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Introductory Note  
by the Chief Economist of the 
Eurasian Development Bank

I am pleased to  present the report “Carbon pricing 
policy opportunities in  Central Asia and  Azerbaijan”, 
a joint product of the CAREC Institute and the Eurasian 
Development Bank. 

The carbon pricing is a tool for reducing emissions and thus 
aligning with the objectives of  the Paris Agreement. 
An increasing number of countries are considering carbon 
pricing as a key tool in achieving their climate-related 
targets. Incidentally, while we were drafting this paper, five 
additional carbon pricing instruments came into effect. 
For those who are still catching-up, the delays could have 
a negative impact on long-term competitiveness, as many 
jurisdictions — not only EU — are considering taxation on 
carbon-intensive imported goods. 

Emission trading schemes and carbon taxes generate additional revenue — over 
$100 billion per year globally. This is a double-edged sword. On the one hand, this 
revenue can be allocated into green projects. On the one hand, this is a quasi-tax 
imposed on producers, visibly skewed towards developing countries. This way or 
another, this is a reality exporters and producers have to live with. 

Developing economies all over the world  — and  in the EDB zone of  operations 
as well — want to grow not only sustainably but also rapidly. This dual task requires 
industrialization and growing exports. Thus, working with the issue of carbon pricing 
is necessary. The countries of Central Asia and Azerbaijan that fall within the scope 
of this research account for only about 1% of global greenhouse gas emissions. They 
all address the carbon pricing dilemma in different ways. Some of them consider its 
implementation in the long-term, while others are concerned about the potential 
downsides for  the economic growth. In some cases, carbon pricing is already an 
integral part of national climate policy landscape, while in others, climate adaptation 
instruments are prioritized over mitigation. The global benchmarks recommend a wide 
range of carbon prices, from $25 to $120 per tonne of CO2. 

Evgeny Vinokurov,  
Vice Chairman and Chief Economist, 
the Eurasian Development Bank
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This turns the exercise of carbon taxation into a complex equation with many unknowns. 
There is no universally applicable approach to carbon pricing. This is a challenge that 
requires coordination of numerous stakeholders’ interests and alignment with the 
broader national strategies. 

This report provides a comprehensive overview of the prerequisites for  introducing 
carbon pricing, as well as the key enablers and barriers that should be considered. 
It outlines a number of factors shaping readiness assessment tool and demonstrates 
its actual use in the context of the Central Asian countries and Azerbaijan. The paper 
provides recommendations for policymakers that can facilitate further discussion on 
tailor-made carbon pricing policies and instruments and assist in preparatory work. 
Based on the country-specific conditions, it is possible to determine an appropriate 
policy mix. This will enable achievement of climate targets while using the existing 
advantages and ensuring that socio-economic development is not compromised. 

The Eurasian Development Bank is committed to promoting balanced green growth. 
We  are therefore interested in  research, technical assistance and  investment 
opportunities that have the potential to stimulate low-carbon industries. This is our 
first report dedicated to the prospects of carbon pricing in Central Asia and Azerbaijan, 
as well as the first report prepared in cooperation with the esteemed CAREC Institute. 
We hope that this research will generate new ideas, encourage collaboration, and help 
our member states and other countries. 
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Foreword  
by the Director  
of the CAREC Insitute

I am pleased to  present the report “Carbon pricing 
policy opportunities in  Central Asia and  Azerbaijan”, 
a  joint product of  the Eurasian Development Bank 
and the CAREC Institute. 

Carbon pricing has emerged as  one of  the most 
effective and  timely policy instruments to  align 
economic growth with environmental sustainability. For 
the CAREC region, where countries face diverse energy 
structures and development needs, advancing carbon 
pricing is not only an environmental imperative but also 
a strategic economic opportunity. It enables member 
countries to accelerate their transition to  low-carbon 
pathways, mobilize green investments, and  integrate 
more effectively into global markets that are increasingly 
guided by carbon regulations.

This report highlights several important findings. First, the Central Asia and Azerbaijan 
have already taken steps toward climate policy and carbon pricing readiness, but 
implementation remains uneven and  at an early stage. Energy systems remain 
carbon-intensive, and current policies are not sufficient to achieve long-term climate 
commitments. Second, there is clear potential for both domestic and regional action. 
Introducing carbon pricing can help reduce emissions cost-effectively, generate 
fiscal revenues to  support just transitions, and  send the right signals for  private-
sector innovation. Third, international experiences show that well-designed carbon 
pricing—adapted to national circumstances and coordinated across borders—can also 
enhance competitiveness, ensure social equity, and unlock green growth opportunities 
in Central Asia and Azerbaijan.

The report recommends that Central Asia and  Azerbaijan can strengthen their 
institutional readiness for carbon pricing, enhance data and monitoring systems, 
and  adopt gradual but credible pricing trajectories. It also emphasizes the 
importance of complementary measures, such as energy subsidy reforms, targeted 
support for  vulnerable groups, and  investments in  renewable energy and energy 
efficiency. Regional collaboration—through knowledge exchange, capacity building, 
and potential carbon market linkages—can amplify the impact of national actions.

