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Outline of Presentation 



• Talked about Fuel Subsidies in Indonesia (1:35) 
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Indonesian President “Jokowi” Speech in APEC CEO 
Summit, 2014 in Beijing 

Source: Apec Secretariat, 2014 



• On 17th November our 
President announce the 
increasing of fuel “Premium” 
and “Solar” price 
 

• Fuel “Premium” 
     IDR 6,500 (0,53 US $) 
     IDR 8,500 (0,69 US $) 
 
• Fuel “Solar” 
     IDR 5,500 (0,44 US $)             
     IDR 7,500 (0,61 US $) 

4 

Indonesian President “Jokowi” Announce The 
Increasing of Fuel Prices 

Source: http://news.detik.com/read/2014/11/17/211635/2750936/10/jokowi-umumkan-kenaikan-harga-bbm-premium-rp-8500-liter 
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What is Energy Subsidy? 
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Lowers the cost of energy production 

Raises the revenue of energy producers 

Lowers the price paid by energy consumers 

Source: IISD,  2013 
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Why Subsidized Energy? 

• Policy-makers often justify 
energy subsidies with the 
argument that they contribute 
to economic growth, poverty 
reduction and security of 
supply 

• subsidies can be important in 
promoting social welfare and 
addressing market failures 

• artificially low prices 
potentially discourage energy 
conservation, and fossil fuel 
subsidies are a disincentive to 
shifting to cleaner sources of 
energy 

• moreover, the benefits of 
energy subsidies typically 
accrue to wealthier classes of 
citizens, as they use more 
energy 

Source: IISD,  2013 
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Impact of Subsidies for Economic Development 

Increased energy imports 

overconsumption of subsidized energy leads to an increased demand for 
imported fuel and a reduction in the amount of domestically produced 
energy available for exports. 

Fuel Price volatility and government financing 

large subsidies on imported oil make Indonesia’s fiscal position 
highly vulnerable to changes in global energy prices.  

Source: IISD,  2013 
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Central Government Expenditure in 2013 

Source: IISD,  2014 
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Fuel and Electricity Subsidy Expenditure, by product, quarterly, 
2009-2014 (in IDR Trillion) 

Source: IISD, 2014 
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Impact of Subsidies for Economic Development 

Investment 

for energy providers such as petroleum refining facilities or electricity generators, 
regulated prices reduce the incentive to invest in new capital, due to lower 
expected returns. 

Alternative energy competition 

artificially low prices for fossil fuels make it harder for alternative energy sources 
to compete commercially. 

the price disparity created between subsidized and non-subsidized products can 
create a strong incentive for illegal practices such as fuel smuggling and diversion 
to unintended recipients. 

Corruption and smuggling 

Source: IISD,  2013 
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Share of Subsidized Gasoline Consumption Attributed to 
Commercial and Private Consumers 

Source: IISD,  2013 
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Distribution of Fuel Subsidies Across Indonesian Households 

Source: IISD,  2013 
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Regional Allocation of Subsidized Fuel 

Source: IISD,  2013 



• Energy subsidies encourage excessive consumption and 
reduce incentives for energy efficiency.  

• The logical consequences of high fossil fuel consumption are 
greater greenhouse gas emissions, local air pollution and 
resource depletion. 

• Removing fuel subsidies would reduce national CO2 emissions 
by 5.79 per cent by 2020. 
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Impact of Subsidies in Environmental Sector 

Source: IISD,  2013 
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Impact of Subsidies Removal 

High-Income 
Groups 

Rural Poor 
People 

Urban Poor 
People 

these groups would 
most likely reduce their 
overall consumption in 
the short term in order 
to manage higher fuel 

prices. 

the poor would be the most 
vulnerable, particularly 

those living with or below 
the minimum regional 

salary. In general, rural and 
lower-income groups 

consume a larger portion of 
agricultural goods, whose 

price is less sensitive to 
changes in fuel price.  

The urban poor  
vulnerability more 

likely caused by 
utilities (such as 

electricity) and their 
employment is 

capital-intensive 
(i.e., it relies on 

energy-intensive 
machinery). 

Source: IISD,  2013 



…In the longer term, a higher petroleum price is 
unlikely to have harmful effects on the poor 

because it would be compensated by the economy-
wide benefits of subsidy reduction: improved fiscal 

sustainability, increased social spending by the 
government, more efficient allocation of resources 

and increased investment… 
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Impact of Subsidies Removal 

Source: IISD,  2013 
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International Experience on Pricing Mechanism 

Jordan 

Prices for petroleum products 
rose between 33 per cent and 76 
per cent from 2005 to February 
2008 (when most had reached 

international parity). 

