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ABSTRACT - The Indonesian government has implemented a
mandatory intensity-based cap-tax-and-trade system and is planning to
introduce a carbon tax as an additional carbon pricing policy. In contrast, | Received: 23 Oct 2025
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toward a low-carbon economy. These developments reflect both
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significant challenges. Historical evidence indicates that, without a clear | emissions trading system, low-
understanding of their necessity, carbon pricing policies often face public | carbon economy, Islamic
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and human resources. Clarifying the importance of carbon pricing
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instruments is therefore essential, yet prior research has not critically
addressed this area. This paper provides an in-depth analysis of the necessity of carbon pricing
policies for both nations. Using a qualitative research methodology based on document and
thematic analysis, the study identified six key justifications for adopting carbon pricing in both
nations. In the context of Islamic countries, these justifications are supported by Islamic values,
offering a holistic and grounded perspective. By examining these factors in detail, this paper
provides a comprehensive understanding of the underlying rationale for these policies. Ultimately,
by embedding Islamic values into the discourse, the justifications may enhance public trust and
foster more effective communication strategies.

INTRODUCTION

Climate change is a defining challenge for the planet, demanding immediate and comprehensive
action (Scheffran, 2025). The ASEAN region has embraced this necessity, with seven of its ten
member states, excluding Cambodia, Laos, and Myanmar, spearheading a remarkable surge in
climate ambition. This momentum is driven by the active assessment, design, or implementation
of compliance-market carbon pricing instruments in many nations (The Asia Foundation, 2023).
These instruments reinforce existing low-carbon policies and initiatives, accelerating the region’s
transition towards a sustainable future.

Among the ten ASEAN countries, Malaysia and Indonesia share comparable economic
structures. Both are upper-middle-income developing nations with a Gross Domestic Product
(GDP) growth between 5% and 5.2% in 2025 (Wotld Bank, 2026). In 2024, Malaysia was the
world’s fifth-largest exporter of liquefied natural gas (LNG), accounting for approximately 7% of
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global LNG trade with exports valued at USD13.8 billion (Malaysian Gas Association, 2024;
Statista, 2025). Indonesia, conversely, is the world’s second-largest coal exporter, with exports
exceeding USD30 billion. Consequently, coal remains a significant contributor to its energy supply
and national revenue (World’s Top Exports, 2025).

The intensive utilisation of LNG and coal has resulted in 332.17 million tons of greenhouse
gas (GHG) emissions from Malaysia and 1.32 billion tons from Indonesia, positioning both
countries among the highest emitters in the ASEAN region (Worldometer, 2026). Beyond these
economic similarities, both nations are also characterised by their Muslim-majority populations.
According to the Current Population Estimates 2025 report, Muslims account for 63.5% of
Malaysia’s total population, estimated at approximately 34.2 million residents as of early 2025
(DOSM, 2025). As for Indonesia, in 2024, it is home to the world’s largest Muslim population,
with over 242 million people, accounting for around 87% of its total population and 12.3% of the
global Muslim population (World Population Review, 2026).

Given their comparable economic structures, shared religious demographics and mutual
commitments to carbon pricing, Malaysia and Indonesia operate within a common context that
makes the justification for the policy implementation particularly pertinent. However, as
developing nations, they face shared obstacles; implementing carbon pricing is likely to raise
concerns not only among industry stakeholders but also among the public, particularly lower-
income groups (Muhammad, 2024). Carbon pricing policies often exert a regressive impact, as they
lead to significant price increases in essential sectors such as electricity, energy, and transportation.
Consequently, these measures impose higher living and labour costs on the populace (Rahma et
al., 2025). Furthermore, underlying issues typical of developing nations, such as resource
constraints and social inequity, may further complicate carbon pricing policy design compared to
the frameworks utilised in developed economies (Muhammad, 2022).

An insufficient understanding of the importance of carbon pricing policies may provoke
public resistance, potentially resulting in diminished policy outcomes and the inefficient allocation
of public sector resources (Rahma et al., 2025; Muhammad, 2024). Thus, clear and well-founded
justifications are essential to support newly implemented policies. Although previous studies have
acknowledged the significance of carbon pricing, a detailed examination of the underlying
rationales remains absent, particularly from the perspective of Islamic values. This study seeks to
address these gaps by providing an in-depth analysis that integrates both practical and Islamic-
based reasoning.

The following section presents a literature review of carbon pricing instruments and
initiatives implemented by the Malaysian and Indonesian governments, highlights research gaps,
and defines the study’s primary objective. A detailed description of the research methodology
follows this. Subsequently, the results and analysis section offers a comprehensive examination of
key justifications for implementing carbon pricing. Following this analysis, a dedicated section
evaluates these justifications through the lens of Islamic values derived from the Al-Quran, Hadith
and Islamic environmental studies. The paper concludes with a summary of the findings, the
study’s contributions, and recommendations for future research.

LITERATURE REVIEW

Conceptual framework of carbon pricing instruments

Carbon pricing is a market-based approach to addressing climate change by internalising the
negative externalities of GHG emissions (The Asia Foundation, 2023). However, such policies
may have a regressive effect on low-income households and small- to medium-sized enterprises
(SMEs), which often face disproportionate financial burden in the absence of robust compensatory
mechanisms (OECD, 2023; Steckel et al., 2021). Furthermore, carbon pricing can induce short-
term economic adjustment costs, particularly in nations heavily reliant on fossil fuels. Rising energy
prices may influence inflation, production costs, and employment levels within carbon-intensive
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industries, especially during the initial phases of implementation (World Bank, 2024). In
developing economies, institutional weaknesses may further diminish policy efficiency and
undermine regulatory credibility (Muhammad, 2022). These regressive effects can, however, be
mitigated by developing feasible frameworks tailored to a country’s specific economic, social, and
environmental context (Muhammad, 2024).

