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Fossil fuel subsidies in a nutshell
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Energy subsidies support:
• Access to energy (distributional issues)
• Energy security
• Domestic production

Certain energy subsidies (fossil fuels) can produce negative externalities:
• Environmental costs (e.g. air pollution, Increased GHG emissions)
• Increasing burden for government budgets
• Decreasing competitiveness of key and low carbon industries.

Reasons to remove fossil fuel subsidies:
• Opportunity to tackle environmental and public budget problems at 

the same time
• Additional ancillary benefits of fossil fuel subsidy removal

(Whitley, S. and van der Burg, L., 2015)

Data issue: Not always easy to quantify them correctly: IEA price-gaps 
methodology to estimate subsidy (difference between the observed 
international and domestic price)
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Overview on fossil fuel subsidies
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The IEA’s latest estimates indicate that fossil-fuel consumption 
subsidies worldwide amounted to $493 billion in 2014, $39 
billion down on the previous year, in part due to the drop in 
international energy prices, with subsidies to oil products 
representing over half of the total. Still substantive share of 
national GDPs
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Benefits of phasing out subsidies
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Fossil fuel subsidy phase out: win-win economic option:

1) Environmental benefits - reduction of GHG emissions

2) Economic benefits – remove market distortion and 
alleviate burden on public finance

There is however a distributional issue: 

3)    Fossil fuels subsidy used as tool to help poors to meet 
their basic energy needs

Quantification?

So far research has mainly focused on the first two issues 
using in particular general equilibrium models. 
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Global benefits
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Study Income or GDP 
increase (Global)

Change in CO2 emissios
(Global)

Burniaux et al. (2011,2014) 0.3% higher in 2050 -10.0% wrt BAU in 2050

Burniaux et al. (2009) 0.2% higher in 2050 -13.0% wrt BAU in 2050

OECD (2000) 0.1% by 2010 - 6.2% wrt BAU in 2010

Saunders and
Schneider, 2000

NA - 1.1% wrt BAU in 2010

IEA (1999) NA 4.6% decrease

Burniaux et al. (1992) 0.7% per year to 2050 - 6% wrt BAU in 2000 
- 18% wrt BAU in 2050

Larsen and Shah
(1992)

NA - 5% wrt BAU in 2020

Source: Ellis (2010) and Merill et al. (2015)



PRESENTATION
TITLE 

Environmental and economic benefits
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In 2013, Indonesia was the 7th  country with highest Fossil 
Fuel Subsidies (FFS)
USD 29 billion and around 3% of GDP

Motivations to phase out FFS
• Economic efficiency: FFS induce wasteful energy use, pressure on 

public finance and on current accounts 
• Environmental consequences: FFS determine higher energy 

consumption and pollutant emissions which affect climate and air 
quality

• Equity: FFS are an inefficient way to redistribute wealth toward the 
poor

Concerns to phase out FFS
• Risk of adverse impact on the poor layers of the population 

Impacts of fossil fuel subsidy reform in 
Indonesia (Durand-Lasserve et al., 2015) (1)
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Methodology 
A quantitative assessment of the distributional implications of FFS 
phase out in Indonesia is performed enhancing ENV-Linkages General 
Equilibrium model (Chateau et al., 2014) with data from IFLS4 
household survey (Strauss et al., 2009)

Scenarios
A gradual phase out of energy consumption subsidies in Indonesia from 
2012 to 2020 is envisioned  under 3 alternative redistribution schemes:

1. Cash transfers: unconditional cash payments on a per-household 
basis

2. Food subsidies: increase of subsidies for food and agricultural 
purchases of households

3. Labour support: payments to households proportional to  labour
income in the formal sector

4. A multilateral phase out of energy consumption subsidies with cash 
transfers

Impacts of fossil fuel subsidy reform in 
Indonesia (Durand-Lasserve et al., 2015) (2)
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Results
The phase out of FFS determines a positive impact on Indonesian GDP 
(+0.4 to +.7% in 2020 w.r.t. baseline) and a  ~8% reduction of GHGs 

Impacts of fossil fuel subsidy reform in 
Indonesia (Durand-Lasserve et al., 2015) (3)

Equivalent income variation by income percentiles (% change wrt baseline)

Cash transfers are the best way to achieve an efficient and equitable 
phase out of FFS



PRESENTATION
TITLE 9

- Subsidies for fossil fuel production and consumption are estimated to 
account for 3% of GDP on average in developing countries. These 
subsidies encourage excessive consumption of energy, tend to benefit 
high-income households and create a significant fiscal burden in many 
countries. 

- Countries as diverse as Indonesia, Ghana, and Ethiopia have 
implemented fossil fuel subsidy reform with the savings redirected to 
address human development priorities such as health and education. In 
Kenya, the government was able to improve the country’s electricity 
network due to the increased resources from subsidy removals.  

- Examples of failed fossil fuel subsidy reform show that more effort is 
needed to build support for reform from key constituencies, to get energy 
prices right and to manage the impacts on different social strata and in 
particular on vulnerable groups.

Summing up (1)
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- Fossil fuel subsidy reforms are often regressive. Mitigation
measures are needed to protect vulnerable groups (the government
of Indonesia, for example, introduced subsidized health care, a
subsidized rice program, village infrastructure projects and
scholarships as compensation measures to cushion the poor against
inflation shocks as a result of fossil fuel subsidy reform)

- Overlap with other policies may reduce the policy mix
effectiveness (e.g. the EU 20-20-20 package)

- Political acceptability of fossil fuel subsidy reforms might be
higher if they are introduced as part of broader fiscal reforms or
overall energy sector reforms.

Summing up (2)
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1. Carbon taxes are efficient instruments to mitigate GHG
emissions. Tax revenues can be used to increase
expenditure on infrastructures. This policy mix performs
better than other ways of funding expenditure for
infrastructures;

2. Spending in pre-emptive adaptation to climate change
improves public debt sustainability by reducing future
expenditures and stimulating economic growth;

On environmental fiscal reforms
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Thank you!
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