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Abstract 

This study explores the application and effectiveness of economic instruments in 

promoting environmental sustainability within the framework of the Sustainable 

Development Goals (SDGs). Using qualitative content analysis and comparative case 

study methodology, the paper examines instruments such as environmental taxes, tradable 

permits, subsidies, and payments for ecosystem services. It evaluates their role in 

achieving sustainability targets, identifies implementation challenges, and proposes 

strategic recommendations. Findings reveal that while economic instruments hold 

significant promise, their impact varies based on context, policy integration, and 

institutional capacity. A hybrid approach combining economic and regulatory tools is 

essential to drive sustainable outcomes. 

Keywords: Environmental Sustainability, Economic Instruments, SDGs, Environmental 

Taxation, Carbon Pricing, Sustainable Development. 

________________________________________________________________________ 

 Introduction 

The integration of environmental sustainability into global policy gained momentum with 

the adoption of the United Nations Sustainable Development Goals (SDGs) in 2015 

(United Nations, 2015). Goals such as SDG 6 (Clean Water), SDG 7 (Clean Energy), SDG 

12 (Sustainable Consumption), and SDG 13 (Climate Action) emphasize the urgent need 

for innovative policy instruments. Economic tools offer flexible, cost-effective methods to 

internalize environmental costs and shift behavior toward sustainable practices (OECD, 

2021). This paper investigates how economic instruments contribute to environmental 
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sustainability under the SDG framework and evaluates their design, implementation, and 

effectiveness. 

 Literature Review 

The use of economic instruments in environmental policy has been widely discussed 

in academic and policy literature. These instruments such as taxes, subsidies, tradable 

permits, and payments for ecosystem services are designed to internalize environmental 

costs and promote sustainable practices by influencing market behavior. 

  Theoretical Foundations: Pigou (1920) introduced the concept of corrective 

taxes to address externalities, laying the foundation for environmental taxation. Coase 

(1960) later emphasized the importance of clearly defined property rights and transaction 

costs in managing environmental resources. These economic theories have guided the 

development of market-based environmental policies. 

 Global Policy Trends: The Organisation for Economic Co-operation and 

Development (OECD) and the United Nations Environment Programme (UNEP) advocate 

for economic instruments as key tools in achieving environmental goals. The OECD 

(2017) highlights that well-designed environmental taxes can reduce emissions without 

harming economic growth. UNEP (2019) stresses the role of subsidies and green 

investments in shifting towards low-carbon economies. 

 Empirical Evidence: Studies from various countries show mixed but generally 

positive results. For instance, Sweden’s carbon tax led to significant reductions in CO₂ 

emissions while maintaining economic growth (Andersson, 2019). Germany's feed-in 

tariffs accelerated renewable energy deployment (Lehr et al., 2008). Similarly, Costa 

Rica's PES program has become a global model for conservation finance (Pagiola, 2008). 

 Alignment with SDGs: Recent literature increasingly links economic instruments 

to the Sustainable Development Goals. For example, SDG 13 (Climate Action) is directly 

impacted by carbon pricing and emissions trading systems. SDG 7 (Affordable and Clean 

Energy) is influenced by energy subsidies, while SDG 15 (Life on Land) relates to 

payments for ecosystem services. Studies by the World Bank (2021) and UNDP (2020) 

emphasize the role of these instruments in supporting integrated environmental and 

development objectives. 

 Gaps and Challenges: Despite their potential, the literature identifies several 

challenges. Poorly designed instruments may lead to regressive impacts, lack of public 

acceptance, or limited environmental benefits. There is also a need for better data, 
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institutional capacity, and stakeholder engagement to ensure effectiveness and equity in 

implementation (OECD, 2021; UNDP, 2020). 

 Objectives of the Study 

 To identify major economic instruments used for environmental sustainability. 

 To examine their relevance and application to SDG targets. 

 To assess their effectiveness through case studies. 

 To point out the challenges in using these tools and suggest helpful policy ideas. 

 Methodology 

Research Design 

This study uses a qualitative research design, focusing on document analysis and 

comparative case studies, to gain a comprehensive understanding of the role and 

effectiveness of economic instruments in promoting environmental sustainability within 

the SDG framework. 

Data Collection 

Data for this research were collected from both primary and secondary sources: This 

research utilized primary and secondary sources to gather data on the application of 

economic instruments. Primary data included government reports, policy documents, and 

publications from international organizations like the United Nations, OECD, and World 

Bank. Secondary data included peer-reviewed academic articles, working papers, and 

institutional reports to provide a broader view of economic instrument usage across 

different regions and sectors. 

Case Study Selection 

To explore the effectiveness and challenges of economic instruments in diverse 

contexts, this study selected five key case studies: 

1. Canada: Evaluation of carbon pricing policies and their impact on reducing 

greenhouse gas emissions. 

2. Germany: Analysis of renewable energy subsidies and the success of the feed-in 

tariff system in promoting clean energy. 

3. European Union: Review of the EU Emissions Trading System (EU ETS) to assess 

the implementation and effectiveness of tradable permits for carbon emissions. 

4. Japan: Examination of waste management systems, specifically the Pay-As-You-

Throw (PAYT) scheme, and its effects on recycling behavior. 

5. Costa Rica: Study of the Payments for Ecosystem Services (PES) program and its 

role in conserving biodiversity. 
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These cases were selected based on their relevance to different SDG targets, their 

pioneering use of economic instruments, and their diverse geographic and economic 

contexts. 

