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1.0	 Introduction
In late 2014 and early 2015, the new Indonesian government initiated a range of reforms for gasoline and diesel 
subsidies. Changing fuel subsidy policy is usually hotly opposed because it leads to higher energy prices for 
consumers. But international oil prices declined so rapidly at the end of 2014 that the short-term impact of January 
reforms has actually been two decreases in fuel prices. This situation has pushed forward in time the consequences 
of subsidy reform, avoiding today what will likely be faced in future when world oil prices rise again: higher consumer 
prices for automotive fuels. What impacts exactly can be expected when this takes place? What policies might be 
needed to cope with these impacts? How can the government act now to reduce pressure to reintroduce costly 
subsidies? 

This issue brief summarizes some of the impacts observed to date since reforms took place in January; sets out 
a framework for categorizing the likely impacts of higher prices for automotive fuels, alongside a summary of key 
analysis to date; and discusses some of the policy interventions that are necessary to maximize the economic, social 
and environmental benefits of reform.

2.0	 Impacts to Date of 2014–2015 Reforms
In 2014 and early 2015 the Indonesian government implemented a range of changes to its pricing policy for gasoline 
and automotive diesel fuel.1 Prices were increased in November 2014, and then, reflecting falling world oil prices, 
decreased on two separate occasions in January 2015 (see Table 1). At the same time, from the beginning of January 
2015, a new more market-price based mechanism was introduced. Subsidies for Solar-brand diesel were capped at 
IDR1,000 (US$0.08) per liter and subsidies for Premium-brand gasoline were scrapped entirely, with the exception 
of distribution costs to non-central areas of Indonesia. In anticipation of these reforms, in November 2014, the 
President introduced a new social assistance scheme that, in addition to its general functions, could be used to 
compensate for the impact of the higher energy prices: the Productive Family Program (Program Keluarga Produktif), 
which covers financial assistance, education, and healthcare support, implemented through a range of smart cards 
(Harian Nasional, 2014). 

TABLE 1. CHANGES IN INDONESIAN FUEL PRICES, 2014–2015

PRE-REFORM NOVEMBER 18, 2014 JANUARY 1, 2015 JANUARY 19, 2015 MARCH  1, 2015 MARCH  28, 2015

Premium gasoline 6,500 8,500 7,600 6,600 6,900 7,400

Solar diesel 5,500 7,500 7,250 6,400 6,400 6,900

Source: IISD (2015).

Typically, attempts to predict the impact of fossil-fuel subsidy reform anticipate two different factors: a “price effect,” 
as prices of the subsidized fuel increase, affecting actors throughout the economy; and a “budget reallocation effect,” 
as subsidy savings are invested in other purposes, also potentially affecting actors throughout the economy, and 
ideally mitigating negative impacts caused by higher prices. These effects are often separated slightly in time, since 
significant reallocation of expenditure is usually not possible until subsidies have been reformed, (see Figure 1). 
When gasoline and diesel prices were increased in November 2014, the reform followed this pattern: the effect of 
higher prices was felt immediately, and savings could only be reallocated in 2015 following a process to amend the 
state budget.

1 Via separate reform prices, prices of 12kg-cylinder LPG and various electricity classes were also changed. For a full summary of recent policy 
changes in Indonesia, see International Institute for Sustainable Development (IISD) (2015).
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FIGURE 1.  REFORM DURING A PERIOD OF HIGH WORLD OIL PRICES
Source: Authors’ diagram.

Since January in Indonesia and in other countries that are taking advantage of low oil prices to reform fuel pricing 
these effects are taking place in reverse order (see Figure 2). Low world oil prices have created immediate savings 
from subsidy removal, but the economy has yet to experience the consequence of higher energy prices as a result.

FIGURE 2. REFORM DURING A PERIOD OF LOW WORLD OIL PRICES
Source: Authors’ diagram.

