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ABSTRACT: Sustainability is a crucial element of modern economic policy, and tax is a prominent tool in the promotion 
of green business practices. This study analyses the role of direct taxation towards attaining sustainability in India via a 
review of tax policies, their impact on green investments, and areas for improvement. This study employs a descriptive 
and analytical research design that utilizes secondary data from government documents, policy documents, research 
publications, and financial databases to infer conclusions. This study reviews India's direct tax incentives, such as tax 
exemptions and deductions for green projects such as renewable energy projects and energy-saving technologies. A 
comparative study of tax policies to promote sustainability in OECD countries offers insights on best international 
practice that India may adopt. Trend analysis also critiques historical trends of tax incentives and their correlation with 
green investments. The study shows that while tax incentives have caused businesspeople to invest in green practices, 
bureaucracy inefficiency and policy inconsistency hamper the maximum impact of incentives. The analysis of impact 
identifies the need for regulatory stability, ease of compliance, and complementing policy measures to ensure optimal 
impact of tax incentives in promoting sustainability. Therefore, in summary, direct taxation is a main driver of India's 
quest for sustainability. Even though existing tax policies have caused green investments, there is room for improvement 
according to international standards. Through adopting effective international models and removing the existing 
inefficiencies, India may enhance its tax framework to strive for long-run environmental and economic benefits.   
 

I. INTRODUCTION 

 

A very significant current objective of economic policy-making deals with sustainability—pursuing balance among 
economic growth, the environment, and social responsibility. In the move to make the transition towards sustainable 
development, fiscal policies become very important in motivating green investments and business practices that are 
environmentally sustainable for countries. Direct taxation, in this sense, is one of the important tools that really influence 
corporate and individual behavior toward the goals of sustainability. They include, amongst others, direct taxes with an 
incentive toward sustainable practices and economically protecting the natural environment; for example, using income 
tax and corporate tax in India. They encourage sustainability in that regard through tax incentives: accelerated 
depreciation for renewable energy projects, deduction of tax on environment conservation expenditure, and concessionary 
rates of taxation for green projects. The government hopes that tax policies will encourage investments in renewable 
energy, energy efficiency, and environmentally friendly industries, contributing to sustainable development. However, 
there are many obstacles to overcome for effective integration of sustainability in the direct tax overlay. Policy gaps, 
administrative bottlenecks, and lack of awareness among taxpayers erode the ability to fully exploit the incentives. 
Therefore, it is very important that an attempt be made to study the impact of existing tax measures on sustainability with 
a view to improving them for attaining long-term resilience of the environment and economy. This research conducts an 
examination of the potential of direct tax for sustainability in India. It reviews the effectiveness of tax incentives for green 
investments and business practices, analyzes the relevant tax policy in operation, and identifies possible avenues for 
policy reform. The research thus seeks to provide relevant recommendation. 
 

1.1  Objectives   
1. To examine how direct taxes contribute to economic and environmental sustainability in India. 
2. To assess whether tax benefits encourage businesses and individuals to adopt and invest in sustainable projects. 
3. To analyze how well India’s tax policies align with sustainability goals.   
4. To identify gaps in India’s direct tax framework and propose effective policy measures to enhance sustainability 

implementation.   
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II.METHODOLOGY 

 

2.1 Research Design 

This study adopts a descriptive and analytical research design to assess the role of direct taxation in promoting 
sustainability in India. The research evaluates existing tax policies, their impact on green investments, and potential areas 
for policy improvement using secondary data sources. 
 

2.2 Data Collection 

This research relies exclusively on secondary data collected from various credible sources, 
including: 
- Government reports and policy documents (e.g., Ministry of Finance, Central Board of Direct 
Taxes). 
- Research papers, articles, and reports from international organizations (OECD, IMF, World Bank). 
-Taxation-related publications from Indian institutions such as NITI Aayog, RBI, and industry bodies. 
- Existing literature, including journal articles and working papers, on sustainability and direct tax 

policies. 
- Statistical data from sources like the Economic Survey of India and national/international financial 
databases. 
 

2.3 Data Analysis 

The analysis involves: 
- Qualitative Analysis: Reviewing policy frameworks, incentives, and regulatory guidelines related to sustainable taxation 
in India. 
- Comparative Analysis: Examining sustainability-driven tax policies in other countries (e.g., OECD nations) to identify 
best practices (Soares, 2024). 
- Trend Analysis: Evaluating historical trends in direct tax incentives and their correlation with green investments and 
sustainable business practices. 
- Impact Assessment: Analyzing how direct tax incentives influence corporate behaviour and 

Environmental sustainability goals environment where children may thrive intellectually and socially.  
 

III. LITERATURE REVIEW 

 

Md. Mominur Rahman (2023): - This study examines the impact of different tax types on SDGs in OECD countries, 
finding a positive relationship, especially for corporate profit and goods & services taxes. While the analysis is robust, 
deeper insights into causality and policy implications could enhance its relevance for sustainable tax policymaking. 
 

