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Introduction
Indonesia’s road to a green recovery from COVID-19 still has a way to go. President Jokowi’s 
2022 budget proposal made this clear by including significant amounts in spending on 
infrastructure, health, and social protection, including an allocation to affordable and reliable 
energy—which in Indonesia typically means fossil fuels (“Jokowi introduces,” 2021).

Looking toward 2030, Indonesia has ambitious climate targets that will require a massive 
scaling up of new and renewable energy. In its Nationally Determined Contribution to the 
United Nations Framework Convention on Climate Change, Indonesia has committed to 
unconditional emissions reductions of 29% compared to business as usual, or 41% subject to 
the availability of sufficient international support. The energy sector—and the power sector 
in particular—is pivotal to achieving these targets, and the Government of Indonesia urgently 
needs to start investing in a green recovery and transition (Perusahaan Listrik Negara [PLN], 
2021).      

Previous research by the International Institute for Sustainable Development has shown that 
Indonesia’s recovery spending so far did not prioritize a green recovery (Sumarno & Sanchez, 
2021). Indonesia’s 2020 COVID-19 recovery budget supported the fossil fuel sector heavily 
via IDR 95.3 trillion (USD 6.6 billion)2 of direct support to its state-owned enterprises 
(SOEs), compared to some tax incentives that could not be quantified for renewable energy 
developers (Sumarno & Sanchez, 2021). In addition, Indonesia is still far from achieving 
its 23% renewable energy target by 2025, and the latest estimates by the Director General 

1 The authors thank Richard Bridle, Lourdes Sanchez and Philip Gass of IISD for helpful comments on a draft of 
this brief. 
2  The currency exchange rate used here is IDR 14,400/USD, based on the official exchange rate in the Indonesian 
State Budget 2020 (Ministry of Finance, 2021a).
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of New and Renewable Energy suggest that IDR 500 trillion (USD 34.7 billion) in total is 
required to achieve this target (Mediatama, 2021). 

This brief is part of the series “Achieving a Fossil-Free Recovery in Indonesia” and evaluates a 
range of options for the Government of Indonesia to achieve a green recovery.

In a previous brief, Financing Green Recovery From Fossil Fuel Taxation and Subsidy 
Reform (Sumarno & Sanchez, 2021), the International Institute for Sustainable Development 
has shown how Indonesia could raise up to IDR 166 trillion (USD 11.5 billion)a year by 
reforming subsidies to transport fuels and coal while at the same time implementing an 
additional but modest tax to these fuels. 

In this brief, we look at how Indonesia could use these funds to accelerate the green energy 
transition while supporting the recovery of the economy by reallocating fossil fuel subsidies to 
support clean energy.

How to Shift Subsidies From Fossil Fuels to Clean Energy
Policies that reallocate revenues from reductions in fossil fuel subsidies or increases in taxation 
to accelerate the clean energy transition and compensate vulnerable affected groups can be an 
effective—and cost-effective—climate change mitigation strategy.

These policies can support both the energy transition and economic recovery by identifying 
forms of clean energy that have a strong potential to also achieve social and economic 
development. The specific areas will depend on the local context and include options 
such as investing in energy efficiency, energy access, decarbonization of transportation, or 
transforming the power sector to allow a higher intake of renewables (Sanchez et al., 2021). 

While in this paper we focus on redirecting fossil fuel subsidies and taxes toward the clean 
energy transition, they can be also redirected to other areas, such as health, education, 
infrastructure, and so on. 