Price Effects
The November 2014 price increase of gasoline and diesel caused inflation to rise to 7.9 per cent according to the 
Indonesian National Bank. The Bank estimated that the move would contribute to an additional annual inflation of 
2.6 per cent to 3 per cent (Liputan6, 2014). Despite this, economic growth in the last quarter of 2014 did not seem 
to have been significantly affected by the price reforms: GDP growth in the fourth quarter reached 5.01 per cent, 
compared to 4.92 per cent in the third quarter. While it is difficult to estimate the growth rate without reforms, 
this strong performance implies that the shock to domestic production was not significant. Economic performance 
in the fourth quarter was attributed to strong domestic demand, particularly due to construction investment and 
government consumption (Bank of Indonesia, 2015). Other macroeconomic indicators responded positively to the 
price increases. The exchange rate of the rupiah strengthened against the dollar, British pound, euro, yen and yuang; 
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and the Jakarta Stock Exchange rose in the days following the announcement, seen to reflect improved investor 
confidence (Bank of Indonesia, 2014; IISD, 2015).

For the 2015 revised state budget the Ministry of Finance adjusted the macroeconomic assumptions as follows: GDP 
annual growth for 2015 was reduced from 5.8 per cent to 5.7 per cent and inflation was increased from 4.4 per cent 
to 5.0 per cent. This reflected the impact of November fuel subsidy reforms, but also other factors, most notably 
the slowdown in China’s economy—a major source of demand for Indonesian exports—and low world oil prices, 
and subsequent fuel price reforms in January 2015, which decreased the prices of gasoline and diesel, reflecting the 
decline in world oil prices (Ministry of Finance, 2015b). This latter development has generally been positive, likely 
moderating some of the short-term impacts of the November price reforms: the exchange rate remained relatively 
stagnant despite other pressures, and the stock exchange reacted positively, with the index rising by 0.07 per cent 
(Jakarta Post, 2015a); while it is thought to have had a chilling effect on some of the additional inflation that was 
predicted after the November 2014 price rises (Jakarta Post, 2015e; Jakarta Post, 2015d). The prices of other goods 
and services, however, have been slow to decrease as a result of declining fuel prices (see Box 1).

The transport and automotive sector were, as energy-intensive industries, key sectors affected by the price increases 
in November. The auto manufacturing industry in Indonesia was reported to have been hit hard, with car sales not 
expected to grow in the next year (Reuters, 2014a). The Indonesian Land Transport Operators Association called 
for protests and a one-day strike after the November 2014 reforms because operators of public transportation were 
not allowed to pass the higher cost for fuels onto their consumers. The government controls the prices of public 
transportation and placed a 10 per cent ceiling on tariff increases (IISD, 2015).

BOX 1. PRICE STICKINESS
Due to low world oil prices, the reforms in January 2015 actually led to two energy prices decreases in Indonesia. 
The prices of goods and services that use energy, however, did not proportionally decline in kind as anticipated. 
This phenomenon of “price stickiness” caused agitation among consumer protection agencies, who argue that the 
government has not sufficiently taken into account the impact of removing price controls. The government states that 
it has encouraged suppliers to adjust their prices in line with the declined energy prices. It is thought that suppliers are 
reluctant to do so, as they expect energy prices to rise globally, at which point their costs will increase (IISD, 2015). 

In economic theory this phenomenon is described as “rockets and feathers” or “asymmetric pricing.” Output or retail 
prices do not symmetrically react to input prices. The gasoline market is often used as the textbook example for 
this phenomenon. When the international oil price rises, retail prices rise like a “rocket.” However, when they drop, 
retail prices decrease like a “feather,” i.e., not at the same pace as they increased earlier (Tappata, 2009). While the 
phenomenon is well-documented, the reasons for why it occurs are less clear (Kojima, 2013; Tappata, 2009). One 
explanation is that in certain markets collusion will occur. In this case, governments may intervene by implementing 
price ceilings and by increasing transparency on pricing policies (Kojima, 2013). Tappata (2009), however, argues 
that this is not the only plausible explanation. Indeed, asymmetric pricing has also been observed in non-cooperative 
markets where collusive behaviour by definition does not occur. Another explanation is that consumers react differently 
to a price increase than to a decrease: when prices go up, they are more likely to look elsewhere for better prices than 
when prices go down (Tappata, 2009). 