There are two primary categories of carbon pricing instruments: compliance markets and
voluntary markets. Compliance markets, including carbon taxes and the emissions trading system
(ETS), are mandatory for regulated entities and enforce emission reductions through statutory
requirements. In contrast, voluntary markets involve the trading of carbon credits generated by
projects that reduce or sequester GHG emissions. Organisations or individuals can purchase these
credits to offset their emissions or fulfil voluntary carbon-neutrality commitments (Foramitti et
al., 2021). Both Malaysia and Indonesia have introduced voluntary carbon markets to align their
domestic emissions-reduction targets with international carbon trading opportunities.

In 2022, Malaysia launched the Bursa Carbon Exchange (BCX), the world’s first Shariah-
compliant voluntary carbon exchange. Notably, the Shariah-compliant nature of the BCX
represents an early and significant integration of Islamic-based principles into regional carbon
markets, signalling a move toward aligning environmental policy with Islamic values. The BCX
facilitates the trading of high-quality carbon credits and Renewable Energy Certificates (RECs)
(Bursa Malaysia, 2026). In Indonesia, the Indonesia Carbon Exchange (IDX Carbon) was
introduced in 2023 to facilitate trading for both mandatory ETS and voluntary markets (IETA,
2024). IDX Carbon is largely driven by expansive nature-based solutions, including Reducing
Emissions from Deforestation and Forest Degradation (REDD+) and high-integrity forest
projects (PwC, 2024).

While voluntary markets mobilise essential private finance for nature-based solutions and
low-carbon technologies, they lack the legal enforcement, environmental certainty, and scale
necessary for systemic decarbonisation (OECD, 2025). Therefore, this paper focuses on
compliance-based and mandatory policies — carbon tax and ETS — as these instruments are
strongly endorsed by the Organisation for Economic Co-operation and Development (OECD),
World Bank, and International Monetary Fund (IMF). These organisations advocate for
mandatory measures due to their proven effectiveness and diverse advantages in addressing the
complexities of climate change (OECD, 2025; World Bank, 2025; IMF, 2023).

Carbon taxes represent the most direct form of carbon pricing. By levying a fixed price per
unit of carbon dioxide (CO.) equivalent emissions, these taxes internalise the cost of pollution for
emitters (Konradt et al., 2024). This price signal incentivises businesses and individuals to invest
in low-carbon technologies and practices, such as renewable energy, energy efficiency, and carbon
capture and storage (CCS). Ultimately, the policy’s effectiveness is contingent on the price level,
as higher rates typically yield larger emission reductions (OECD, 2025).

Alternatively, an ETS, or ‘cap-and-trade’, operates by setting a limit on the total emissions
allowed within covered sectors (World Bank, 2025). Under this framework, emitters are allocated
permits or allowances representing the right to emit a specific quantity of CO»-equivalent. These
permits can be traded in a market where the price is determined by supply and demand. Over time,
the emission cap is gradually lowered, requiring emitters to either reduce their carbon footprint or
acquire additional permits at a market premium (Parry, 2021).

The carbon tax and the ETS have gained considerable momentum as policy instruments
in recent years. The number of jurisdictions adopting such measures has more than doubled since
2010. As of May 2025, 78 carbon pricing instruments are operational worldwide, comprising 43
carbon taxes and 35 ETS, covering approximately 28% of global GHG emissions (World Bank,
2025). This expansion reflects a growing global consensus, with over 50 countries integrating
explicit carbon pricing into their national frameworks to balance revenue generation with
decarbonisation targets (OECD, 2025). As these mechanisms evolve, they will play an increasingly
pivotal role in the global transition toward a low-carbon economy.
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Carbon pricing initiatives in Malaysia

Aligned with its Nationally Determined Contribution (NDC), Malaysia aims to achieve a 45%
reduction in the GHG emissions intensity of GDP by 2030, compared with 2005 levels.
Furthermore, the nation has committed to achieving net-zero GHG emissions by 2050. The
endorsement of the Domestic Emissions Trading System (DETS) in 2021, alongside the
incorporation of a carbon tax in the 12th Malaysian Plan (2021-2025), emphasises the nation’s
commitment to climate mitigation. This ambition extends to renewable energy, with revised targets
aiming for it to constitute 40% of total installed electricity capacity by 2035 and a staggering 70%
by 2050 (Ministry of Economy, 2023a; Government of Malaysia, 2021).

Currently, Malaysia is developing both a carbon tax and a DETS framework through
feasibility studies led by the Ministry of Finance and the Ministry of Natural Resources and
Environmental Sustainability. This is supported by the World Bank’s Partnership for Market
Implementation (PMI) and the United Kingdom Government (UK PACT, 2026; Noh, 2025;
Bernama, 2023; Ministry of Economy, 2023b; Aziz, 2021). In parallel with these policies, the
Government is rationalising the fossil fuel subsidy between 2025 and 2030. Additionally,
authorities are evaluating whether to maintain the BCX as a voluntary mechanism — operating
within a domestic or international framework — or to transition it into a compliance-based system
integrated with the carbon pricing policies (Noh, 2025).

In the 2026 Budget speech, tabled on 10 October 2025, the Government reaffirmed its
intention to implement a carbon tax in 2020, initially targeting the iron, steel, and energy sectors
(Ministry of Finance Malaysia, 2025). This move aligned with the National Carbon Market Policy
and the upcoming Climate Change Bill IETA, 2025). However, in April 2026, the Government
announced that the policy’s implementation would be deferred in response to geopolitical
instability in the Middle East. This strategic pause reflects a prioritisation of social welfare, aimed
at shielding the public from additional economic strain amid global uncertainty (Koya, 20206).
Notwithstanding this delay, the Government remains steadfast in its commitment to the transition
toward a low-carbon economy.

Collectively, the initiatives demonstrate Malaysia’s transition from voluntary climate
commitments to a robust, mandatory regulatory framework designed to drive systemic
decarbonisation. This strategic shift in Malaysia finds a significant parallel in the evolving climate
policies of its neighbour, Indonesia.