Kasem Zotkaj and Flurim Aliu (2024): - This article clarifies the concept of sustainable taxation, highlighting its indirect 
role in financing SDGs and its direct role in shaping tax laws for regulatory objectives. It emphasizes the balance between 
revenue generation and behavioral regulation in tax policy to support sustainable development. 
 

Md. Abdul Halim, Md. Mominur Rahman (2022): - This study analyzes the impact of corporate tax rates on sustainable 
development in BRIC and CIVETS countries using panel data from 2000–2021. It finds a significant positive relationship 
between taxation (corporate, personal income, and sales tax) and SDGs, emphasizing the role of tax policy in achieving 
sustainability. The research offers valuable insights for policymakers in emerging economies. 
 

Janusz Rosiek (2015): - This study examines the role of environmental taxes in balancing economic growth and 
sustainability, emphasizing the need for well-designed tax policies. Using DEA methodology, it analyzes the effectiveness 
of ecological taxation in EU countries, assessing both economic and environmental impacts.  
 

Ajay Raju (2022): - This study examines the effectiveness, challenges, and public awareness of green tax in India, 
focusing on Maharashtra, Tamil Nadu, and Karnataka. Using surveys and secondary data, it finds that while green tax is 
effective, stricter regulations are needed for better enforcement. SPSS analysis highlights the importance of awareness 
and training for improved implementation. 
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Haritha Saranga, Satyajit Roy, Sayan Chowdhury (2024): - This study analyzes India's energy, agriculture, and transport 
policies using the triple bottom line approach. It proposes a strategic framework for sustainability, emphasizing 
decentralized resource production and consumption for economic, environmental, and social benefits. 
 

IV.DATA SOURCES AND INTERPRETATION 

 

• The study relies on secondary data from: 
o Government reports (Ministry of Finance, CBDT) (Swain, 2025). 
o International organizations (OECD, World Bank, IMF). 
o Economic surveys and financial databases tracking tax incentives. 
o Comparative studies with OECD nations for best practices. 

• Analysis Methods Used: 
o Qualitative Review – Examining India’s sustainability tax framework. 
o Trend Analysis – Studying historical changes in direct tax policies (Clifton, 2020). 
o Impact Assessment – Evaluating the effectiveness of tax incentives in influencing green investments. 
o Comparative Analysis – Benchmarking against OECD nations. 

 

4.1 Key Data Trends and Interpretations 

A. Impact of Tax Incentives on Green Investments 

 

Tax Incentive Purpose Observed Impact 
Section 80-IA & 80-
IB 

Tax holidays for renewable 
energy projects. 

Increased investment in solar & 
wind energy. 

Section 35AD Deductions for green capital 
expenditure. 

Companies investing in 
sustainability R&D. 

Accelerated 
Depreciation 

Faster depreciation for renewable 
energy assets. 

Higher adoption of solar panels & 
wind farms. 

Concessional 
Corporate Tax 

Lower tax rates for green 
industries. 

Increase in new eco-friendly 
businesses. 

Carbon Credit 
Taxation 

Initially tax-free, now taxable. Reduced attractiveness of carbon 
trading. 

 

Interpretation: 
• Tax holidays and accelerated depreciation drive green energy adoption. 
• R&D incentives (Sec 35AD) are helping industries innovate in sustainability. 
• Taxation on carbon credits has discouraged some green investments. 

 

B. Comparative Analysis: India vs OECD Nations 

 

Policy 
Area 

India’s Current 
Status 

OECD Best 
Practices 

Gaps Identified 

Carbon 
Taxation 

No direct carbon tax. Direct carbon tax 
on polluting 
industries. 

India lacks penalties for 
high emissions. 

Green Tax 
Credits 

Limited to renewable 
energy. 

Broader tax credits 
for all green 
projects. 

Incentives missing for 
waste management, circular 
economy. 

ESG Tax 
Benefits 

No direct tax benefit 
for ESG compliance. 

ESG-linked tax 
reliefs. 

Companies investing in 
ESG get no tax relief. 
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Interpretation: 
• India’s tax incentives are sector-specific, while OECD nations provide broader sustainability tax benefits. 
• India lacks a direct carbon tax, unlike many OECD countries. 
• No specific tax benefits exist for ESG-focused companies, limiting incentives for sustainable business 

practices. 
 

4.2 Challenges Identified in India's Direct Tax System 

 

Challenge Impact on Sustainability 

Complex Compliance 
Process 

Many businesses struggle to claim green tax benefits. 

Lack of Awareness SMEs are unaware of sustainability tax incentives. 
Policy Inconsistencies Tax benefits are not uniform across industries. 
Short-Term Benefits Incentives focus on immediate savings, not long-term sustainability 

investments. 
 

