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TAXATION IN THE FIELD OF GREEN FINANCE AS AN INSTRUMENT
FOR ENVIRONMENTAL PROTECTION

The article refers to the issue of the possibility of using taxation as an instrument for achieving
sustainable development goals, namely — in the field of environmental protection. The author of this
article proposes her view on tax levers as not only an instrument for stimulating economic growth but also
an instrument for changing polluters” behavior. It is also noted, that for now already several EU countries
use tax policy and taxation instruments to achieve the goals of sustainability and environmental policy.
The author proposes the following promising areas for using tax levers for the purposes of environmental
protection in Ukraine: establishment of a special (preferential) tax regime for green bonds, reforming
“green’ taxes (environmental and carbon taxes), and developing the ETS (emissions trading system). All
the identified areas are analyzed from the taxation point of view, in particular — in the context of the barriers
and perspectives for further development. As stipulated in the article, the development of the green bonds
market in Ukraine needs incentivizing since one of the significant barriers to its proper development lies
precisely in the field of taxation. Therefore, given the need to stimulate the use of this financial instrument,
it would be promising to use such a stimulating lever of tax policy as an exemption from personal income
tax on income in the form of interest accrued on green bonds. Regarding the issue of “green” taxes in
Ukraine —the author of the article highlights that such taxes do not fulfill their compensatory and stimulating
functions, whilst the amount of income from environmental taxation remains insignificant and insufficient
to finance the necessary environmental protection measures. Therefore, the author proposes to reform
the environmental taxation in Ukraine by improving mechanisms for spending funds from such taxes
payments and financing environmental protection measures. Moreover, attention in the article is paid to
the need for the establishment of separate green funds, as well as the development of the emission trading
system in Ukraine.
Key words: green finance, taxation, environmental protection, tax levers, sustainable development,
environmental taxation, green bonds, green funds, emission trading system.

It is commonly known that all social relations and legal relations is an undoubtedly dynamic
phenomenon, which is constantly developing in the context of many factors, such as transformative
changes in the countries’ economic systems, the political situation, and the influence of European
rule-making. One more such transformative factor is also the environmental situation, being a start-
ing point for subsequent changes in state policies, the structure of separate economic sectors, and,
as a result, the regulatory field. Talking about Ukraine in particular, it must be noted that by signing
the Association Agreement with the EU, Ukraine confirmed the intention to join efforts to develop
and strengthen cooperation in various areas, including energy and environmental protection, includ-
ing investments in environmentally friendly goods, services, and technologies [1].

Of course, substantial amounts of money sources should be mobilized to achieve nationally deter-
mined contributions to climate mitigation through the gradual reduction of greenhouse gas emissions
and an increase in the share of renewable energy sources. All the reforming that has some effect on
the economic structure, its sectors’ conjuncture, and manufacturing development, simply cannot go
on without reformatting some budget and tax relations. Thus, it is fair to note, that development
needs finance, and sustainable development as a strategic goal, as well as transition to it, demands
a lot of financial sources for investments, which shall provide environmental benefits during the pro-
cess of solving the systematic environmental crisis [2, p. 31]. Moreover, the Paris Agreement in
Article 2 stipulates, that the regulation of the movement of financial resources within the financial
system of a country needs to be built in such a way as to ensure not only the performance of the eco-
nomic and social functions of the state but also the protection of the environment and the mitigation
of climatically negative consequences of economic activity by ensuring the consistency of financial
flows with the direction of low-carbon and resistant to climate change development [3]. Therefore,
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according to this thesis, the relevant financial flows shall be directed at investing in projects and pro-
grams aimed at reducing GHG emissions, lending of such projects and programs, and implement-
ing instruments such as green bonds and green funds. And here we are talking precisely about such
category as green finance, which we propose to consider as financing in the form of investment and/
or lending of technologies, practices, projects, and other objects, the purpose of which is to ensure
the priorities of sustainable development in the context of environmental protection [4, p. 116].