Carbon pricing initiatives in Indonesia

Indonesia’s climate-policy architecture is anchored in an increasingly ambitious NDC. In its initial
2016 submission, the country pledged an unconditional 29% reduction in GHG emissions and a
conditional 41% reduction against a business-as-usual baseline by 2030 (Resosudarmo et al., 2023).
Subsequently, an enhanced NDC was lodged in 2022, raising these targets to 31.89% and 43.20%,
respectively, while maintaining a sector-specific abatement target of 11-14% for the energy sector
(Kamandika & Dhakal, 2023). Consistent with its net-zero-emissions aspiration for 2060, the
Government emphasises a rapid expansion of renewables, significant energy-efficiency gains and
the mobilisation of innovative finance, most notably Islamic green sukuk, to mitigate persistent
fiscal constraints (Resosudarmo et al., 2023).

To translate these headline goals into price signals that internalise the social cost of carbon,
Indonesia has adopted a dual carbon-pricing framework. The first pillar is a carbon tax introduced
under Law No. 7/2021, with an initial rate of IDR30 per kg of CO»e (Kamandika & Dhakal, 2023).
Revenue generated is intended to be recycled through targeted household transfers and
investments in renewable energy (Hartono et al., 2023). The second pillar consists of a cap-and-
trade ETS, phased in under Presidential Regulation No. 98/2021 on Carbon Economic Value
(OECD, 2022). A pilot market covering more than 80 coal-based power units commenced in 2021,
establishing allowance trading under a declining emissions cap and supported by the National
Registry System for Climate Change Control. The full national roll-out followed in 2023,

152



encompassing 99 coal-fired power plants. The system, however, faced strict limitations in
international voluntary carbon market projects (IETA, 2024). To attract broader international
stakeholder participation, the newly elected Indonesian government announced a sophisticated
‘cap-tax-and-trade” hybrid model through Presidential Regulation No. 110/2025 (ICAP, 2025).

Under this hybrid model, in addition to traditional carbon trading activities, entities that
exceed their emission quotas and fail to meet compliance obligations through trading are required
to pay a tax (Rahmansyah & Cross, 2026). The hybrid system primarily mandates participation by
coal-fired power plants while actively preparing to expand into industrial sectors such as nickel
and cement (McCulloch et al., 2026; World Bank, 2025). The Government aims to activate full-
scale market operations by late June 2026, supported by a new, decentralised blockchain-based
registry, the Carbon Unit Registry System (SRUK) (ANTARA, 2020).

Lessons from policy rejection: The importance of justifying carbon pricing

Previous research on Malaysian and Indonesian carbon policy instruments has primarily focused
on carbon pricing frameworks (e.g. McCulloch et al., 2026; Muhammad, 2024; Muhammad, 2022),
their impact on emissions (e.g. Sunanda et al., 2025; Al-Amin et al., 2020), socioeconomic (e.g.
Rahma et al., 2025; Prabawani et al., 2025), and public acceptance (e.g. Muhammad et al., 2022).
However, there remains a lack of constructive analysis regarding the fundamental justifications for
implementing such policies at the national level. This omission is significant; failing to propetly
justify these measures and convince stakeholders often results in policy rejection.

Governments worldwide face formidable challenges in implementing carbon pricing,
largely due to low levels of industry and public awareness regarding the concept and long-term
benefits (Gymnastiar, 2025). Although such policies support global mitigation efforts, a lack of
public understanding often leads to their being perceived as an additional financial burden rather
than a necessary tool for climate action (Wimala & Yeremy, 2022). Historical precedents illustrate
this volatility: carbon pricing proposals have been rejected or repealed in Australia, Washington
State, Switzerland, France, and Canada (Carattini et al., 2017). For instance, Australia’s 2011
mechanism faced intense opposition, leading to its repeal in 2014 and a decade of policy instability.
Similarly, the partial dismantling of Canada’s framework in 2025, following widespread resistance
and repeated failures of carbon tax ballot measures in Washington State, exemplifies how
insufficient public support can undermine carbon pricing policies even in progressive jurisdictions
(Logg-Scarvell, 2025; Hammerle et al., 2021).

Regionally, Malaysia’s cancellation of the Goods and Services Tax (GST), a globally proven
revenue source, due to political pressure and public outcry, demonstrates how the perceived
legitimacy of a ‘good’ policy can diminish without proper societal buy-in (Uda & Ani, 2023). In
Indonesia, historical resistance to fuel price hikes reached a critical juncture in 1998, when an IMF-
mandated price surge triggered nationwide unrest that contributed to the end of President
Suharto’s 32-year administration (Kyle, 2018). These instances suggest that when policies are
poorly communicated or appear inequitable, they risk triggering significant social resistance.

This paper builds on existing literature by examining the imperative for Malaysia and
Indonesia to strengthen their commitment to carbon pricing instruments. Through an exploration
of the global and regional context, including initiatives and the potential socio-economic and
environmental benefits, this study presents a compelling case for policy adoption. As both nations
navigate transformative policy transitions, carbon pricing stands out as a critical mechanism for
promoting sustainable development and advancing toward a low-carbon future. Furthermore,
integrating Islamic values is essential to ensuring that climate policies align with the ethical and
spiritual principles central to the majority-Muslim populations in both countries.
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METHODOLOGY

This study provides a comprehensive analysis of the imperative for carbon pricing policies in
Malaysia and Indonesia. It employs a qualitative research methodology, utilising document analysis
as the primary method, therefore allowing for the systematic examination of written materials and
the extraction of meaningful patterns and interpretations (Bowen, 2009). A systematic review was
conducted by searching for keywords — namely, ‘carbon pricing,” ‘carbon tax,” ‘emissions trading
systems,” ‘Malaysia,” and ‘Indonesia’ — within the Google Scholar and Scopus databases.