Interpretation: 
• Many businesses, especially SMEs, fail to utilize tax incentives due to lack of awareness. 
• Policy inconsistencies reduce effectiveness of tax incentives across different industries. 
• Short-term tax benefits do not ensure long-term sustainability investments. 

 

V. RECOMMENDATIONS AND POLICY IMPROVEMENTS 

 

Recommendation Expected Outcome 

Introduce Green Tax Credits Broaden sustainability incentives beyond renewable energy. 
Implement Carbon Taxation Reduce industrial carbon emissions via direct tax penalties. 
Expand ESG Tax Incentives Encourage companies to invest in sustainable operations. 
Improve Compliance and Awareness Ensure better utilization of sustainability tax benefits. 

 

Interpretation: 
• Green tax credits can expand incentives to include recycling, waste management, and circular economy projects. 
• Direct carbon taxation can penalize high-emission industries, pushing them toward sustainability. 
• Simplifying compliance and raising awareness can improve the effectiveness of direct tax incentives. 

 

VI. SUSTAINABILITY AND DIRECT TAXATION IN INDIA 

 

• Positive Impact: Direct taxation has helped boost green energy investments and R&D in sustainability. 
• Challenges: Policy gaps, administrative inefficiencies, and lack of awareness reduce its full impact. 
• Way Forward: India must adopt international best practices, introduce broader green tax benefits, and improve 

policy consistency to maximize sustainability efforts. 
 

VII. DISCUSSION AND CONCLUSION 

 

7.1 Discussion 

This argument examines how India's direct tax policy aligns with sustainability objectives and suggests areas for 
improvement.  
1. The Function of Direct Taxation in Promoting Sustainability  
Direct taxation can impact business and individual behaviour by incentivising green investments and providing 
deductions.  
● Increasing charges on polluting businesses to discourage ecologically harmful operations.  
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● Supporting sustainability projects through business and individual tax revenue.  
● Enhancing social sustainability through progressive taxation and welfare programs.  
 

2.The effect of direct tax incentives on green investment.  
India's tax policies offer a variety of incentives to encourage sustainable company practices:  
● Sections 80-IA and 80-IB provide tax benefits for renewable energy businesses and infrastructure projects.  
● Section 35AD offers capital expenditure deductions for green initiatives.  
●Accelerated Depreciation (AD) applies to renewable energy assets such as solar and          wind power projects.  
● New manufacturing businesses using green technologies can benefit from lower corporate tax rates.  
● Carbon credits were initially tax-exempt; however, income taxes may have an impact on green investments.  
● The effectiveness of these incentives in encouraging sustainability needs additional evaluation.  
 

3. The success of India's direct tax initiatives in achieving sustainability objectives  
Successes: 
● Tax incentives led to increased renewable energy capacity, especially solar and wind.  
● Section 35(2AB) deductions help fund green technology research and development. Kumar and Acharya (2020).  
● Tax incentives for Corporate Social Responsibility (CSR) help promote sustainability.  
● Short-term tax benefits may not drive long-term sustainability investments.  
● Carbon pricing implementation is limited, and environmental taxes are still in development. 
● Businesses are not properly using existing tax benefits.   
 

4. Policy gaps and solutions for including sustainability in the direct tax framework. 
One of the identified policy gaps is the absence of a direct carbon taxing mechanism to penalize high-emitting 
industries. 
● Insufficient incentives for circular economy efforts like recycling and waste management.  
● Inconsistent tax benefits for sustainability programs across industries.  
● No tax breaks for ESG investments. 
Recommendations:  
● Green Tax Credits: Offer tax breaks for businesses that invest in carbon reduction, water conservation, and 
sustainable supply chain practices.  
● Implement a direct carbon price to penalize high-emission industries and promote sustainable energy.  
● Increase accelerated depreciation and investment deductions for green infrastructure to maximize tax benefits. 
 

7.2. Conclusion   
This study critically looks into the contributions of direct taxation to sustainable economic and environmental 
practices in India. The country has been striving for a balance between social responsibility, environmental 
protection, and economic development, making fiscal policies, and especially those involving direct taxes, crucial 
tools toward sustainability. The research maintains that direct tax incentives, for example, deduction of 
environmental conservation expenses, higher depreciation on renewable energy projects, and reduced rates of tax, 
are the pre-requisites in order to entice investments towards sustainable sectors while also encouraging 
corporations to take action in eco-friendly manners. At the same time, the report admits India has made outstanding 
efforts towards implementing these tax incentives. At the same time, it also revealed quite a few challenges that 
inhibit their effectiveness: administrative bottlenecks, absence of policies and other enormous policy gaps of 
widespread awareness of taxation are what degrade the potential benefits from these incentives. These obstructions 
prevent the full realization of the intended environmental and economic outcomes that would otherwise have led 
the country toward its sustainability targets. Evidently, there is a need for more robust and integrated handling of 
these issues to maximize the best utilization of tax policies in relation to sustainability. 
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