Talking about taxation, tax policy, and their influence on the development processes, it must be
noted, that they are and will always remain to be an instrument for reaching a balance between
the implementation of fiscal consolidation tasks and the creation of conditions for economic progress.
But now we also talk about taxation and tax policy as instruments for implementation of the sustain-
able development goals. To ensure the requirements of environmental security it is rational and neces-
sary to use the tools of tax policy. As we know, state regulation can be ensured both by administrative
(power-coercive) methods and economic methods, among which the levers of tax policy, such as tax
benefits, tax credits for certain types of business activities, "tax holidays" and reductions in tax rates,
play a crucial role. Thus, in our opinion, taxation shall be used by the public authorities as an instru-
ment of green finance. Since the last one, as we identified earlier, is basically a targeted flow of funds,
taxation can be used as a tool for targeting such flows of funds to achieve sustainable development
goals in the context of environmental protection.

For now, several EU Member States use tax policy to achieve environmental policy and sustain-
ability goals. Examples can be taxes designed to alter behavior such as carbon taxes or a plastic bag
tax, or tax incentives for companies to behave in an environmentally responsible manner, a common
example across the EU is enhanced depreciation allowances for companies that invest in energy-
efficient equipment [5, p. 4]. As for Ukraine, we identify the following promising areas for using
tax levers for environmental purposes: establishment of a special (preferential) tax regime for green
bonds, reforming “green” taxes (environmental and carbon taxes), and developing the ETS (emis-
sions trading system).

According to the provisions of the Law of Ukraine “On Capital Markets and Organized Commod-
ity Markets” (Article 5), green bonds are bonds, the prospectus (decision on the issue, and for state
bonds of Ukraine — placement conditions) of which provide for the use of the funds raised exclusively
for financing an environmental project or a separate stage of it [6]. The basis for the allocation of this
type of bonds is the classification of bonds according to the criterion of the purpose of using the funds
involved. Accordingly, the purpose of using the funds raised from the issue of green bonds is exclu-
sively to finance “green” projects. The emission of green bonds can be carried out by a person who
implements or finances an environmental project. As for the entities defined by the Law as potential
implementers of environmental projects, their closed list consists of the following capital market par-
ticipants: legal entities under private law, the state of Ukraine in the form of authorized bodies, as well
as the Council of Ministers of the ARC or a representative body of local self-government. According
to Art. 3 of the Law, environmental projects can be financed by three groups of subjects — interna-
tional financial organizations, private legal entities, and specialized financial institutions established
by the Cabinet of Ministers of Ukraine or another specially authorized body [6].

As for the taxation of green bonds in Ukraine, according to the provisions of the Tax Code
of Ukraine, transactions with securities, other than state securities, are taxed. As it is stipulated in
paragraph 164.2.9 clause 164.2 of Art. 164 of the Tax Code of Ukraine the taxable income of the indi-
vidual income of taxpayers includes investment income obtained as a result of transactions with secu-
rities. The earnings from transactions with securities mean the number of funds or the value of prop-
erty received (accrued) by the taxpayer from the sale, exchange, redemption by the issuer, repayment,
or other methods of alienation of securities, as well as the value of any tangible or intangible assets
that transferred to the taxpayer in connection with such transactions [7].

Here it must be mentioned, that the development of the green bonds market in Ukraine needs
incentivizing since one of the significant barriers to its proper development lies precisely in the field
of taxation. Therefore, given the need to stimulate the use of this new financial instrument, it would
be promising to use such a stimulating lever of tax policy as an exemption from personal income tax
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on income in the form of interest accrued on green bonds. By analogy, an example of domestic state
loan bonds can be given: the total monthly (annual) taxable income of a taxpayer does not include
income received in the form of interest accrued on domestic state loan bonds issued by the Ministry
of Finance of Ukraine, and investment profit from operations with these securities, i.e. not subject to
personal income tax [7].