This mechanism is not a new concept in Indonesia. When taking office in 2015, the Jokowi 
administration reformed subsidies to transport fuels. This resulted in IDR 211 trillion (USD 
15.6 billion) in savings, and at the same time, an increase in investment in social and welfare 
programs, as well as various infrastructure projects (Pradiptyo et al., 2016). These reform 
efforts followed a similar playbook to the extent that subsidies were removed, and investment 
in other areas supporting social development was increased, even though reforms did not 
focus directly on energy access or providing support to clean energy. Since 2015, subsidies 
have sneaked back into government budgets and are once again significant, presenting a 
new opportunity for reform and the raising of public funds for other social and development 
purposes. Indeed, Indonesia’s total fossil fuel subsidy bill was IDR 206 trillion (USD 14.3 
billion) in 2020. This amount includes subsidies to coal, electricity, and transport fuels as well 
as support to SOEs as part of the corresponding COVID-19 recovery package. It also includes 
liquefied petroleum gas subsidies, whose reform was recently approved by Indonesia’s Budget 
Institution to be implemented from July 2022 (Umah, 2020). 

IISD.org
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This brief looks at how reallocating fossil fuel subsidies and taxes to clean energy can 
support Indonesia’s energy transition while promoting Indonesia’s economic recovery from 
COVID-19. It explores how this mechanism can be used to support renewable energy 
development through improved feed-in tariffs and by overcoming land acquisition barriers, 
as well as through investing in a greener PT Perusahan Listrik Negara (PT PLN), energy 
efficiency measures and energy access. 

Reallocating Fossil Fuel Subsidies for Renewable Energy
There are many ways in which redirecting harmful subsidies and money raised from fossil 
fuels to clean energy could play an important role in Indonesia’s green transition. 

First and foremost, Indonesia is in urgent need of boosting its renewable energy base. In 2020, 
the renewable energy share in Indonesia stood at 11.2% (Dewan Energi Nasional, 2021). This 
is far from the target of 23% clean and renewable energy by 2025, as stipulated in Indonesia’s 
Nationally Determined Contribution under the United Nations Framework Convention on 
Climate Change (Republic of Indonesia, 2021). 

In its recently updated General Plan for Electricity (RUPTL 2021–2030), PT PLN plans for 
an additional 20.9 GW of new and renewable electricity before the end of 2030 (see Table 1).

Table 1. Planned renewable energy capacity additions in RUPTL 2021–2030

No Type Unit 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030 Total

1 Geothermal MW 136 108 190 141 870 290 123 450 240 808 3,355

2 Large 

Hydro

MW 400 53 132 87 2,478 327 456 1,611 1,778 1,950 9,272

3 Mini / 

Microhydro

MW 144 154 277 289 189 43 - 2 13 6 1,118

4 Solar MWp 60 287 1,308 624 1,631 127 148 165 172 157 4,680

5 Wind MW - 2 33 337 155 70 - - - - 597

6 Biomass / 

Waste

MW 12 43 88 191 221 20 - 15 - - 590

7 Base NRE MW - - - - - 100 265 215 280 150 1,010

8 Peaker NRE MW - - - - - - - - - 300 300

Total MW 752 648 2,028 1,670 5,544 978 991 2,458 2,484 3,371 20,923

Source: PLN, 2021.

However, for Indonesia to achieve its 23% target, it is estimated that 22.6 GW of renewable 
energy is needed before 2025 (Danish Energy Agency and Ministry of Energy and Mineral 
Resources, n.d.). At the Indonesia Energy Transition Dialogue 2021,3 the Director General 
of New Renewable Energy and Energy Conservation estimated that Indonesia is going to 
need approximately IDR 500 trillion (USD 34.7 billion) of investment to reach the renewable 

3 Indonesia Energy Transition Dialogue is an annual event held by the Institution of Essential Service Reform to 
discuss the current situation of Indonesia energy transition.
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energy-based power plants’ proportion of the RUPTL toward 2030 (Mediatama, 2021). This 
is roughly similar to estimates from the Institute for Essential Services, which has calculated 
the corresponding investment value for new and renewable energy (NRE) to be around USD 
25 billion–USD 30 billion (approximately IDR 420 trillion) (Umah, 2020).