The retrieved documents were manually reviewed, and only those directly relevant to the
research objective were retained for analysis. A total of 82 documents were selected, including
academic journal articles, official policy documents, ministerial websites and international
frameworks on carbon pricing. Thematic analysis was subsequently applied to categorise the
findings into main themes, each representing a critical justification for policy implementation. This
technique enables researchers to systematically organise qualitative data and identify recurring
patterns and concepts (Schreier, 2012).

Following the identification of these themes, the study incorporates relevant Islamic values
to anchor the analysis in religious teachings. By integrating verses from the Al-Quran and Hadith,
alongside insights from existing literature on Islamic environmental values, this approach provides
a spiritually informed and context-sensitive perspective. Consequently, carbon pricing is framed
not merely as an economic or environmental policy, but as a moral and religious duty in addressing
climate change.

RESULT AND ANALYSIS

The document analysis revealed six key justifications for adopting carbon pricing policies in
Malaysia and Indonesia. These justifications integrate both environmental and socioeconomic
considerations and are further reinforced by their alignment with foundational Islamic principles.
Collectively, these thematic elements offer a comprehensive and ethically grounded framework for
developing climate policies that are socially acceptable and nationally relevant to both nations.

Mitigating Carbon Emissions
Carbon pricing helps reduce carbon emissions by imposing a monetary cost on GHG emissions,
which encourages companies and individuals to adopt cleaner energy sources and improve
efficiency (McCulloch et al., 2026; Asian Development Bank, 2024). The World Bank (2025)
reports that countries utilising carbon pricing have achieved annual emissions reductions of 2% to
5%, particularly within the electricity and heavy industries. For instance, the European Union (EU)
ETS reduced emissions in covered sectors by 37% between 2005 and 2023, primarily due to stricter
emission caps and rising allowance prices. Similarly, in Sweden, where the carbon tax now exceeds
USD130 per ton, emissions have fallen by more than 25% since the 1990s without compromising
economic growth (World Bank, 2024).

Empirical research consistently supports these outcomes. Black et al. (2023) estimate that
a catbon price of USD75 per ton of CO, emissions (/tCOze) by 2030 could reduce emissions in
G20 countries by up to 45%. Furthermore, the OECD (2023) found that higher effective carbon
rates correlate with lower per capita emissions. Rafaty et al. (2022) also demonstrated that national
carbon pricing is associated with measurable reductions in emissions, particulatly in jurisdictions
with robust institutions and clear enforcement. Using dynamic panel regressions, Kohlscheen et
al. (2025) found that higher carbon taxes and permit prices reduce emissions even after controlling
for macroeconomic factors such as GDP growth, urbanisation, and energy mix. Notably, an
increase in carbon taxes by USD10/tCOze reduces per capita CO; emissions by 1.3% in the short
run and 4.6% in the long run. Research suggests that emission reductions are often more
pronounced under a carbon tax than an ETS, particularly in Asian contexts (Ahmad et al., 2024).
However, an integrated mechanism combining both instruments with complementary policies may
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offer a more effective approach than relying on a single policy (Pan et al., 2024).

In the Malaysian context, carbon pricing is a pivotal tool for meeting long-term reduction
targets. Al-Amin et al. (2020) projected that if Malaysia, Indonesia, and Thailand implement their
NDCs, they could achieve significant GHG reductions by 2050. Specifically, Malaysia could reduce
total emissions by 33.88%, while Indonesia and Thailand could achieve reductions of 42.50% and
41.68%, respectively. Complementing this, Yahoo and Othman (2015) estimated that Malaysia
could achieve a 40% reduction in carbon emissions by introducing a carbon tax ranging from
USDG60 to USD70/tCOqe.

Similarly, research confirms that Indonesia can achieve substantial GHG reductions
through integrated carbon pricing. Simulations by Hartono and Resosudarmo (2008) and Yusuf
and Resosudarmo (2015) indicate that even modest carbon taxes can achieve meaningful
reductions without imposing undue burdens on GDP or employment, provided revenues are
recycled through targeted transfers and clean energy investments. Kamandika and Dhakal (2023)
found that a carbon price of USD25/tCOxze is necessary for Indonesia’s power sector to meet
NDC targets; a price below this threshold is likely to be ineffective. This is supported by
Rokhmawati et al. (2024), who suggest that to remain alighed with enhanced NDC targets, carbon
prices must fall within the range of USD25-43.78/tCOse, well above the cutrent rate of
approximately USD2/tCOze.

Changing public behaviour

Beyond direct emissions reductions, carbon pricing would catalyse systemic behavioural change at
both the industrial and individual levels. By reflecting the true environmental cost of carbon in
economic decisions, these policies could guide businesses and individuals toward more sustainable
practices (The Asia Foundation, 2023; World Bank, 2021). Assigning a tangible value to emissions
compels companies to evaluate their operational models, leading to reduced energy consumption,
improved efficiency, and increased investment in cleaner technologies (Nurhayati et al., 2024;
Carbon Pricing Leadership Coalition, 2023). This approach encourages industrial innovation and
reduces fossil fuel dependency, fostering an environmentally responsible and economically
competitive landscape. Over time, these structural shifts strengthen national efforts to achieve
climate targets and align with global sustainability goals (World Bank, 2023).

Simultaneously, carbon pricing influences consumer behaviour by increasing the relative
cost of carbon-intensive products and services. This price signal incentivises individuals to opt for
low-carbon alternatives and cultivate a heightened awareness of their environmental footprint
(Kousta, 2019). As these choices become normalised, they facilitate a broader shift in public
attitudes toward sustainability. In this regard, carbon pricing transcends its role as a fiscal
instrument; it acts as a driver for gradual cultural transformation. Linking financial accountability
to environmental harm promotes shared responsibility and encourages long-term habits that
mitigate climate risks (Parry, 2021).

