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Tax incentives for fuel-efficient vehicles to reduce fuel consumption

In attempt to reduce its dependency on imported oil and a large fuel-subsidy bill, the Indonesian government
recently launched several initiatives to reduce consumption. The latest policy, Government Regulation
No.41/2013, encourages the use of energy-efficient vehicles in Indonesia’s fast-growing automotive market.

The regulation introduced a new classification of vehicle in Indonesia, the so-called ‘low-cost green car’ (LCGC),
and provides tax incentives on several types of vehicles that are considered energy efficient and affordable. The

policy levies progressively lower sales tax on vehicles with smaller engines (see Table 1).

Table 1. List of Tax Incentives for the ‘Low-Cost Green Car' Policy

Tax Incentive Vehicle Type

Sales Tax on Luxury Goods Any motor vehicles using advanced diesel/petrol engines, dual petrol gas
(PPnBM) applied to 75 engines (with converter kit to CNG/LGV), biofuel engines, hybrid engines, CNG/
percent of the vehicle's sales LGV dedicated engines, with a fuel consumption less than 20 kilometer until 28
value. kilometer per liter, or any other fuel type with equivalent fuel consumption ratio.
Sales Tax on Luxury Goods Any motor vehicles using advanced diesel/petrol engines, dual petrol gas engines
(PPnBM) applied to 50 (with converter kit to CNG/LGV), biofuel engines, hybrid engines, CNG/LGV
percent of the vehicle's sales dedicated engines, with a fuel consumption more than 28 kilometer per liter, or
value. any other fuel type with equivalent fuel consumption ratio.

Zero percent Sales Tax on 1. Vehicles with 1,200cc engine, and fuel consumption at minimum 20

Luxury Goods (PPnBM) kilometer per liter, or any other fuel type with equivalent fuel consumption ratio.

or;

2. Vehicles with 1,500cc engine, and fuel consumption at minimum 20
kilometer per liter, or any other fuel type with equivalent fuel consumption ratio.

Source: Government Regulation No. 41/2013.

The government believes that the integration of the ASEAN Economic Community (the regional process that
ASEAN members are trying to complete by 2015) will increase automotive sales, and expose the Indonesian
market to more foreign automotive products, as well as opening up neighboring markets to Indonesia. The
government sees this as an opportunity to expand the domestic automotive industry. The Ministry of Industry
has set a target of 120,000 domestically produced LCGCs by 2014, with 15 to 20 percent of that number destined
for export (Detik.com, 2013).
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Several car producers, such as Toyota, Honda, Nissan, Suzuki, and General Motors are said to be developing
capacity to produce LCGCs in Indonesia. Some of the producers have already introduced LCGC cars onto the
Indonesian market, with prices around Rp100 million (US$10,256) or below. So far, these vehicles have been well
received. Toyota Astra Motor claimed to have sold 17,272 units of its new LCGC line, Agya, in the first week since
it was launched at Indonesia International Motor Show in September 2013 (Tribunnews, 2013).

The popular Governor of Jakarta, Joko Widodo, has criticized the policy, noting that it will exacerbate Jakarta's
already notorious traffic problems (Tempo, 2013a). Vice Governor of Jakarta, Basuki Tjahaya Purnama, also
expressed concern over the flow of cheap cars into the market. He has suggested an additional income tax for
individuals who own several motor vehicles. However, Basuki also noted that the provincial government of Jakarta
does not have an authority to decide such measures (Gatra, 2013).

The LCGC policy has also drawn criticism for not clearly demonstrating how it will contribute to a reduction

in fuel consumption, especially subsidized fuel. For example, Tulus Abadi, the Member of Executive Board of
Indonesian Consumer Association and Member of Jakarta Transportation Council, argues that the cheap car
policy will increase the demand for subsidized fuel instead of decreasing it (Sindonews, 2013a).

Other efforts announced to reduce consumption of subsidized fuel

For several years the government of Indonesia has also experimented with Radio Frequency Identification (RFID)
technology as a means to monitor and reduce the consumption of subsidized fuel. The RFID equipment is able
to scan the vehicles that are eligible to purchase subsidized fuel, and to determine the quota for that vehicle.
However, the RFID is still not effectively operating due to several technical issues in importing and installing the
equipment.

To tackle the problems in installing the RFIDs, the Minister of Energy and Resources, Susilo Siswoutomo,
announced on 24 September another initiative, dubbed ‘cashless transaction’, in which ATM cards would be
required to purchase subsidized fuel. That would create a record of every purchase, which could then allow

for limits to be set on the purchase of subsidized fuel by individual bank accounts. The institutions planned to
manage this mechanism are PT Pertamina and BPH Migas (Tempo, 2013b). The government is still discussing the
plan to implement this policy with relevant agencies, especially with Bank of Indonesia.

The government argues that the method is feasible because the share of the population with bank accounts is
reasonably large (Tempo, 2013c). Research by Lembaga Riset Teleatika Sharing Vision indicates that 68 percent
of Indonesians do not have bank accounts. Although there is positive growth of access to banking services, it is
concentrated only in big cities (Tempo, 2013d).

Another plan is to create a specific card to purchase subsidized fuel. This plan requires consumers to register
their vehicles at gas stations to obtain the card, which subsequently will record the purchase from that individual
vehicle (Inilah.com, 2013).

The cashless transaction method is to be introduced in 2014 in Bali (Sindonews, 2013b).
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Published by the International Institute for Sustainable Development.

International Institute for Sustainable Development

Head Office

161 Portage Avenue East, 6th Floor, Winnipeg, Manitoba, Canada R3B 0Y4
Tel: +1 (204) 958-7700 | Fax: +1 (204) 958-7710 | Web site: www.iisd.org

About IISD

The International Institute for Sustainable Development (IISD) contributes to sustainable development by advancing
policy recommendations on international trade and investment, economic policy, climate change and energy, and
management of natural and social capital, as well as the enabling role of communication technologies in these
areas. We report on international negotiations and disseminate knowledge gained through collaborative projects,
resulting in more rigorous research, capacity building in developing countries, better networks spanning the North
and the South, and better global connections among researchers, practitioners, citizens and policy-makers.

[ISD’s vision is better living for all—sustainably; its mission is to champion innovation, enabling societies to live
sustainably. 1I1SD is registered as a charitable organization in Canada and has 501(c)(3) status in the United States.
[ISD receives core operating support from the Government of Canada, provided through the Canadian International
Development Agency (CIDA), the International Development Research Centre (IDRC), and from the Province of
Manitoba. The Institute receives project funding from numerous governments inside and outside Canada, United
Nations agencies, foundations and the private sector.

About GSI

GSlis an initiative of the International Institute for Sustainable Development (IISD). GSI puts a spotlight on
subsidies—transfers of public money to private interests—and how they impact efforts to put the world economy
on a path toward sustainable development. In cooperation with a growing international network of research and
media partners, GSI seeks to lay bare just what good or harm public subsidies are doing; to encourage public
debate and awareness of the options that are available for reform; and to provide policy-makers with the tools
they need to secure sustainable outcomes for our societies and our planet.

International Institute for Sustainable Development
Global Subsidies Initiative

International Environment House 2

9 chemin de Balexert, 1219 Chatelaine, Geneva, Switzerland
Tel: +41 22 917-8373 | Fax: +41 22 917-8054
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