Charymuhammet Shallyyev,  
Director, CAREC Institute
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The CAREC Institute remains deeply committed to supporting our member countries 
in  advancing climate-related priorities. Through evidence-based policy research, 
analytical tools, and tailored capacity-building programs, we will continue to work 
with governments, private sector partners, and development organizations to build 
pathways toward low-carbon, climate-resilient economies. This report is part of our 
broader commitment to provide timely knowledge solutions, foster policy dialogue, 
and strengthen regional cooperation in addressing one of the most pressing challenges 
of our time.
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Executive Summary

1.	 Carbon pricing is one of the most powerful climate-related policy instruments 
to  reduce carbon emissions in a flexible way. While serving its primary goal 
of  climate change mitigation, when implemented effectively it  can also 
generate revenue that can be reinvested to  promote green technologies 
and provide market participants with more clarity and predictability about 
emissions levels, supporting long-term planning and decision making. Initially 
more widespread in high-income economies, carbon pricing mechanisms are now 
also increasingly being adopted in middle-income countries, reflecting a global 
shift toward more inclusive climate engagement. As of 2024, 75 carbon pricing 
instruments (CPIs) are operational worldwide, highlighting the instrument’s 
versatility and applicability in different economic contexts (World Bank, 2024). 
More interest to carbon pricing could be expected amid the recent progress made 
at COP29 around the international carbon trading rules. 

2.	 The deployment of  CPIs presents significant challenges, as  it requires 
robust policy and regulatory frameworks as well as  institutional capacity. 
Effective administration, monitoring, rules-setting mechanisms, defined targets 
and timelines are critical to achieving emissions reduction. Equally important 
is the support of stakeholders, as public perception of carbon pricing could be 
mixed.

3.	 The share of countries of Central Asia (Kazakhstan, Kyrgyzstan, Tajikistan, 
Turkmenistan, and  Uzbekistan) and  Azerbaijan in  global greenhouse gas 
(GHG) emissions is very small (1.4%), with Kazakhstan and Uzbekistan having the 
highest share in the region (0.73% and 0.32%, respectively) (IEA, 2024). The share 
of these countries in global GDP and population is even smaller: 0.87% and 1.08%, 
respectively. In terms of carbon intensity per GDP, Turkmenistan has the highest 
value among the countries considered (0.60 kg CO2 per USD). Although these 
ratios may seem negligible on a global scale, the region’s collective contributions 
could play a crucial role in global climate efforts and sustainable economic growth.

4.	 The energy sector is responsible for the largest share of carbon emissions 
in  all countries of  the region except Kyrgyzstan and  Tajikistan, where 
agriculture is the largest emitting sector. Azerbaijan, Kazakhstan, Uzbekistan, 
and  Turkmenistan have a  larger footprint due to  their dependence on coal 
and  natural gas for  power generation, industry, and  transportation, while 
Kyrgyzstan and  Tajikistan have the largest share of  renewables in  power 
generation — 67.9% and 87.2%, respectively (IEA, 2022). This sharp contrast reflects 
the region’s economic diversity and  emphasizes the importance of  context-
specific climate policies.



11Executive Summary

	↓ Figure A. Emission Intensity of GDP, 2018–2021, kg CO2 per USD
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	↓ Figure B. Electricity Generation Sources, %
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5.	 Central Asian countries and  Azerbaijan are actively integrating climate-
related provisions in  their policies, considering international agreements 
and tailoring best practices to national conditions and priorities. All countries 
in the scope of this research have developed Nationally Determined Contributions 
(NDCs). The countries also recognize development and expansion of renewable 
energy sources as priorities of climate policy. Kazakhstan and Kyrgyzstan have 
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taken decisive action by committing to net-zero emissions targets, showcasing 
their ambition to  lead the climate agenda in the region. Tajikistan carved out 
a unique approach, being the only country in  the scope of  this research that 
prioritizes adaptation over mitigation, addressing its vulnerability to  climate 
impacts.

6.	 CPIs are considered to be a power tool to meet the NDCs, and also a source 
of additional revenue contributing to the strength of national budgets. By pricing 
carbon, governments can encourage markets to  reduce emissions and  build 
a financial base for climate technologies and sustainable development initiatives. 
According to the IMF, the current mitigation policy mix in Azerbaijan, the Kyrgyz 
Republic, and Kazakhstan may not be sufficient to curtail emissions to their target, 
while Uzbekistan and Tajikistan appear to be on track to meet their unconditional 
commitments (IMF, 2023). The IMF assesses that the weighted average NDC 
emissions target in the Caucasus and Central Asia can be met with a uniform 
US$25 per tonne of CO2 carbon tax on average, which could generate about 
2.6% of GDP in revenue in the Caucasus and Central Asia (for example, almost 
3% of GDP in Turkmenistan and Uzbekistan) (IMF, 2022). Nevertheless, the possible 
downsides for businesses and households from introducing the carbon tax of this 
value should be also considered case by case.