As for environmental and carbon taxes (the last one is a component of environmental tax), in
general, they were supposed to become a tool for influencing the activities of business entities to pre-
serve the environment, minimize harmful effects, and encourage business entities to reduce environ-
mental pollution. But it is not quite so: today, the environmental tax does not fulfill its compensatory
and stimulating functions, and the business community perceives the increase in taxes as an addi-
tional fiscal burden. At the same time, the amount of income from environmental taxation remains
insignificant and insufficient to finance the necessary environmental protection measures. Moreover,
the constant change in the proportions of the allocation of funds from the payment of the environmen-
tal tax and carbon tax between state and local budgets and between special and general budget funds
makes it impossible to form a consistent policy for environmental protection activities.

Thus, it would be rational to reform the environmental taxation in Ukraine by improving mecha-
nisms for spending funds from environmental tax payments and financing environmental protec-
tion measures. The main idea here would be to partially change the flow of funds accumulated in
the form of environmental tax (including carbon tax) payments to the direction of the special fund
of the budget.

In addition, it is believed that it would also be rational to establish a few green funds in Ukraine
as separate from the budget system legal entities, which would accumulate money from environ-
mental and carbon tax payments or other payments for pollution [8], and then relocate such funds
to the Ukrainian private entities that want to spend some money on environmental modernization
of their own assets. Therefore, this way it would be possible to fix the problem with the “diluting”
of funds in the general state budget fund, as well as stimulate the transition to renewable energy
sources. In addition, the establishment of such green funds complies with the best practice worldwide.

And last but not least the promising area is the development of ETS in Ukraine. It must be noted,
that in the EU the European Emissions Trading System (EU ETS) is based on EU Directive 2003/87/
EC and has been operating on the cap-and-trade principle since 2005 [9]. Such a system covers
the energy, production, and processing of ferrous metals, the extractive industry, and the pulp and paper
industry. The concept of the ETS is quite simple but has proven to be efficient and justified: the ones
who pollute the environment and harmfully affect climate change, pay. And those, who make a differ-
ence by preserving the environment and making it cleaner, get a reward in the form of compensation.

In Ukraine, since 2021, the Law of Ukraine "On the Principles of Monitoring, Reporting,
and Verification of Greenhouse Gas Emissions" has entered into force, which defines the legal
and organizational principles of monitoring, reporting, and verification of greenhouse gas emissions
and is aimed at fulfilling Ukraine's obligations under international treaties, consent to obligations
the validity of which is granted by the Verkhovna Rada of Ukraine [ 10]. Nevertheless, for now, the mon-
itoring of emissions “on the pipe” introduced by the Ministry for environmental protection and natural
resources of Ukraine [11] does not fully comply with Ukrainian obligations in regard to the European
integration process. This monitoring will be started only 5 years after canceling martial law, and only
new sources of air emissions will be monitored. Therefore, such a solution did not please the eco-com-
munity in Ukraine, which is still waiting for a real breakthrough in the relevant matter.

Therefore, we would say in conclusion that, keeping in mind the need to maintain the balance
between economic growth and preserving the environment, special attention should be paid to imple-
menting green finance instruments in Ukraine, especially — tax levers. Taxation can perform a double
function in the context of environmental protection: as a “punishment” (implementation of the prin-
ciple “polluter pays”) and as an incentive (e.g., establishing preferential tax regimes for specific
operations). In our opinion, the most promising areas for using taxation as an instrument of green
finance are the following: favorable taxation of green bonds, reforming environmental and carbon
tax, developing special green funds, as well as developing the emissions trading system in Ukraine.
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Ayoko A. S. Onooamkysannsa y cgpepi 3enenHux Qinancie AK IHCMPYMEHmM 3aXUCHLY