In many countries, regulatory agencies and consumer watchdog organizations monitor the behaviour of markets to 
ensure that businesses are pricing products fairly. Typically, such organizations act as a body protecting consumer 
rights and increase transparency. In Kenya consumer watchdogs have urged to decrease retail fuel prices to reflect 
the international oil price (The Global Post, 2015). In Australia they have brought collusion problems in the gasoline 
market to the attention of the government and they have brought these cases before national court (The Guardian, 
2014). In Indonesia, the anti-graft watchdog has announced a massive investigation in 2015 into the energy industry 
to increase transparency and support the Widodo government in cleaning up “the oil and gas mafia” (Reuters, 2014b).
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Budget Reallocation Effects
Although the price effects of January 2015 reforms are likely to lag until at least next year, budgetary reallocation as 
a result of the November 2014 and January 2015 reforms has already taken place. The parliament recently approved 
the revised 2015 budget, after the opposition had already declared its support for the reallocation (Jakarta Post, 
2015c; Ministry of Finance, 2015b; The Jakarta Globe, 2015a). The impacts of this reallocation will be crucial in 
demonstrating that subsidy savings can be better used to promote economic performance in the medium and long 
terms (World Bank, 2014a).

The APBN (Indonesian state budget) has been restructured to decrease the budget for fuel subsidies from IDR276 
trillion (US$22.8 billion) to IDR81 trillion (US$6.48 billion). The proposed budget for infrastructure increases from 
IDR190 trillion (US$15.2 billion) to IDR290 trillion (US$23.2 billion) (Jakarta Post, 2015c). The government has 
declared that it will increase the contributions to a range of state-owned enterprises active in the transportation 
and construction business (IISD, 2015). In addition to increased capital investment, the deficit has been reduced 
significantly, being set at IDR222.5 trillion (US$17.8 billion) or 1.9 per cent of GDP instead of the originally budgeted 
IDR245.9 trillion (US$19.67 billion) or 2.21 per cent of GDP (Ministry of Finance, 2015a). 

This reallocation to more productive sectors of the economy is a significant step forward for Indonesia, but is not 
without its own challenges. For example, it is not clear that Ministries will be able to effectively spend additional 
resources before the end of the financial year. The World Bank has reported a trend of significant under-spending 
when it comes to infrastructure, regardless of the budget available. In 2014 only 38 per cent of the budget allocated 
for capital expenditures was realized (World Bank, 2014a). Issues such as land acquisition will also need to be tackled 
by the new government if it wants to achieve its ambitious plans to provide the country with 5,000 kilometres of 
railway, 2,600 kilometres of roads, 1,000 kilometres of toll roads, 49 dams and energy infrastructure to generate an 
additional 35,000 megawatts of electricity (Jakarta Post, 2015b; World Bank, 2014a). The government has recently 
filed a revision of the Law on Land Procurement for Public Infrastructure with the aim of speeding up the processes 
for land acquisition but the impact of the revisions is uncertain (Jakarta Post, 2015b). Public skepticism regarding 
spending on infrastructure is significant (The Jakarta Globe, 2015b).
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3.0	 Potential Impacts of Higher Fuel Prices
When global oil prices rise again it is likely that the Indonesian population will experience the “price effect” usually 
associated as the first-order impact of subsidy reform. The size of these shocks will depend upon the size of fuel price 
increases, determined by volatility and any structural appreciation in international markets. It is currently unclear over 
exactly what timeline such changes can be expected, but most commentators expect prices to return to levels of 
US$80–100 per barrel (IEA, 2014), and the current period of low prices to last for at least a year (IEA, 2015).

Anticipating the potential impacts of higher prices on the Indonesian economy and consumers is necessary to ensure 
that any negative impacts can be adequately managed through policy interventions. A recent study on the impacts of 
fossil-fuel subsidy reform in Indonesia by the Asian Development Bank (ADB) (ADB, 2015) proposes breaking down 
impacts into three main categories: a short-term shock; the new equilibrium; and the introduction of price volatility. 