The capacity of price signals to catalyse behavioural shifts is fundamentally contingent
upon public acceptance; in the absence of societal endorsement and perceived policy legitimacy,
economic incentives risk being undermined by resistance and non-compliance. Muhammad et al.
(2023) and Goh and Matthew (2021) found that the public is generally willing to bear higher costs
for climate action, provided the rationale is clear. Their research highlights the importance of
enhancing environmental awareness and communicating climate risks effectively to bolster public
support. In a related study, Muhammad et al. (2022) explored the role of institutional trust in
shaping the acceptance of carbon taxation. While institutional competence and integrity are
foundational to building trust, the study found that public perceptions of accountability,
specifically regarding how carbon tax revenue is managed, had a more significant impact on overall
acceptability. Thus, fostering public trust and ensuring transparency in policy design and revenue
utilisation are critical for the success of carbon pricing in Malaysia.

In the Indonesian context, the proposed carbon tax has demonstrated the potential to shift
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public behaviour, yet its effectiveness is currently constrained by several structural and
informational barriers (Wulandari & Semertzidis, 2024). While the public generally exhibits a high
level of climate change awareness and believes that a carbon tax will yield positive environmental
impacts (Ilmi et al., 2025; Kusumawardhani et al., 2024), acceptance remains relatively strong only
when tax rates are modest, typically between 1% and 3% (Wulandari & Semertzidis, 2024).
Furthermore, there is a prevailing belief that both individuals and industries share a collective
responsibility for climate mitigation (Wulandari & Semertzidis, 2024).

Nevertheless, a low initial tax rate combined with the limited availability of affordable
renewable energy options may weaken the policy’s capacity to trigger substantial behavioural shifts
(Dewi & Dewi, 2022). Moreover, equity remains a paramount concern, as carbon taxes can
disproportionately impact low-income demographics. However, evidence suggests that if revenues
are redistributed transparently through progressive mechanisms, such as targeted subsidies or
lump-sum transfers, the policy can enhance social acceptability and even achieve a distributionally
progressive outcome (Dossa & Miassi, 2024; Steckel et al., 2021). These findings highlight the
necessity for robust public engagement campaigns, sophisticated policy design, and equitable
revenue recycling to effectively influence consumer choices and foster enduring behavioural
change.

Increase the usage of renewable energy

While fostering public trust and social acceptance is essential, the long-term success of carbon
pricing also depends on its ability to drive a structural shift toward energy security and the mass
adoption of renewable technologies. Implementing carbon pricing in Malaysia and Indonesia is
critical for facilitating the transition towards a sustainable, low-carbon economy and accelerating
the deployment of renewable energy. Empirical studies demonstrate that carbon pricing
mechanisms significantly promote renewable energy development by discouraging fossil fuel use
and stimulating investment in clean energy technologies (Tang et al., 2026; Zhao & Tang, 2025;
Xu & Yang, 2024; Feng et al., 2024; Li et al., 2020; Erdiwansyah et al., 2019). This aligns with the
broader consensus that renewable energy constitutes a central pathway for mitigating
environmental degradation and achieving long-term sustainability goals (Schuch et al., 2024).

Technological advancements, coupled with an increasing societal inclination towards
sustainability, have created a favourable environment for the shift from fossil-based to renewable
energy sources (Moslehpour et al., 2023; Shibli et al., 2021). Beyond environmental impacts, the
employment potential of the renewable energy and energy-efficiency sectors adds a significant
socioeconomic dimension. Estimates suggest these sectors can generate three times as many full-
time jobs as equivalent government spending on fossil fuels, highlighting the dual benefits of
prioritising green technologies (Garrett-Peltier, 2017).

In the Malaysian context, the National Energy Transition Roadmap (NETR) serves as a
strategic framework to expedite this shift (Ministry of Economy, 2023b). The roadmap identifies
six key energy transition levers — renewable energy, hydrogen, bioenergy, green mobility, energy
efficiency, and carbon capture, utilisation and storage (CCUS) (MIDA, 2024a). An integral part of
the NETR is the commitment to increase the installed renewable capacity from 40% in 2040 to an
ambitious 70% by 2050, aligning with global goals for sustainable energy development (Ministry
of Economy, 2023b). Research indicates that a carbon tax in Malaysia would prompt companies
to adopt green technologies, effectively replacing high-cost conventional methods (Al-Amin et al.,
2015). Furthermore, carbon abatement measures are anticipated to be more effective than general
energy taxes in substantially enhancing renewable energy adoption (Solaymani, 2017; Yahoo &
Othman, 2015).

Similarly, an increasingly ambitious policy architecture frames Indonesia’s renewable-
energy agenda. The National Energy Policy and General Plan for National Energy set binding
targets of 23% and 31% for the share of renewable energy in the primary energy mix by 2025 and
2050, respectively (Yudha & Tjahjono, 2019). These goals are parallel to the enhanced NDC, which

156



prioritises coal-to-renewable substitution and a net-zero commitment for 2060. Both pledges
envisage the early retirement of coal-fired power plants and a rapid scale-up of clean-energy
investment (Aditya et al., 2025; Resosudarmo et al., 2023).

Regulatory momentum has further accelerated through Presidential Regulation No.
112/2022, which introduced fixed tatiffs for solar and hydro projects to improve bankability.
Additionally, the Just Energy Transition Partnership provides a USD20 billion blended-finance
package aimed at de-risking renewables and expediting the coal phase-out. Macroeconomic
modelling shows that recycling carbon pricing revenues into the renewable energy sector can
simultaneously raise GDP, increase employment, and improve emissions intensity outcomes
(Rokhmawati et al., 2024; Hartono et al., 2023). This reinforces the fiscal and developmental case
for rapid expansion of renewables.

