a result of subsidies and stricter regulations on carbon emissions. The following data shows the 

changes in energy consumption in several industrial sectors in emerging market countries after the 

implementation of green fiscal policies: 

 

Table 2. Changes in energy consumption in several industrial sectors 

Industry Sector 
Fossil Energy Usage Before 

(%) 

Fossil Energy Usage After 

(%) 

Renewable Energy Usage 

(%) 

Manufacturing 70 55 45 

Transportation 80 65 35 

Mining 85 70 30 

Technology & Services 40 25 75 

 

This data shows that green fiscal policies contribute to shifting industrial energy consumption patterns 

from fossil fuels towards cleaner energy. With the right incentives and technological innovation, the industrial 

sector can adapt faster and accelerate the transition to a green economy. 

4.1.2. Green Investment and Technology Innovation 

Fiscal policy plays a crucial role in promoting sustainable investment by creating incentives for the 

private and public sectors to shift to a green economy. Governments can direct investments to green projects 

through various mechanisms such as tax incentives for green industries, renewable energy subsidies, and 

public funding for research and development of low-carbon technologies. In addition, fiscal policy can be used 

to reduce dependence on fossil fuels by implementing carbon taxes and emission tariffs, which encourage 

industries to improve energy efficiency and adopt clean technologies. The following data shows how fiscal 

policy has driven increased green investment in several developing countries. 

 

Table 3. Fiscal policy has encouraged increased green investment 

Country Green Fiscal Policy Increased Green Investment (%) 

Indonesia Renewable Energy Subsidies 20 

Brazil Fuel subsidy removal 18 

India Carbon Tax 25 

South Africa Emissions trading scheme 15 

 

With the right policies in place, developing countries can attract more investment into green sectors and 

improve their economic competitiveness in the long run. Successful implementation of these policies relies 

heavily on effective coordination between governments, the private sector and international financial 

institutions to create a stable investment environment that supports sustainability. 
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Case studies in several developing countries show that the implementation of green fiscal policies can 

have a significant positive impact on sustainable economic growth. For example, in India, the implementation 

of a carbon tax and tax incentives for green industries has led to a 25% increase in investment in renewable 

energy over the past decade. Brazil managed to reduce its fiscal deficit by 10% through the removal of fossil 

fuel subsidies, while increasing the share of renewable energy in its energy mix to 18%. Meanwhile, Indonesia 

has managed to attract more than 20% additional green investment through its renewable energy subsidy 

policy and tax incentive scheme for sustainable industries. The following table summarizes the impact of green 

fiscal policy implementation in several developing countries. 

 

Table 4. Impact of green fiscal policy implementation 

Country Green fiscal policy Economic and environmental impacts 

India Carbon tax and green tax incentives Renewable energy investment rises 25% 

Brazil Fuel subsidy removal Fiscal deficit reduced by 10%, renewable energy share increases 

by 18% 

Indonesia Renewable energy subsidies Green investment to increase by 20% 

 

From this case study, it can be concluded that green fiscal policy can be an effective tool in promoting 

sustainable economic growth if implemented with the right strategy and supported by strong regulations and 

cross-sectoral cooperation. 

4.1.3. Challenges and Barriers for Implementation 

Carbon tax reform faces complex challenges, especially in developing countries that still rely on fossil 

fuels as their main source of energy and revenue. One of the main difficulties is resistance from the industrial 

sector, which fears the increased production costs of implementing a carbon tax, which could reduce their 

competitiveness in the global market. In addition, the lack of supporting infrastructure such as an accurate 

and transparent emissions monitoring system often hinders the effective implementation of this policy. 

Another complicating factor is regulatory imbalance, with some countries having policies that overlap or are 

poorly aligned with national energy policies. The following data shows the main challenges faced in carbon 

tax reform in several countries: 

 

Table 5. Key challenges faced in carbon tax reform 

Country Key challenges Impact on carbon tax implementation 

Indonesia Fossil industry resistance Reduction in green energy investment 

Brazil Lack of monitoring infrastructure Difficulties in measuring carbon emissions 

India Regulatory imbalance Inconsistent policy implementation 

South Africa Limited financial support Slow transition to renewable energy 

 

Given these challenges, carbon tax reform requires a comprehensive strategy, including incentives for 

industries to switch to green technologies, investment in emissions monitoring infrastructure, and 

harmonization of energy and fiscal policies to make carbon tax implementation more effective and sustainable. 

4.2. Discussion 

The findings of this study highlight the significant role of green fiscal policies in promoting sustainable 

economic growth in emerging markets. By analyzing the impact of carbon taxation, renewable energy 

subsidies, and emissions trading schemes, this research demonstrates that well-structured fiscal policies can 

drive investment in green technologies, reduce carbon emissions, and enhance economic stability. However, 

the effectiveness of these policies depends on regulatory coherence, infrastructure readiness, and industry 

adaptation. Addressing existing regulatory and infrastructural gaps will be crucial in ensuring a smooth 

transition to a more sustainable economic model. Future research should explore long-term policy impacts, 

sector-specific adaptations, and the role of international cooperation in strengthening green fiscal strategies 

across different economic contexts. 
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5. CONCLUSIONS 

The results of this study confirm that green fiscal policies have a significant impact on sustainable 

economic growth in developing countries. The implementation of instruments such as carbon taxes, renewable 

energy subsidies, and emissions trading schemes have been proven to increase green investment, reduce 

dependence on fossil fuels, and lower carbon emission levels. Empirical studies show that countries that 

successfully implement green fiscal policies have increased investment in clean energy and green technology 

innovation. However, the effectiveness of these policies is highly dependent on regulatory stability, 

infrastructure readiness, and commitment from the industrial sector. In addition, the success of green fiscal 

policy is also determined by support from the government, private sector, and international financial 

institutions in creating a more sustainable economic environment. 

Emerging market countries need to implement green fiscal policies that are tailored to their respective 

economic and social conditions to ensure the sustainability of economic growth. One of the main steps is to 

improve transparency and consistency of regulations related to carbon taxes and emission trading schemes to 

create certainty for investment in the green sector. In addition, the government should strengthen incentives 

for industries that switch to green technologies through renewable energy subsidies and tax breaks. Improving 

infrastructure capacity is also an important factor in supporting the implementation of green fiscal policy, 

especially in the development of a power grid capable of supporting renewable energy sources. In addition, 

cooperation between the public and private sectors needs to be strengthened to encourage green investment 

and sustainable technological innovation. To ensure the effectiveness of this policy, the government should 

also implement a regular monitoring and evaluation mechanism to adapt the strategy to evolving economic 

dynamics and environmental challenges. 

Further research in green fiscal policy development should focus on long-term evaluation of the 

effectiveness of various fiscal instruments, such as carbon tax and renewable energy incentives, in creating 

sustainable economic growth. In addition, a more in-depth analysis of the social impact of these policies, 

including their impact on vulnerable economic groups and social inequality, should also be conducted. 

Comparative studies between countries can provide insights into best practices that have been implemented 

in various countries, so that they can serve as a reference for developing countries in adapting policies that are 

appropriate to their economic context. On the other hand, further research also needs to explore the role of 

technology and digitalization in improving the effectiveness of green fiscal policies, especially in the aspects 

of policy monitoring and transparency. With a multidisciplinary approach, future research can make a more 

comprehensive contribution in developing effective and sustainable green fiscal policies. 
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