THREE CATEGORIES OF IMPACTS

Short-term shock A phase-out of a fossil- fuel subsidy leads to an immediate increase in the price of the subsidized energy 
product. In the short -term, this usually has a negative effect on GDP growth, and leads to increases in the 
prices of any good or service that uses the energy product as an input, resulting in higher inflation. This can 
reduce the buying power of households. Indonesia has avoided a short-term shock by reforming gasoline 
and diesel subsidies when world oil prices are low. But any sharp rise in world oil prices will result in an 
equivalent shock to the economy, particularly as the government’s new regime involves an announcement 
of new prices on a monthly basis.

Medium- to long-
term equilibrium

Over the medium- to long -term, studies generally predict that fossil- fuel subsidy reform will result in 
positive changes. GDP will improve due to the more efficient allocation of resources, particularly if 
savings can be redistributed in ways that promote economic development and boost consumer welfare. 
Inflationary impacts subside relatively quickly and inflation returns to business- as -usual levels. The cost 
of living is likely to increase, but this may be offset by increased incomes due to economic growth and any 
reallocation of subsidy savings into social assistance programs.

Price volatility International oil prices are volatile. When subsidies are removed, depending on how governments design 
their energy pricing mechanism, this volatility will be partially or wholly passed through into domestic 
prices. For economies such as Indonesia’s, which has never experienced volatile energy fuel prices, this may 
cause problems for consumers or businesses, who have not built up the capacity to cope during periods of 
higher-than-anticipated prices. In addition, enforcement may be needed to ensure that international price 
decreases are properly passed through to consumers, and not only increases. Quite different impacts may 
be witnessed from day-to-day micro volatility and periods in which there is a structural appreciation in 
prices, such as the 2005 to 2008 period of significantly increasing fuel prices.

This framework can be used to set out different stages in impacts on the economy, social welfare, businesses and 
the environment.

Economic Impacts
Various studies have modelled the impact of fossil-fuel subsidy reform on GDP and inflation (see Table 2). Generally, 
it is expected that the short-term effect on GDP is negative due to the shock effect of higher prices. These impacts 
are typically small, so they would likely result in slightly lower growth compared to business as usual (BAU). In the 
medium and long term the effect is positive and can even increase GDP against BAU. 

Similarly, inflation is expected to rise in the short term but to subside relatively quickly, within the first few months 
after price increases take place (World Bank, 2014a). One recent study has projected that the consumer price index 
in 2020 would be 3.2 per cent higher than BAU, but that beyond this point year-on-year inflation would actually be 
lower (ADB, 2015). 
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TABLE 2. PROJECTED ECONOMIC IMPACTS RELATED TO FFSR

POLICY PROJECTED IMPACTS SOURCE

October 2005 reforms (price of gasoline increased 
by 188%, diesel 205%, kerosene 285%)

1.15% reduction in GDP growth, 2.89% fall in 
employment (short term) (Susilo, 2013)

May 2008 reforms (price of gasoline increased by 
33%, diesel by 28%, kerosene 25%)

0.21% reduction in GDP growth, 0.68% fall in 
employment (short term) (Susilo, 2013)

Price of gasoline increased from IDR 4,500 to IDR 
5,500 (22% increase), base year 2008 0.1% increase in GDP growth annually (Aswichyono 

et al., 2011)

Full removal of gasoline subsidies (price increase 
from IDR 4,500 to IDR 7,950), base year 2008 0.8% increase in GDP growth annually (Aswichyono 

et al., 2011)

Complete removal of all fossil-fuel subsidies in 2012 
(22% price increase in prices for all petroleum fuels, 
9% increase for electricity)

GDP impacts dependent on reallocation, between 
-2.7% and +1.0% in short-term, -0.09% and +0.27% 
in long-term. Consumer price index 3.2 higher than 
BAU by 2020, but thereafter year-on-year inflation 
lower than BAU

(ADB, 2015)

