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Abstract

Climate change is a major threat for our planet, with major negative impacts on economies and populations. International and 
regional organizations, nongovernmental organizations, and governments have joined forces to take meaningful action against it. 
The European Union has also prioritised the fight against climate change, creating and implementing economic measures as part 
of its evolving environmental policy. The aim of our paper is to empirically evaluate the effects of environmental taxes on 
greenhouse gas (GHG) emissions in 20 European countries, in the time frame between 1994 and 2012. Our research is based on 
data collected from the OECD database, using panel data estimation techniques. In our paper, we analyze the direct effect of 
environmental taxes on GHG emissions, as well as the indirect effect resulting from environmental expenditures, which are used
as control variables. The empirical results we obtained, based on fixed-effect estimates, show that the direct effect of 
environmental taxes (energy taxes and other taxes) on GHG emissions is negative and statistically significant. Moreover, our 
findings show that environmental expenditures do not have a significant impact on greenhouse gas (GHG) emissions. Overall, 
our paper underlines that environmental taxes are extremely important in order to reduce pollution and improve environmental 
quality in European countries.
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1. Introduction

The climate change has major negative 
impacts on economies and population, forcing 
organizations, nongovernmental organizations 
(NGOs) and governments to take measures against it. 

Some of the adopted EU measures refers to 
environmental taxes, being used as incentives for 
different economic actors to reduce pollution and 
innovate and thus to avoid paying more money for it.

Environmental taxes apply to all 
environmental media (air, water, and land) and are 

used in all European countries, although the number 
of instruments used, the level of taxes, and their 
effects vary across countries. In European countries, 
they are the market-based instrument most widely 
used for environmental policy and were established 
with the purpose of increasing revenue, while 
providing incentives for reducing pollution levels or 
the use of polluting products or natural resources 
(European Environment Agency, 2005).

In the past two decades, a growing number of 
European countries have shown increased interest in 
implementing environmental tax reform (ETR), 