	↓ Figure C. Potential Carbon Tax Revenue, % of GDP, 2030
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7.	 Although all the countries in the scope of this research have pledged to reduce 
emissions, their approach, willingness, and  readiness to  move to  specific 
CPIs are strikingly different. Among these nations, only Kazakhstan has a CPI 
in place. Azerbaijan signaled the development of a Zero Emissions Development 
Strategy that could include carbon tax as  an incentive. Uzbekistan is taking 
incremental steps towards carbon pricing by building the necessary infrastructure 
and institutions. The reasons for both common and different practices lie in the 
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diverse economic structures and  GHG emissions profiles, when some factors 
defining the country’s readiness to  introduce carbon pricing require additional 
examination prior to decision-making, ensuring that future CPIs are both feasible 
and impactful.

8.	 The Readiness Assessment Tool was developed to assess a number of factors 
that could influence the importance of carbon pricing for achievement of a 
national climate target, the country’s readiness for fiscal climate regulation, 
and the potential effectiveness of such an instrument in the national context. It 
includes such country-specific criteria as economic and emissions profiles, climate 
policy focus and level of NDC, current policy gaps and overlaps, Measurement, 
Reporting, and Verification (MRV) systems, the existing carbon markets track 
record, institutional capacity, and efficiency of stakeholder engagement.

9.	 Analysis of the Central Asian countries and Azerbaijan demonstrates that CPI 
could not be considered as a “one-size-fits-all” approach, underscoring the 
need for tailored strategies to maximize the value and impact they would 
generate for the country.

	• Azerbaijan is more integrated into international trade, and is taking some efforts 
to join carbon markets. Using the momentum of being a COP29 host country, 
Azerbaijan could consider fiscal carbon measures to raise the competitiveness 
of its exports and pave the way for further diversification of its carbon-intensive 
economy.

	• Kazakhstan is a unique example of a country that already has a CPI in the form 
of the emission trading system (ETS). The country’s low-carbon ambitions prove 
that carbon pricing is justified for its importance, efficiency, and readiness; it is 
considered a key element of carbon regulations; and the country will follow the 
path of further adjustment of its CPI.

	• Kyrgyzstan has a unique intention to create a vision of a “negative emissions” 
country. Considering the country’s energy mix and  its ambition to  further 
increase RES generation, introduction of  CPI is not a  binding requirement 
for the country to achieve its climate commitments. Kyrgyzstan lacks internal 
prerequisites for CPI implementation, but could use opportunities of carbon 
markets and other sources of international funding to support decarbonization. 

	• Tajikistan is the region’s lowest CO2 emitter and  prioritizes adaptation over 
mitigation, given its acute vulnerability to climate change effects. The country 
also has opportunities for green growth that are sufficient to  reach its NDC 
and could be beneficial in the international carbon markets. Nevertheless, the 
country acknowledges the need to gradually reduce energy subsidies that hamper 
investment in clean technologies.
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	• Turkmenistan is the largest emitter of GHGs relative to GDP in the Central Asia, 
and does not plan to raise its climate mitigation ambitions, prioritizing economic 
growth. Introduction of CPI could be considered as a beneficial, but premature 
measure, since the country lacks the initial elements of  climate regulation. 
Gradual phase-out of fossil fuel subsidies, which are the highest in the world, 
could be a significant prerequisite for efficient climate policies.

	• Uzbekistan has most prerequisites for  efficient carbon pricing in  place, 
and  introducing CPI could be considered as  a reasonable next step on the 
country’s low-carbon development path. Moreover, the country has some 
experience in the global carbon trade and is already establishing its MRV system, 
which would provide assistance in future CPI implementation.

10.	 According to the common and different features of the countries in the scope 
of this research, as well as the challenges that could arise when designing carbon 
policy, the following steps can be recommended when considering introduction 
of a CPI: 

	• First, to conduct a readiness assessment to identify the level of development 
of  the carbon pricing policy, mechanisms and  instruments, and  technical 
readiness required in  each country. This stage also includes establishing an 
institutional MRV system that would be beneficial to any climate policy. A country 
should also assess how fossil fuel subsidies could be gradually phased out while 
also ensuring safety net to the most vulnerable population. 

	• Second, if the preparatory work indicates a need and readiness of a country 
to implement CPIs, carbon pricing enablers should be strengthened. This stage 
could include alignment of carbon pricing policies with complementary country’s 
policies as  well as  harmonization of  the CPI frameworks with the national 
and  regional context. It is also important to  provide institutional capacity-
building for efficient carbon pricing, as  it requires additional efforts and skills 
for administration. Additionally, stakeholder engagement and public awareness 
to gain public buy-in will secure longer-term policy stability.

	• Third, regardless of  whether carbon pricing is considered premature or 
unnecessary at the current stage of climate policies, a country could still unlock 
a wide range of complementary instruments to promote low-carbon growth. 
These instruments could include feed-in-tariffs incentivizing renewable energy 
investments, mechanisms for  emission reduction or tradable carbon credits, 
and international funding opportunities via development banks, funds, and other 
agencies. Such tools could serve as  effective transitional decarbonization 
measures that would be added to future carbon pricing systems.
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