Mitigating climate change issues

While the transition to renewable energy provides the structural foundation for a low-carbon
economy, the ultimate necessity of carbon pricing lies in its capacity to mitigate the broader
environmental and public health risks posed by systemic climate change. Increasing levels of CO,
significantly contribute to GHG emissions, global warming, and climate change (IPCC, 2023).
These environmental challenges have triggered widespread pollution, degradation of natural
ecosystems, depletion of essential resources such as clean air, water, and soil, and the destruction
of habitats, ultimately threatening biodiversity and leading to wildlife extinction (IPBES, 2019).

The resulting pollution and resource scarcity pose serious risks to human health, industrial
productivity, and sustainable development, all of which are critical to economic progress (IPBES,
2019). Importantly, the harmful impacts of CO, emissions are not confined to the areas where
they originate but have far-reaching global consequences. Uncontrolled GHG emissions pose
substantial economic risks, with estimates suggesting that each 1°C increase in global temperature
could result in annual losses of approximately 5.4% of global GDP (Kahn et al., 2019).

For Malaysia and Indonesia, both of which are highly exposed to climate risks such as
floods, droughts, and coastal erosion, carbon pricing would serve as a critical mitigation tool. It
helps lower national emissions, contributing to improved air quality, ecosystem protection, and
the prevention of biodiversity loss (Joshi et al., 2023). Additionally, by reducing reliance on fossil
fuels, carbon pricing diminishes local air pollution, thereby improving public health outcomes.
Adopting carbon pricing is not just an economic strategy; it is also a direct and effective way to
slow the progression of climate change and protect the environment, livelihoods, and well-being
of current and future generations (World Bank, 2021).

Carbon border adjustment mechanism
Beyond the immediate environmental and public health imperatives, the adoption of domestic
carbon pricing is increasingly dictated by the shifting landscape of international trade and global
regulatory compliance. Implementing carbon pricing in Malaysia and Indonesia is becoming
increasingly essential, given the growing global adoption of the carbon border adjustment
mechanism (CBAM). As of January 1, 2026, the EU’s CBAM transitioned from a reporting-only
phase to a definitive regime, requiring importers to purchase certificates to cover embedded
emissions (European Commission, 2026). This mechanism initially targets carbon-intensive
sectors such as cement, aluminium, fertiliser, electricity, iron, and steel (Nyangon & Seifi, 2020).
Although the CBAM may be perceived as a trade barrier that disadvantages countries with
less stringent emissions regulations, it is designed to align with World Trade Organisation (WTO)
rules and uphold the principle of proportionality by applying equal treatment to both EU and non-
EU producers (Espa et al., 2022). Despite the complexities of climate diplomacy and the challenges
of harmonising carbon pricing frameworks across jurisdictions, the EU continues to evaluate
various carbon pricing mechanisms to ensure global alignment (Kalinda, 2025). Ongoing dialogues
with relevant stakeholders complement these efforts to address policy disparities and promote
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mutual understanding (Climate Governance Malaysia, 2025).

A primary motivation for the EU to impose CBAM is to prevent carbon leakage (Nyangon
& Seifi, 2026; Perdana & Vielle, 2023). This occurs when industries relocate to regions with less
stringent climate regulations, leading to a net increase in global emissions. The mechanism has
significant economic and regulatory implications for Malaysia and Indonesia as major exporters of
carbon-intensive commodities to the FEuropean market. It also increases pressure on both
countries to strengthen domestic carbon pricing and emissions regulation so that their industries
can remain competitive and operate under comparable environmental standards (Kalinda, 2025).
Approximately 75% of Malaysia’s exports to the EU involve covered sectors such as iron, steel,
and aluminium (MIDA, 2024b). Similarly, Indonesia is exposed through its expanding aluminium
sector, which is projected to reach 1.5 million tons of output by the end of 2026 (Shivaprasad,
2025).

The introduction of the EU CBAM emphasises the urgent need for both countries to
establish domestic carbon pricing initiatives (European Commission, 2021). Implementing these
mechanisms is crucial to safeguarding the competitiveness of domestic producers (Espa et al.,
2022). Without a robust domestic carbon pricing mechanism, businesses may face disadvantages
in international trade as carbon costs become a significant factor in product pricing (Kalinda,
2025). Establishing domestic initiatives would mitigate these impacts and position Malaysian and
Indonesian industries as more sustainable and globally competitive (Perdana & Vielle, 2023).

Furthermore, equalising the stringency of domestic regulations with those of key trading
partners ensures smoother trade relations. It allows countries to retain domestically generated
carbon pricing revenues rather than have them accrue to importing countries under CBAM (Espa
etal,, 2022). With the EU’s CBAM entering full enforcement in 2026, Malaysia and Indonesia have
a critical window to proactively shape their regulatory frameworks (European Commission, 2020).
The introduction of CBAM reflects a growing global recognition that emissions must be priced to
drive behavioural change and ensure environmental responsibility across borders.

Income generation for the Government

While domestic carbon pricing serves as a vital shield against international trade penalties such as
CBAM, it also functions as a powerful engine for domestic resource mobilisation and fiscal reform.
The implementation of carbon pricing in Malaysia and Indonesia holds immense potential as a
significant source of public revenue with diverse applications. Global trends in 2022 showed that
carbon taxes and ETS generated approximately USD95 billion in revenue, with 40% of these funds
directed towards low-carbon investment and spending, highlighting the financial viability of such
initiatives (The Asia Foundation, 2023).

Insights from an OECD (2023) study encompassing 16 emerging and developing
economies, including Malaysia and Indonesia, reveal that reforming fuel subsidy policies and
elevating catbon rates on fossil fuels to a benchmark of EUR30/tCOse could raise revenue
equivalent to about 1% of GDP on average (OECD, 2023). This dual-purpose strategy aligns with
the imperative of decarbonisation, facilitates domestic revenue mobilisation and ensures greater
access to affordable energy. Moreover, such fiscal measures are integral to achieving the dual
objectives of benefiting the environment and the economy.