In comparison, Indonesia could raise up to IDR 166 trillion (USD 11.5 billion) by reforming 
transport fuels and coal subsidies and subsequently taxing them according to their real costs 
to society (Sumarno & Sanchez, 2021). If the current amount of taxes already raised from 
these fuels is added to this, the amount goes up to IDR 261 trillion (USD 18.1 billion). This 
is more than half the investment needed to achieve the 23% target, according to several 
estimates, and more than what is needed for PT PLN’s distribution investment needs (see 
Figure 1).

Figure 1. Potential revenues that can be reallocated to support renewable energy 
development in Indonesia

Sources: Danish Energy Agency and Ministry of Energy and Mineral Resources, n.d.; Sumarno & Laan, 
2021; Sumarno & Sanchez, 2021; Laan et al., 2021.

Feed-in Tariff Barrier
One of the main culprits often highlighted when looking at the low deployment of renewable 
energy in Indonesia is the fact that the government has implemented an unattractive 
renewable energy tariff (Bridle et al., 2018). The current regulation governing renewable 
energy pricing is Permen ESDM no. 4/2020, which acts as an amendment to Permen ESDM 
no. 50/2017 on Utilization of Renewable Energy Resources for Electricity Supply.4 Under this 
regulation, renewable energy tariffs are negotiated between PT PLN and the developer, and 

4 Amended by 53/2018.
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subsequently approved by the Ministry of Energy and Mineral Resources (MEMR) (possibly 
after one more round of negotiations with the Ministry) (MEMR, 2020).

If a project is located in an area where the regional generation production cost (Biaya Pokok 
Produksi, or BPP) is greater than the national average BPP, the negotiated tariff is not allowed 
to exceed 85% for wind and solar or 100% of the regional BPP for other technologies. 
However, the current pricing system has been reported to be unattractive for renewable 
energy developers; in addition, it undervalues the non-financial benefits of renewable energy 
generation (Asian Development Bank [ADB], 2020a).

A price–cost gap analysis by the ADB has illustrated that the feed-in tariff (FiT) levels for 
various technologies remain a significant barrier to the deployment of renewable energy 
in Indonesia. As seen in Figure 2, the price cap for wind and geothermal projects remains 
significantly lower in many areas compared to what it costs for developers to build, making 
them largely unattractive. For solar and small hydro, projects are often viable strictly on a BPP 
basis, but other non-financial barriers are not reflected in the price, including local content 
requirements, delays, or restrictions on foreign investors. This may lead to the need for 
subsidies to these technologies as well (ADB, 2020a). 

Figure 2. Price–cost gap for selected renewable energy technologies

Source ADB, 2020a.
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Since 2019, the government has taken steps to address the pricing concern through the 
drafting of a new presidential regulation that will set a new FiT for renewable energy 
projects. The new FiT establishes a minimum and maximum reference price for each energy 
type, where the first 10 years will provide a higher reference price than for subsequent years. 
(Setiawan, 2021).

According to MEMR, the reference price used in the regulation should be quite competitive 
against coal power plants, and it is thus expected to generate more interest in investing in 
renewable energy (Setiawan, 2021).

The draft is still undergoing review between the MEMR and the Ministry of Finance at the 
time of writing; however, it is clear that reinvesting fossil fuel subsidies from coal as well as the 
additional revenues from the coal tax to support a FiT for renewables would be an effective 
and necessary way to support renewable energy in Indonesia. 

Land Acquisition and Infrastructure Barriers
Redirecting fiscal support for fossil fuels could also be used in Indonesia to overcome barriers 
around land acquisition. Historically, land acquisitions and related permitting have been 
a challenge that has played a significant role in adding risks and extra costs for renewable 
energy developers. In Indonesia, it’s an issue as well in the sense that road infrastructure, 
land acquisition, and smaller-scale transmission lines all may fall under the developer’s 
responsibility (Suharsono, 2020).

However, there are examples from other countries addressing these issues. For example, The 
Indian Government tried to address the issue by introducing the Solar Park Scheme, which 
required regional governments to provide the land needed for renewable energy projects, 
along with all the necessary statutory clearance and common infrastructure facilities. Through 
the Solar Park Scheme, the Indian government managed to go a long way in mitigating project 
costs related to uncertainties around land acquisition (Suharsono, 2020).