Impacts on Social Welfare 
In the short term, higher prices for automotive fuels will on average leave households with less disposable income. 
The impacts of this are likely to be clustered on higher-income households, who are more likely to own vehicles and 
who spend a greater absolute sum on fuel. Poorer households will, however, still be affected, through increases in 
the costs they are charged for energy services and any increases in the costs of non-energy goods and services that 
use automotive fuels as an input—including, for example, food. Understanding the exact scale of these impacts on 
lower-income households is important, because they have less capacity to change their consumption habits than 
richer households, and even a small decline in their income may leave them in poverty. Generally, it is recommended 
that governments estimate carefully the impacts on lower-income households and that they provide targeted social 
assistance policies to mitigate short-term impacts on vulnerable households. In order to prevent households from 
entering poverty, this may need to include the near-poor as well as the poor. The previous experiences with fossil-
fuel subsidy reform in Indonesia indicate that poverty is unlikely to rise if the reform is coupled with social impact 
mitigation measures (World Bank, 2014a).

Over the longer term, improved GDP growth due to reform can have a positive impact on income levels. Similarly, 
if reform leads to an improved supply of energy—for example, in some parts of Indonesia, the supply of subsidized 
fuels has proved so unprofitable that it has caused repeated shortages—then this can also improve welfare. There 
is no clear consensus on how long mitigation measures for higher energy prices should be provided. In addition, in 
emerging economies such as Indonesia’s, it is highly likely that the ongoing development of social safety nets is a key 
priority for development plans, and may therefore be a focus of reallocated savings, without being explicitly related to 
a higher cost of living caused by the removal of subsidies. If mitigation measures are to be continued in the long-term, 
however, they are likely to require very different design to policies intended to compensate for short-term impacts. 

A review of studies on social welfare effects of fossil-fuel subsidies in Indonesia scopes out the most important 
impacts that have been noted after subsidies reforms in Indonesia in the past (Pradiptyo, Wirotomo, Permana, & 
Susamto, 2015). The following table provides an overview of impacts that have occurred or were predicted to occur 
after earlier price reforms in Indonesia. The research demonstrates that without mitigation measures for the most 
vulnerable groups, poverty will increase compared to BAU. Subsidy reallocation programs can also reduce poverty in 
Indonesia compared to BAU, but the magnitude of reductions varies from 1 to 15 per cent depending on the modelling 
exercise that has been undertaken (Widjaja, 2009; Yusuf A. A., 2013; Chung, 2011-2013).
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TABLE 3. PROJECTED SOCIAL IMPACTS RELATED TO FFSR

POLICY PROJECTED IMPACTS SOURCE

Increase of fossil-fuel prices by 45% in 1983

Households with a budget of more than IDR 5,000 per month 
have to increase spending by around 13% for the same basic 
needs. Those with a budget of less than IDR 5,000 per month 
have to increase spending by 25%.

(Budiman, 
1984)

2005  diesel, gasoline & kerosene subsidy 
reforms without Unconditional Cash Transfer 
Program

Increase in poverty level from 16.66% to 22.05% in 2005. (Chung, 
2011-2013)

2005  diesel, gasoline & kerosene subsidy 
reforms with Unconditional Cash Transfer 
Program

Decrease in poverty rate from 17.75% in 2006 to 16.58% in 
2007.

(Chung, 
2011-2013)

FFS  (diesel, gasoline, kerosene) reform that 
is worth IDR 50 trillion (US$ 4 billion) that is 
injected as cash transfer into the economy

Reduction of Gini coefficient by 0.021 in case of cash transfer 
to the poorest 20%, reduction by 0.022 in case of cash 
transfer to poorest 10% and reduction by 0.015 in case of cash 
transfer to all households (in year of reform).

(Yusuf A. 
A., 2013)

FFS (diesel, gasoline, kerosene) reform under 
different scenarios (25%, 50%, 75% and 
100% reduction combined with different 
percentages of reallocation), base year 2005

In case of 100% removal without reallocation to government 
expenditure or transfer, the poverty gap index increases with 
0.255 percentage points. In case of 25% removal but with 
100% reallocation to government expenditure and transfer, the 
poverty gap index decreases by 0.534 percentage points and 
the poor benefit from these reforms.