In the Malaysian context, projections by Al-Amin et al. (2015) suggest that implementing
carbon taxes could yield substantial revenues, with projections reaching RM9,535 billion
(USD2,405 billion) if applied from 2010 to 2105. However, it is crucial to acknowledge the
nuanced perspective presented by Loganathan et al. (2014), highlighting the need to complement
carbon taxes with a holistic approach.

Similarly, a growing body of literature has examined the revenue-generating potential of
carbon pricing mechanisms in Indonesia, emphasising its role in domestic resource mobilisation.
Even at modest rates, carbon taxes and ETS can yield meaningful fiscal dividends, which can be
turther amplified through appropriate pricing structures and broader sectoral inclusion (OECD,
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2023). For instance, Kamil et al. (2023) estimate that imposing a carbon tax of USD2.1/tCOse on
coal-fired power plants could generate approximately IDR241 billion (USD1.35 million) annually,
with Java accounting for 73% of the total revenue. This spatial distribution highlights the
importance of region-specific strategies for revenue recycling, especially to enhance gross regional
domestic product, labour incomes, and output in coal-dependent provinces.

Dynamic general equilibrium models further reveal that recycling carbon tax revenues,
through household transfers and investments in renewable energy, can generate multiplier effects
on GDP growth and employment creation, while cushioning the regressive impacts of the tax
(Hartono et al., 2023). These findings align with international experiences, including the World
Bank (2023) assertion that the effectiveness of carbon pricing depends significantly on how
revenues are allocated, particularly when channelled toward green infrastructure and climate-
resilient development. Building on this, the macroeconomic potential of carbon pricing varies
across sectors and regions, necessitating calibrated policy interventions to optimise both
environmental outcomes and revenue performance (Kamil et al., 2023). When paired with enabling
policies, such as clean energy subsidies, regulatory certainty, and green finance instruments, carbon
pricing can unlock transformative investments, enhance fiscal sustainability, and accelerate
progress toward Indonesia’s NDC and net-zero targets.

In sum, studies suggest that carbon pricing represents a credible and scalable revenue
source for governments. When effectively designed and equitably implemented, such instruments
can bridge the climate-financing gap, support structural reforms, and reinforce the economic
rationale for a low-carbon transition. The implementation of carbon pricing in Malaysia and
Indonesia will not only create opportunities to generate significant public revenue but also enable
both nations to channel these funds strategically to meet their NDC and net-zero targets (Hartono
et al., 2023; Al-Amin et al., 2015).

Pillars of the Islamic environmental values
The six multifaceted imperatives identified in the preceding analysis are not merely secular policy
requirements; rather, they find their ultimate validation within Islamic environmental values.
Islamic teachings provide a strong ethical foundation for environmental governance, particularly
for policies aimed at preventing harm and restoring justice (Zulkifli et al., 2023; Bsoul et al., 2022;
Ramlan, 2020). The analysis of past research on Islamic environmental values identifies three core
pillars: zawhid (oneness and sovereignty), £halifah (stewardship and accountability), and mizan
(balance and justice) (Al-Qaradawi, 2022; Bsoul et al., 2022; Gueye & Mohamed, 2022; Meraj,
2016). Carbon pricing should be implemented around these core pillars to ensure that fiscal policy
remains secondary to the enduring ethical mandates of Islam.

Tawhid recognises Allah as the sole owner and sustainer of the universe. Allah® explicitly
states that humankind was brought forth to inhabit and care for the Earth:
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“It was He who brought you into being from the earth and made you inhabit it”
(Surah Hud, 11:61).

This worldview highlights the sanctity and interconnectedness of all creation. Allah¥ also
describes all living beings as communities deserving of protection:
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“All the creatures that crawl on the earth and those that fly with their wings are
communities like yourselves” (Surah Al-An’aam, 6:38).

Under the lens of fawhid, mitigating the broader impacts of climate change is a religious
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necessity. Because all creation is interconnected, the uncontrolled release of carbon in one region
violates the sanctity of the global ecosystem (Kahn et al., 2019). Consequently, carbon pricing
serves to respect this divine ownership by internalising the costs of pollution, thereby addressing
CBAM challenges as matters of international justice and shared responsibility.

The recognition of Allah’s absolute ownership through #awhid provides the ethical
foundation for the human role as &balifah, shifting the perspective from independent possession
to responsible stewardship. Environmental legislation is considered an essential component of
Islamic governance because Allah designates humans as trusted authorities over the Earth (Meraj,
2016). The Prophet Muhammad % stated:

“The Earth is green and pleasant, and Allah has appointed you as stewards over
it, so He watches how you deal with it” (Al-Naysaburi, c. 875/2007, Hadith 2742).

Allah®* granted humans the privilege to utilise the Earth, but it comes with responsibility,
and Allah®* is constantly watching human actions. This makes the sustainable management of
natural resources a strict religious and social obligation (Gueye & Mohamed, 2022). Allah explicitly
links environmental degradation to human accountability:
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“Corruption has appeared on land and sea because of what the hands of people
have earned, so He may let them taste part of [the consequence of] what they
have done that perhaps they will return [to righteousness]” (Surah Ar-Rum,
30:41).

This verse frames environmental damage as a direct consequence of irresponsible human
choices, which implies the need for corrective action (Meraj, 2016). Carbon pricing aligns with this
principle by internalising the cost of pollution and encouraging behavioural change among
producers and consumers. Furthermore, Allah® warns against the deprivation of rights and the
spread of corruption after a state of order has been established:
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“And do not deprive people of their due and cause not corruption upon the earth
after its reformation” (Surah Al-A’raf, 7:85).

This concept of stewardship firmly encourages behavioural change and the adoption of
renewable energy as core spiritual and regulatory duties. By making carbon-intensive practices
costlier, the policy discourages environmental corruption and incentivises the use of clean energy,
tulfilling the &halifah’s mandate to maintain the Earth’s reformation.