HABKONUUIHBO20 cepedosuula

Y ecmammi posensdaemocs numanHa Moxicau8ocmi BUKOPUCMAHHA ONOOAMKYBAHHSL K THCPYMEHMY
00CseHeHHsL yilell Cmano2o po3euUmKYy, a came —y cgepi 0OXOpPOHU HABKOTUUIHBORO cepedosuiya. Aemopka
yiei cmammi NPOnoHye Cc8ill No2i0 HA NOOAMKO8I adxceli SIK IHCMPYMeHm He Juuie CMUMYII08AHHS
eKOHOMIYH020 3DOCMAHHSA, A U IHCIMpPYMeHm 3MiHU NogediHKu 3abpyoniosauie. Taxooic 3a3Hauacmucs,
Wo Hapasi edice Kinbka Kpain-unenie €gponeticbkoco Cor3y UKOPUCOBYIOMb NOOAMKO8Y HOMIMUKY
ma iHCMpyMeHmu onooamKy8auHs 01 00CASHeHHSA Yilel CMano20 po36UMK) ma eKoLo2iYHOi NOTIMUKU.
Asmopom 3anponoHo8aHo HACMynHi NepCneKMuGHi HanpsIMu SUKOPUCTIAHHA NOOAMKOBUX 8adicenis 0.5
yinei 0XOpOHU HABKOTUUHBO2O CepedosULyd 8 YKpaii: 6cmaHosenHsa cneyiaibHo20 (Nibe08020) pexrcumy
ON00AMKY8aHHs 3eleHUx obnicayitl, pepopmyeants «3eleHux» noOamKis (eKoio2iuHo20 ma 8y2ieyeo2o)
ma po3eumoK cucmemu mopeieni euxudamu. Yci eusHaueni cgepu npoamanizogaHo 3 MoYKU 30py
ON00AMKY8aHHS, 30KpeMa — Y KOHmMeKcmi 6ap 'epie ma nepcnekmug nooanbuio2o po3sumxy. Ax 3aznaveno
y cmammi, po36UmoK pUHKY 3elleHux oonicayiti 8 Ykpaini nompedye cmumynto8anHs, 0CKiibKU 0OHUM i3
cymmesux 6ap’€pie 0 1l020 HANEHCHO20 PO3BUMKY € came chepa onodamkyeanus. Tomy, epaxosyiouu
HeoOXIOHICMb CIUMYTIO8AHHS BUKOPUCTIAHHA Yb020 (DIHAHCOB020 THCMPYMENNTY, NepCneKMuUeHUM 0yode
BUKOPUCHAHHS MAKO20 CIMUMYTIIOIY020 8AdiCelI NOOAMKOB0T NONIMUKU, SIK 3611bHEHH S 810 ONOOAMKYBAHHS
HDO 0ox00is y euensioi npoyenmis, Hapaxoeanux 3a 3eieHumu oonieayiasmu. CmocosHo NumanHs
«3elleHuxy nodamkie 6 Yxpaini — agmopka cmammi HA2010ULYE, W0 MAKi NOOAMKYU He BUKOHYIOMb CBOIX
KOMNEHCAYIiHUX Mma CIMUMYI04ux QYHKYil, a 00csae HA0X00dCeHb 8i0 eKoN02IUH020 0N00amKY8aHHs
3AMUWAEMbCS  HE3HAUHUM Md HeOOCMAamuiM 018 (QIHAHCYB8AHHA HEOOXIOHUX NpUpOO00OXOPOHHUX
3axo0ie. Tomy aemopom nponoHyemvcs peghopmysamu ekoiociune onooamKy8anus 6 YKpaini uwisgxom
B00CKOHANICHHS MEXAHI3MI8 SUMPAYAHHA KOWIMI8 6I0 CHAAMU MAKUX nooamxié ma QOIHAHCYBAHHS
npUpo00oXoporHUX 3axodis. Kpim mozo, y cmammi npudinero yeacy HeoOXiOHOCmi CMEopeHHs. OKpeMUX
«3enieHuxy (hoHOI8, a MAKO’C PO3BUMKY CUCEMU MOP2i6T BUKUOAMU 8 YKPaiHi.

Kniouogi cnosa: 3eneni ginancu, ono0amxy8aHHs, 3axXucm HABKOTUUHBbO20 Cepedosulyd, NoOAmKosi
gaviceni, cmanuli po3BUMOK, eKOJI02iYHe ONno0amKy6aHHs, 3eleHi obnieayii, 3eneHi ¢hoHOu, cucmema
mMopeisni UKUOamu.
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