(Dartanto, 
2013)

Complete removal of all fossil-fuel subsidies 
in 2012 (22% price increase in prices for all 
petroleum fuels, 9% increase for electricity), 
assuming no reallocation

Projected to reduce households’ effective income by 4.38% in 
the short-term, 0.77% in the longer-term. The bottom 40% 
of households projected to experience a 1.6% reduction in real 
income in short-income, with higher impacts in urban than 
rural areas.

(ADB, 
2015)

Today the Indonesian government has several options for mitigation measures, including short-term options such as 
cash transfers and investments into the country’s social increasingly sophisticated social safety net system (World 
Bank, 2014b). 

Impacts on Businesses
Attempts to project the impacts of subsidy reform in Indonesia have tended to pay relatively little attention to 
businesses. Impacts are generally expected to be most clustered on those industries that use subsidized fuels 
relatively intensively and are largely export oriented, as they are less able to pass on price increases to consumers 
(Coady & Newhouse, 2006; ADB, 2015). As with macroeconomic impacts in general, impacts on businesses are 
usually expected to consist of a negative shock which is reduced with time, in the case of businesses as they are able 
to rebalance their factors of production and invest in energy-efficient technologies. 

In Indonesia, impacts on energy-intensive industries may be more limited than in many countries, as industries 
have had to pay market prices for diesel fuel since 2005—although in practice there may be substantial flows of 
subsidized consumer fuel for industrial purposes. Otherwise, key affected sectors are likely to include the transport 
sector, which cannot alter much of its pricing structures without authorization by government, and the automotive 
sector, both of which have been significantly affected by recent price increases; as well as the fisheries sector, which 
has resisted attempts to pay higher prices for diesel in 2014 (Clarke, Lontoh, & Beaton, 2014). It has also been 
suggested that impacts on micro, small and medium-sized enterprises (MSMEs) may deserve particular attention, 
due to the role that SMEs play in economic diversification and providing employment to low-income households. 
However, this has been under-researched to date (Tambunan, 2013). 



© 2012 The International Institute for Sustainable DevelopmentFOSSIL-FUEL SUBSIDY REFORM AND HIGHER FUEL PRICES IN INDONESIA:
Impacts and expectations 8

Ongoing price volatility is not generally considered to be highly problematic for businesses to cope with, although it 
is possible that in the short term smaller businesses might require assistance to help them recoup the upfront costs 
of energy efficiency, particularly as they have been historically protected from price volatility. For example, when Iran 
introduced very large pricing reforms in 2010, policies were prepared to extend cheap lines of credit to businesses 
(Guillaume, Zytek, & Farzin, 2011). 

Impacts on the Environment
In the short term, higher energy costs should promote increased conservation and efficiency in fuel use, resulting 
in lower local and global pollution. For example, local air pollution would be reduced if higher prices caused any 
reduction in the growth of vehicle ownership—growing at a rate of 10 per cent per year over the past six years. This 
could have major quality of life and healthy gains, given the worsening air quality in Indonesia’s cities, increasingly 
reported as a public concern over lung and heart disease (The Jakarta Globe, 2014). If reform leads to the supply of 
higher-quality fuels—as recently recommended by a special task force—this could also significantly reduce local air 
pollution. 

Another concern relates to deforestation in Indonesia. The Friends of the Earth Indonesia (Wahana Lingkungan 
Hidup Indonesia, WALHI) has been warning that a shift away from fossil fuels, due to subsidy reforms, is likely to 
increase the consumption— and production—of Indonesian biofuels, largely palm oil-based. In the 2015 Revised 
State Budget (RAPBN-P) the government proposed to shift a part of the fossil-fuel subsidy savings to increased 
subsidies for biodiesel and bioethanol and to increase the total budget for biofuel subsidies from IDR3.09 trillion 
(US$0.25 billion) to IDR17.4 trillion (US$1.39 billion). This was not ultimately passed into the budget but may be 
likely to be reconsidered in future years. Such a shift could lead to significant expansion of palm oil plantations 
and increase the rate of deforestation (Jakarta Post, 2015f), and land-use changes could lead to a net increase in 
greenhouse gas emissions.