Indonesia could consider developing an Indian-inspired scheme to make investing in 
renewable projects more attractive by bringing down risks, accelerating project timeframes, 
and cutting down significantly the overall project cost in avoided infrastructure spending on 
the side of project developers. 

Through the methods described in this brief, Indonesia could compensate for the lack of 
infrastructure finance via the existing Land Funding Scheme under the Ministry of Finance’s 
State Assets Management Agency (LMAN). The LMAN scheme was established by the 
Ministry of Finance in 2016 and serves a special function as a land bank to provide land 
for infrastructure projects that are included in the National Strategic Projects (NSPs). This 
scheme was established to enforce the “zero idle assets” principle, primarily on national land, 
and helps fund land acquisition for infrastructure projects with money taken from the state 
budget (Kusdaryanto, 2018; Ministry of Finance, 2018).

So far, the LMAN scheme has been dedicated only to fund NSPs, which are projects that are 
considered to be strategically important to the national development agenda and have great 
urgency to be realized quickly. The projects can either be owned by the government, SOEs, 
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or private actors, as long as they meet the criteria set out in Presidential Regulation no. 58 of 
2017 (Komite Percepatan Penyediaan Infrastruktur Prioritas, 2016). 

Since its formation in 2016, the LMAN scheme has paid over IDR 80.2 trillion in land 
acquisition costs for NSPs, in which the largest component goes to toll roads (IDR 70.9 
trillion). Examples of these funded projects are the Cisumdawu and Trans Sumatera Toll 
Roads, and Karian Dam. So far, however, no renewable energy projects have benefited from 
the scheme (Organisation for Economic Co-operation and Development, 2020). This could 
change with the Government of Indonesia’s reforming the LMAN to better support clean 
energy projects. The reform could include selection criteria on renewable energy, and the 
money raised through reallocating fossil fuel subsidies and taxes could be allocated under 
the LMAN scheme, thereby supporting land acquisition costs dedicated to renewable energy 
projects. 

Reallocation to a Greener PT PLN
Indonesia could also support a green recovery and transition by reallocating fossil fuel 
subsidies and fossil fuel taxes to back up PT PLN’s plans for climate neutrality by 2060. The 
May 2021 announcement from PT PLN is an acknowledgement of the fact that the green 
energy transition is happening and that it will fundamentally change the operations of the 
company (Voice of Indonesia [VOI], 2021).

PT PLN is currently looking to invest heavily in grid improvement and expansions to ensure 
that they are prepared for a larger energy demand peak as well as a larger share of renewable 
energy in the grid (VOI, 2021). 

According to the RUPTL 2021–2030, PT PLN plans to build an additional 34,500 kilometres 
of electricity transmission infrastructure, 209,400 kilometres of distribution network, and 
45,500 megavolt amperes in total capacity of electricity substations by 2025 (PLN, 2021). 
Likewise, PT PLN is looking to improve existing distribution networks in order to address 
blackout and downtime issues, for example, by installing transformers, customer meters, and 
circuit breakers. In total, it is estimated that PT PLN’s expenditures for distribution upgrades 
alone will be around USD 3 billion between 2021 and 2024 (ADB, 2020b). 

As part of this plan, PT PLN has identified the establishment of smart grids as a key solution 
to increase reliability and efficiency in the grid. So far, 59 locations across the country have 
been identified for the implementation of smart grids. While the roadmaps for these are 
currently being developed, PT PLN recognizes that raising the financial resources needed 
will be a challenge (Dogaojo, 2020)—especially considering the fact that PT PLN is already 
struggling to cover its own operational costs (Cindy, 2020). During a hearing with the House 
of Representatives Commission VII in 2020, PT PLN stated a need for approximately IDR 
400 trillion (USD 27.8 billion) of investment by 2024 to carry out its smart grid plans 
(Jakarta Post, 2020). 