The mandate of the &balifah is essentially the duty to protect and uphold the mizan
(balance). The principle of mizan indicates that the universe exists in a state of precise harmony
and ‘due measure’ that must not be overstepped (Murad, 2010). Allah® instructs humanity to
respect this divine equilibrium:
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“And the heaven He raised and imposed the balance. That you not transgress
with the balance. And establish weight in justice and do not make deficient the
balance.” (Surah Ar-Rahman, 55:7-9).

Within this framework, carbon pricing may be understood as a practical mechanism for
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upholding the divinely ordained balance by ensuring that the true cost of carbon is adequately
internalised. It contributes to emissions mitigation by constraining industrial activities that risk
transgressing this balance. Moreover, the injunction to ‘establish weight in justice’ highlights the
importance of equitable, transparent revenue allocation to promote social equity and safeguard
vulnerable groups. In this way, carbon pricing can support economic progress while preserving
the natural order (Bsoul et al., 2022).

The delicate interdependence of all natural systems further emphasises the sanctity of this
order:
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“And the earth — We have spread it and cast therein firmly set mountains and
caused to grow therein [something] of every well-balanced thing” (Surah Al-Hijr,
15:19).

Scholars emphasise that Allah® produced every natural resource in due measure to form
an ‘infinite chain of gradation and inter-dependence,” thereby establishing delicate planetary
boundaries that humanity must never transgress (Al-Qaradawi, 2022; Haddad, 2006; Khalid, 2002).
Hence, carbon pricing and trade-related tools like CBAM are used to prevent systemic collapse.
These mechanisms help discourage fossil fuel exploitation and accelerate the transition to
renewable energy, ensuring that human progress avoids unnecessary climate risks and respects the
divine pattern of balance.

In summary, the pillars of fawhid, khalifah, and mizan converge to form a unified Islamic
environmental value that reshapes the discourse on carbon pricing in Malaysia and Indonesia. By
recognising Allah® is the ultimate owner of the FEarth (fawhid), acknowledging human
accountability for its preservation (kbalifah), and respecting the delicate limits of the natural order
(mizan), carbon pricing is elevated from a secular financial mechanism to a moral mandate. This
alignment ensures that the six practical justifications for the policy, from trade competitiveness to
emission mitigation, are not merely economic choices, but expressions of a deeper commitment
to environmental stewardship.

CONCLUSION AND RECOMMENDATIONS
Although carbon pricing may initially exert a regressive impact due to increased costs, it remains
a vital policy instrument for developing economies, including Malaysia and Indonesia. Research
highlights that the efficacy of such instruments is inextricably linked to public understanding and
acceptance. A failure to secure societal endorsement often results in policy reversals, leading to a
significant waste of the public resources invested in their development. Consequently,
comprehensive public education and social engagement are essential to shift perceptions, framing
carbon pricing not as a financial burden but as a foundational step toward environmental
sustainability. This paper establishes a robust communicative framework by critically analysing
why carbon pricing is an imperative for both nations, even amidst valid socioeconomic concerns.
The qualitative analysis demonstrates that implementing carbon pricing instruments
addresses immediate emission targets while mitigating the broader economic and health risks of
climate change. As a transformative tool, it recalibrates business and consumer behaviour,
catalysing a transition toward a low-carbon future. Strategically, the adoption of these
mechanisms aligns both nations with the global evolution of trade regulations, such as CBAM,
providing a competitive edge and preventing carbon leakage. Furthermore, carbon pricing offers
a unique opportunity for domestic revenue mobilisation, providing the necessary funds to
underpin renewable energy adoption. In essence, carbon pricing is a multifaceted strategy
designed to resolve economic, environmental, and societal challenges simultaneously.
Ultimately, this study highlights that carbon pricing in Malaysia and Indonesia is more
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than a secular mandate; it is a practical mechanism that follows the higher values of Islamic
teaching. By adhering to the principles of zawhid, khalifah, and mizan, carbon pricing becomes a
morally grounded act of governance. These pillars ensure that fiscal policy remains a subordinate
tool for protecting the sanctity of creation and fulfilling the religious obligation of environmental
preservation. However, for carbon pricing to succeed, it must be supported by rigorous fiscal and
economic policies, alongside the strategic rationalisation of non-essential spending. Without a
holistic and integrated framework, Malaysia and Indonesia risk facing wider fiscal deficits, public
opposition, and heightened inflationary pressures. Overcoming implementation barriers and
enhancing inter-agency coordination will be paramount to unlocking the full potential of these
instruments.

This study addresses a critical gap in environmental literature by moving beyond
generalised frameworks to provide a detailed, context-specific justification for carbon pricing
tailored to the unique socioeconomic landscapes of Malaysia and Indonesia. The six multifaceted
policy imperatives, together with the Islamic environmental pillars, establish a robust foundation
for ministries and future researchers to justify adopting these instruments. Furthermore, the
research contributes to enhancing public understanding by framing carbon pricing as a profound
act of stewardship rather than a mere financial burden. This shift is vital for securing the societal
endorsement necessary to prevent policy reversals. Ultimately, this paper serves as a roadmap to
align national actions with proven global initiatives, ensuring that climate policy is not only
technically sound but also culturally resonant and effective in mitigating climate change.

Future research should explore the practical integration of Islamic environmental values
into the granular design of climate policy, with a focus on the long-term implementation and public
reception of carbon pricing in Malaysia and Indonesia. Further investigation is required to
determine how the six justifications identified in this paper interact in practice, particularly how
revenue generated from carbon taxes can be most effectively channelled into wagfprojects or green
sukuk to accelerate the energy transition. Such studies will provide a data-driven roadmap for
advancing just, inclusive, and Islamic-aligned climate action. Finally, comparative analyses across
other Muslim-majority jurisdictions could enrich the global understanding of how Islamic-based
values intersect with environmental governance, offering a culturally resonant framework for
advancing just and inclusive climate action.
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