As regards global pollution, the national greenhouse gas (GHG) emissions inventory estimates that energy accounted 
for around 18.5 per cent of Indonesia’s emissions in 2005 (Dewi, 2011).2 Changes in energy consumption could 
therefore significantly affect Indonesia’s global carbon footprint. 

Over the medium to long term, environmental impacts are harder to predict. Outcomes depend on how consumers 
shift their consumption when fuel prices increase. If there is a shift towards more efficient vehicles, and subsidy 
savings are used for investment in public transport services and alternative transport fuels, the removal may have 
significant environmental benefits. The reallocation of subsidy savings, however, can significantly alter net impacts. 
For example, Phase II of Indonesia’s Fast Track Program sets out plans to increase coal-fired power plants by over 
10,000 megawatts (Ministry of Energy and Mineral Resources [MEMR], 2014). If savings are invested in such plans, 
and result in higher built capacity than would have taken place under BAU, reform could result in increased levels 
of local pollution and GHG emissions, though with different patterns of distribution geographically. Most studies, 
however, project that fossil-fuel subsidy reform will result in net GHG emissions reductions (see Table 4).

TABLE 4. PROJECTED ENVIRONMENTAL IMPACTS RELATED TO FFSR

POLICY IMPACT SOURCE

Increase of fuel (gasoline, diesel, kerosene) price by 25% 
for households and road transportation sector through 
removal of FFSfossil-fuel subsidies (based on 2003 data)

Decrease in CO2 emissions by 3.0211% (no 
reference year given)

(Yusuf & 
Ramayandi, 
2008)

Complete removal fossil-fuel subsidiesFFS (diesel, 
gasoline, kerosene) in 2009

Decrease in GHG emissions between 6% and 
7% by 2050; Decrease in 11% CO2 emissions 
by 2050

(OECD, 2011)

Complete removal of all fossil- fuel subsidies in 2012 
(22% price increase in prices for all petroleum fuels, 9% 
increase for electricity) 

Decrease in CO2 emissions between 5% and 
7% by 2015
Decrease in CO2 emissions up to 9.3% by 2030

(ADB, 2015)

2 This estimate includes land-use change and forestry (LUCF) in total emissions. If LUCF is not included, energy accounts for 55.5 per cent of 
Indonesia’s GHG emissions.
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4.0	 Policy Implications
Low-income households may require assistance to ensure that they can cope with the impact of higher fuel prices, 
and various other impacts may create political pressure on the Indonesian government to reintroduce higher prices. 
What policy interventions can help deal with these challenges? 

4.1	 Measures to Assist Vulnerable Households With Higher Costs of Living
There are three categories of mitigation measures that can be taken when reforming energy price mechanisms or 
subsidies (Beaton, Gerasimchuk, Laan, Lang, Vis-Dunbar, & Wooders, 2013). 

Improving the targeting of subsidies so that they reach only the poor: This approach may make sense for some 
energy products, but it rarely applies to motor fuels. Most low-income households do not own vehicles and cannot 
afford to purchase diesel and gasoline directly.

Subsidizing other goods, services or public works: Investing subsidy savings in areas such as education, health care, 
public transportation, food or public works can free up income that helps vulnerable households pay for higher costs 
of living. However, subsidizing other commodities—such as food—can often involve the same problems as energy 
subsidies.

Cash transfers: Unconditional or conditional cash transfers can directly compensate for the loss in income caused 
by higher energy prices, and associated rises in the cost of living. Cash transfers are less distorting than subsidies 
and they give households flexibility to spend money in accordance with their priorities. However, they require a good 
administrative system to be well managed. Cash transfers can be temporary and targeted at compensating for short-
term price shocks, or longer-term and part of larger strategies for poverty eradication.