So far, the source of funds for transmission projects comes mostly from development partners. 
For example, PT PLN recently received a disbursement of 500 million euros from the French 
Development Agency to support energy transition (VOI, 2021). Another example is a USD 
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600 million loan from ADB to expand electricity access in the eastern part of Indonesia, 
which is the second phase of a PT PLN grid upgrade project that began in 2017. 

Going forward, PT PLN will need significant amounts of investment to carry out its plans 
for smart grids as well as its broader efforts to become carbon neutral by 2060 (Jakarta Post, 
2020). 

While private investors are expected to play a part, the Government of Indonesia could 
reallocate fossil fuel subsidies and money raised from fossil fuel taxation to help scale this 
investment. Likewise, it would be an opportunity to send an important signal of support for 
PT PLN’s plans, which could further help attract private capital and investors. 

Reallocating to Ensure Reliable and Affordable Energy 
Access
Energy access in Indonesia still represents a significant challenge. According to the World 
Bank, energy access is defined as access to a reliable source of energy at an affordable price 
(Bhatia et al., 2015). While Indonesia’s electrification rate is close to 100%, there are still 
important reliability issues, and the cost of supplying electricity to remote areas from the 
centralized grid is above the national average. The reallocation of public funds from fossil 
fuels to decentralized solutions can improve the situation. Also, Indonesia presently holds 
the G20 Presidency, and securing energy access is one of its priorities as part of the “Energy 
Transitions Towards Sustainable Recovery and Productivity: Strengthen Global Cleaner 
Energy Systems and Just Transitions” theme (G20, 2022). 

In 2021, Indonesia’s overall electrification rate5 reached 99.40%, with Eastern Indonesia 
still under 90% (Pribadi, 2021). However, currently, this does not mean 99.40% of the 
country’s households are able to enjoy access to electricity 24/7 (Suryadi, 2020). In many 
parts of Indonesia, people only have access to electricity for 6 hours (CNNIndonesia, 2019), 
illustrating that Indonesia currently still does not provide reliable energy access to all. 

The BPP in remote areas is also considerably above the national average. The latest data 
(2020) showed that the BPP in remotes areas ranged from IDR 1,038/kWh (USD 7.2 cents/
kWh) to IDR 2,805.5/kWh (USD19.4 cents/kWh) , with an average of IDR 1910/kWh (USD 
13.3 cents/kWh) (MEMR, 2021; PLN, 2021). These costs were above the national BPP (IDR 
1,027.70/kWh or USD 7.05 cents/kWh). To mitigate the effects of higher production prices in 
these areas, electricity tariffs are kept artificially low in some regions (See Figure 3) through 
the provision of subsidies for electricity consumption. With 91% of Indonesia’s grid electricity 
generated from fossil fuels (PLN, 2021), this means that subsidies are mostly going to fossil 
fuels and therefore also working against Indonesia’s climate targets.

5 The Ministry of Energy and Mineral Resources defines the electrification ratio as the ratio between electrified 
houses and the number of houses in Indonesia based on data from the Central Bureau of Statistics Indonesia.
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Figure 3. BPP in all regions in Indonesia vs national BPP

Source: Authors’ diagram based on data from MEMR, 2021 & PLN, 2021. 

As an archipelagic country, Indonesia faces particular challenges in achieving universal 
energy access. So far, Indonesia’s strategy has been to expand grid access to remote areas 
(Ravelo, 2019). However, Indonesia’s geography with its many islands poses challenges 
for infrastructure development, increasing the cost of last-mile power connections (Asian 
Development Bank [ADB], 2016; Agung & Winarto, 2021; Lestari et al., 2018). Likewise, as 
an archipelago, it is likely that many islands and households will never be able to be connected 
to a large centralized grid due to geographical constraints, thus increasing the need for 
investing in other connection forms (Kempener et al., 2015). 