Table 1: Overview of Case Studies on Economic Instruments for Environmental 

Sustainability 

Country Economic Instrument Target SDGs Key Focus Area 

Canada 

Carbon Pricing (Fuel 
Charge + Output-

Based Pricing System) 

SDG 13 (Climate Action), 

SDG 7 (Clean Energy) 

Reduction of greenhouse gas 
emissions through carbon tax 

mechanisms 

Germany 

Renewable Energy 

Subsidies (Feed-in 

Tariff System) 

SDG 7 (Affordable and 

Clean Energy), SDG 12 
(Sustainable 

Consumption) 

Promotion of renewable 

energy adoption and 

sustainable energy systems 

Japan 

Pay-As-You-Throw 

(PAYT) Waste 
Management System 

SDG 12 (Responsible 

Consumption), SDG 11 
(Sustainable Cities) 

Waste reduction and 

recycling through user-fee 
systems 

Sweden Carbon Tax 

SDG 13 (Climate Action), 

SDG 9 (Industry, 
Innovation) 

Long-term emission reduction 

and green innovation 
incentives 

Costa 

Rica 

Payments for 

Ecosystem Services 

(PES) 

SDG 15 (Life on Land), 
SDG 13 (Climate Action) 

Forest conservation and 

biodiversity protection 

through incentive payments 

 

Table 2: Analytical Framework for Case Study Evaluation 

Country Instrument Analyzed Analytical Criteria 

Canada Carbon Pricing System 

- Policy design and coverage  

- Emission reduction outcomes  

- Public acceptance  

- Economic impact 

Germany Renewable Energy Subsidies 

- Effect on renewable energy generation 

- Cost-efficiency  

- Contribution to SDG targets  

- Regulatory support 

Japan PAYT Waste Management 

- Behavioral change in waste disposal  

- Recycling rates  

- Local government role  

- Environmental and economic impact 

Sweden Carbon Tax 

- Historical emission trends  

- Tax structure and rate  

- Innovation incentives  

- Equity and fairness 
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Costa 

Rica 

Payments for Ecosystem 

Services (PES) 

- Environmental outcomes (e.g., reforestation, 

biodiversity)  

- Community participation  

- Cost-effectiveness  

- Institutional mechanisms 

 

 Results and Discussion 

 

i.Environmental Taxes and Carbon Pricing 

 Case: Sweden and Canada 

Sweden’s carbon tax led to a 27% 

reduction in emissions since the 1990s. 

Canada’s federal carbon pricing system, though 

debated, has maintained GDP growth while 

cutting emissions. 

ii. Tradable Permits 

 Case: European Union 

The EU Emissions Trading System has successfully capped industrial emissions 

across member states, but initial overall location of permits limited its early impact. 

iii. Subsidies and Green Incentives 

 Case: Germany 

Germany’s renewable energy subsidies under the feed-in tariff model increased 

the share of renewables from 6% (2000) to over 40% (2022), contributing to SDG 7 and 

SDG 13. 

iv. Payments for Ecosystem Services (PES) 

 Case: Costa Rica 

The PES program rewarded forest conservation efforts and improved biodiversity 

protection, aligning with SDG 15. 

v. Waste Management Instruments 

 Case: Japan 

Japan's Pay-As-You-Throw (PAYT) schemes led to behavioral change and 

increased recycling, contributing to SDG 12. 

 

 Challenges Identified 



MSNIM Management Review Vol. 3(2) Bi- Annual Journal July -December 2025 

 

16 | P a g e  
 

 Political Resistance: Taxation measures are often unpopular. 

 Social Inequities: Regressive impacts on lower-income groups. 

 Enforcement Gaps: Weak institutional frameworks hinder monitoring. 

 Fragmented Policies: Lack of coherence across sectors undermines effectiveness. 

 Policy Recommendations 

 Adopt hybrid models combining economic and regulatory instruments. 

 Ensure equity by redistributing revenues from taxes or permits to support 

vulnerable communities. 

 Strengthen institutional capacity for implementation and monitoring. 

 Foster cross-sector integration to align environment and economic policies. 

 Encourage public awareness and stakeholder engagement to enhance 

acceptance. 

 Conclusion 

In Conclusion, Economic instruments play a vital role in advancing environmental 

sustainability in alignment with the Sustainable Development Goals (SDGs). This study 

highlights that tools such as carbon pricing, subsidies, tradable permits, and payments for 

ecosystem services have demonstrated tangible environmental benefits when appropriately 

designed and implemented. Case studies from Canada, Germany, Sweden, Japan, and 

Costa Rica show that these instruments can effectively reduce emissions, promote clean 

energy, conserve biodiversity, and encourage sustainable consumption behaviors. 

However, their success heavily depends on country-specific factors such as political 

commitment, institutional strength, and socio-economic conditions. Poorly designed 

instruments may result in social inequities or weak enforcement. Therefore, policy design 

must ensure fairness, public acceptance, and coherence with broader development goals. 

Overall, economic instruments, when backed by strong institutional frameworks, 

stakeholder engagement, and continuous monitoring, offer flexible, scalable, and cost-

effective means to achieve environmental targets under the SDG framework. For 

maximum impact, they should be part of a comprehensive and integrated policy approach 

that balances environmental, economic, and social priorities. 
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