Turkey 

an automated pricing mechanism was 
introduced in 1998 and allowed refineries 
to make a profit. In 2005 prices were fully 

liberalized across the sector and state 
refining and oil distribution companies 

were privatized. 

Subsidies for transport fuels 
were eliminated progressively 

over a three-year period. 

Lesson(s) 
Price liberalization is the best option 
to eliminate subsidies, but it requires 

oversight to be fully effective. 

Source: IISD,  2013 
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International Experience on Social and Economic Mitigation: 
Ghana 

• When fuel prices were raised in Ghana in 
2005, the government provided a range of 
compensation schemes. 

• Eliminating fees for state-run primary and 
secondary schools 

• Increasing the number of public-transport 
buses  

• Putting a price ceiling on public-transport 
fares 

Lesson 

a comprehensive package of policies based on existing capacity can 
be put together to mitigate economic and social impacts of subsidies 

removal 

• Channeling extra funds into a health-
care scheme for poor areas 

• Raising the daily minimum wage 
• Starting rural electrification 

programs  
• Purchasing essential equipment for 

workers. 



Design Element Indonesia Iran  Mexico 

Delivery 
Mechanism 

• an energy 
compensation 
card was issued to 
identify 
beneficiaries. 

• the disbursement 
was either directly 
or through 
community 
leaders. 

• Post offices were 
used for delivering 
the transfers. 

• transfers made directly 
into specially created 
bank accounts. 

• the amount was 
transferred in advance 
but was kept frozen 
until the date of price 
increase. 

• banking infrastructure 
was expanded and 
upgraded to facilitate 
the transfer. 

• transfers were 
initially made in 
cash through 
dedicated 
distribution 
centers.  

• this has changed 
since 2003, as the 
program is shifting 
towards debit 
cards. 

• transfers are made 
to the female 
heads of the 
households. 
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Social and Economic Mitigation: Cash Transfer Programs 

Source: IISD,  2013 



Design Element Indonesia Iran  Mexico 

Monitoring & 
Evaluation 

• rapid appraisal of 
the program in 
2005 and 2008. 

• cases of illegal 
diversion of funds 
towards non 
eligible 
beneficiaries were 
reported. 

• absence of a 
dedicated 
complaint 
registration unit 
for the program. 

• no formal model has 
been introduced but 
there seems to be a 
proactive response from 
the government in 
addressing the 
problems as they arise. 

• rapid assessments 
have been carried 
out at key stages. 
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Social and Economic Mitigation: Cash Transfer Programs 

Source: IISD,  2013 



21 

Complementary Program Related Subsidy Cases in Indonesia 

2003 2005 2008 

Sector/ 
Program 
Titles 

1. food (rice for the poor) 
2. healthcare 
3. social 
4. education 
5. religion 
6. transportation 
7. Water 
8. small business 
9. Coastal community     
     empowerment 
10. unemployment 
11. Contraception 

1. education 
2. healthcare 
3. village  
    infrastructure 
4. unconditional   
    cash transfer 

1. food (rice for the poor) 
2. unconditional cash  
     transfer  
3. small businesses interests  
     rate support 
4. educational support for 

the children of lower rank 
civil servants and Military 
men 

Program 
Fund 

$519 million $1.87 billion $1.99 billion** 

Source: IISD,  2013 
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Developing a Strategy to Enable Energy Reform 

Governance Communication 
Monitoring and 

Adjustment 

Good governance is 
fundamental to energy 

subsidy reform. Without 
good governance, claims 

that subsidy spending 
will be redirected in a 
fair and equitable way 

will lack credibility. 

Information campaigns are 
an important element of any 

successful subsidy reform 
strategy. Public 

understanding and 
acceptance of changing fuel 
prices can be encouraged by 

regularly publishing 
information. 

market-based pricing 
overseen by 

independent bodies 
that regulate 

competition and 
transparency 

regarding fuel prices 

Source: IISD,  2013 



• Indonesia spend a lot of budget in energy subsidy, particularly in fuel 
subsidy 

• Overwhelming evidence suggests that most of the subsidies-likely to 
be worth over IDR 137 trillion ($15 billion) go to the well-off  

• However, removing fuel subsidy has big impact to the basic needs, 
particularly for poor people, both in urban and rural area 

• Lesson(s) from international experience: pricing mechanism & social 
and economic mitigation are important factors in the removal of 
energy subsidy 

• Governance, communication and monitoring and adjustment are 
several strategies that can be used to enable energy reform 
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Preliminary Conclusion 
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