Comparison of Fossil-Fuel
Subsidy and Support Estimates
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Getting Fuel Prices Right: All organizations wish to see efficient fossil-fuel pricing. This means removing consumer and producer subsidies
for these fuels as a major step towards rationalizing energy prices, fully charging for supply costs and addressing the environmental

damages caused

by fossil-fuel use.

This primer compares efforts by international organizations to measure subsidies and other government support for fossil fuels, which
is useful for countries seeking to understand, track and manage these incentives. For the most part, these measures focus on direct fiscal
incentives. However, the International Monetary Fund's measure of “post-tax subsidies” also includes support implicit in the failure to charge
for environmental damages and other consumption externalities and from exempting fuels and electricity from general consumption taxes.

Estimates of fossil-fuel subsidies also differ for the following reasons:

= the estimates often cover different types of support (which, due to their different effects and nature, need to be measured using
different techniques);

* the coverage of the estimates, notably which countries and fuels are included;

* time periods covered differ.
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The Inventory Approach

The OECD's approach involves constructing an inventory of government support policies affecting the production and consumption of fossil
fuels. Its approach derives from the Producer Support Estimate and Consumer Support Estimate (PSE-CSE) framework that it also uses for
agriculture. This framework allows for the estimation of transfers that are observable through deviations in internal prices from international
reference prices. However, given that the prices of fossil fuels in most OECD countries are at least as high as an international reference price,
the Inventory does not currently include estimates of market transfers (see “The Price-Gap Approach,” below). The number of measures
applied across its 34-country membership is large, and in producing its first set of estimates choices had to be made about where to
set the boundaries. Currently, for example, the OECD Inventory includes only budgetary transfers and tax expenditures. It is developing
a method for estimating risk transfers (such as those provided through loan guarantees and concessional loans and insurance), and the
subsidy element of equity capital injected into state-owned enterprises. These improvements are expected to increase the overall magnitude
of reported subsidies. In contrast with the work done by other organizations, the OECD has also included a number of measures applied by
sub-national jurisdictions. The OECD's estimates are derived mainly from publicly available data reported by the respective governments.
Tax expenditures benefitting consumers refer mainly to reductions or exemptions from VAT and fuel excise taxes.

The Price-Gap Approach

The price-gap approach estimates the gap between domestic fuel prices and reference prices (the “price-gap”). If the domestic price is
lower, a consumption subsidy is deemed to exist. The IEA and IMF use this method within the studies compared within this document and
use international fuel prices within the reference price. The calculation of reference prices for electricity is based on the cost of production,
transmission and distribution of electricity in individual countries. This method is also used for fossil-fuel exporting countries, which means
the subsidy represents the opportunity cost of selling fuels at below-market prices domestically, rather than a measure of direct expenditure.
Using the price-gap approach alone is useful in order to enable comparisons among countries where the main form of support is through
administrative pricing or export restrictions, but it does have some draw-backs.* For example, a price-gap analysis will not reveal producer
subsidies that arise when energy producers are inefficient and make losses at benchmark prices nor consumption subsidies provided
through, for example, fuel vouchers or other payments made directly to low-income households.

* Koplow, D. (2009), Measuring Energy Subsidies Using the price-gap approach: What does it leave out? (Winnipeg, MB: 1I1SD).
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Figure 1: Comparison of subsidy or support estimates

More detailed information on different methods can be found at:
IEA: www.worldenergyoutlook.org/resources/energysubsidies

IMF: http://www.imf.org/external/np/exr/bforums/2013/energysub/
OECD: http://www.oecd.org/site/tadffss/

GSI: http://www.iisd.org/gsi/

International
OECD

BETTER POLICIES FOR BETTER LIVES

4
Global
G S I Subsidies
Initiative

iea



www.worldenergyoutlook.org/resources/energysubsidies
http://www.imf.org/external/np/exr/bforums/2013/energysub
http://www.oecd.org/site/tadffss
http://www.iisd.org/gsi