In 2014, the government introduced a new welfare policy before increasing the prices of gasoline and diesel in 
November, intended to help compensate for the impacts of higher prices, as well as targeting larger welfare goals: 
the Productive Family Program. The program covers financial assistance, education and health care support and was 
financed directly from the planned government budget, not deriving from subsidy savings (IISD, 2015). For the 2015 
reforms, no specific mitigation measures were implemented, due to reforms resulting in price decreases. It is unclear 
whether mitigation measures will be used to compensate for potential future price increases.

4.2	 Communications
Recent research on public attitudes to the fuel subsidy in Indonesia indicates that public awareness is generally 
very low about the scale of energy subsidies and the rationale for change. Data collected from 3,000 respondents 
demonstrates that fewer than 19 per cent of the surveyed people knew that the government is subsidizing fossil 
fuels, and fewer than 10 per cent were aware of how much money was allocated to subsidies in the budget 
(Pradiptyo, Wirotomo, Adisasmita, & Permana, 2015). Statistical analysis based upon survey data points to the lack 
of communication by the government as one of the factors that potentially contributes to the poor knowledge of the 
public on fossil-fuel subsidies (Pradiptyo, Wirotomo, Adisasmita, & Permana, 2015).

This implies that there is still a need for government to:

•	 Communicate clearly on the rationale for removing price controls on gasoline and diesel.

•	 Send clear messages on how savings are being better spent to the benefit of average Indonesian citizens.

•	 Explain how vulnerable households will be protected when price increases take place.

The government has already established a good foundation on high-level communications on the need for 
reform. During his election campaign, President Jokowi announced his intention to reallocate subsidies towards 
infrastructure and education. It is important for the Indonesian government to continue in this vein and to prepare 
clear communications in anticipation of future increases in energy prices. 
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5.0	 Key Issues Going Forward
Indonesia is one of the world’s largest economies and—until 2015—it was one of the world’s largest subsidizers of 
fossil fuels. The impacts that have been experienced following major reforms in November and January dramatically 
illustrate the extent to which a period of low world oil prices can ease the challenges of fossil-fuel subsidy reform, 
smoothing over shocks to the economy and welfare—and indeed, creating significant development opportunities 
thanks to saved expenditure. 

Nonetheless, the impacts of higher energy prices on the Indonesian economy must still be anticipated when world 
oil prices rise again. It is important for Indonesia to take full advantage of the period of low world oil prices, preparing 
mitigation measures and communications for eventual price rises that are anticipated to once again return to the era 
of US$80 to US$100 per barrel. Key recommendations for 2015 therefore include the following:

Monitoring. The new subsidy mechanism envisages monthly fuel price adjustments. Most studies on the impacts 
of reform are based on economic modelling, as there have been few opportunities to study real-time fuel price 
changes in Indonesia. Monthly adjustments should therefore be carefully analyzed to develop a more sophisticated 
understanding of actual impacts on the economy, households and businesses. In particular, exploring impacts on 
pricing (including price stickiness) and relatively under-researched groups such as SMEs should help to develop 
evidence-based and targeted government interventions.

Evaluation. The 2015 developments present a huge opportunity for the government to show Indonesian citizens 
that there is a better way to spend government funds than fuel subsidies—and also to show that successes are 
being replicated and failures abandoned. It is therefore vital to support independent evaluation of reallocated subsidy 
savings and to show that the government is taking active measures to promote quality of spending.

Mitigation, communication and regulation. The first monthly price adjustments that involve fuel price increases 
are likely to prove controversial. It will be important to clearly establish that the government is ready to intervene to 
ensure that negative impacts—particularly on households—are fully mitigated through social welfare interventions. 
At the same time, ongoing communications will be required on a number of fronts: ensuring that the public continues 
to understand the rationale for reforms, and the steps taken by the government to protect the vulnerable. Finally, 
steps may be required to ensure that new energy prices are properly regulated and enforced, to ensure that upward 
revisions to consumer prices obey government rules and that “price stickiness” is minimized.
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