Developing off-grid renewable energy solutions may help Indonesia achieve higher energy 
access in its remote areas. According to the International Renewable Energy Agency, mini-
grids are particularly relevant for island states and a key driver for achieving higher energy 
access (Salgado et al., 2019). While efforts are already ongoing, they could be strengthened 
to lift even more people out of energy poverty. For example, PT PLN has initiated a “1,000 
Islands Programme” that aims to install a total of 620 MW of solar photovoltaic on remote 
islands. Since the initiation of this program (2014), PT PLN had only reached 79 MW 
installed capacity by 2020 (RUPTL 2021–2030).  
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Indonesia could continue to develop its off-grid generation systems—where power generation 
is built near or in the areas where it will be used—for the residential sector and/or commercial 
sector in remote areas (Darghouth et al., 2020). These systems can provide a reliable energy 
supply to surrounding communities and improve their living standards (GlobalData Energy, 
2020). One of the fundamental requirements for successfully deploying these systems is to 
formulate subsidy policies and/or affordability of electricity services, and to develop innovative, 
sustainable, and sufficient financing (Haanyika, 2006; Urmee et al., 2009). The ADB (2016) 
has suggested that the Government of Indonesia should establish annual availability of public 
funding to PT PLN and private renewable energy developers. According to the International 
Energy Agency (IEA), Indonesia will require investment of around USD 100 million annually 
from 2020 to 2030 to maintain the existing grid and support the expansion of decentralized 
solutions such as integrating renewable energy (IEA, 2020). 

Indonesia can use the money raised from the reform of fossil fuel subsidies and taxing of 
fossil fuels to finance energy access initiatives on remote islands, for example, by boosting PT 
PLN’s existing efforts under the “1,000 Islands Programme.” This would first and foremost 
help Indonesia to increase energy access in remote areas but would also be aligned with 
Indonesia’s priorities under its G20 Presidency.

Reallocation to Improve Energy Efficiency
Indonesia has a massive potential for improving energy efficiency. Energy efficiency is a critical 
sector to improve in order to meet energy-related climate targets. 

IEA estimates that Indonesia is facing a 75% increase in energy demand by 2040, underlining 
the need for implementation of better energy efficiency measures. IEA (2020) further projects 
that demand growth could be limited to just 50% by reducing energy consumption from 
the buildings and industrial sectors as well as from transport. This would also reduce CO2 
emissions by 120 Mt CO2 equivalent and save USD 7 billion in household energy bills (IEA, 
2020). Likewise, the ADB suggests that Indonesia could reduce energy demand by between 
10% and 35% through energy efficiency measures in the residential, municipal, industrial, and 
transportation sectors. 

Unfortunately, the market for energy efficiency projects in Indonesia is not yet attractive for 
investment. Currently, the National Energy Plan aims to reduce primary energy intensity by 
1% per year annually to 2025. Indonesia saw energy efficiency improvements of 8% between 
2010 and 2018, with almost 90% coming from the industrial and service sectors (IEA, 2021). 
Likewise, energy efficiency standards for Indonesia’s industrial sector are less ambitious than 
global ones. Thus, energy costs are taking up more than 50% of operational costs across 
the sector, with huge adverse impacts on competitiveness (Vitonia & Silitonga, 2021)—
despite the fact that Indonesia has the second largest market potential for energy efficiency 
implementation in the Association of Southeast Asian Nations (ADB, 2020b). 

Access to finance is a key barrier to energy efficiency in Indonesia. Despite their potential, 
energy efficiency projects in Indonesia are often deemed high risk and unprofitable by 
financial institutions due to their assumed long payback period and misperceptions regarding 
the technology’s risk (Vitonia & Silitonga, 2021). Commercial building owners also currently 
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do not see energy efficiency projects as core business, and standard company investment 
guidelines, which usually require a high internal rate of return, make it hard to make energy 
efficiency projects viable (Asia-Pacific Economic Cooperation, 2017). In addition, there are 
insufficient guidelines and performance standards, making it hard to verify energy savings 
(ADB, 2020b). 

These issues have led to a severe lack of bankable energy efficiency projects in the country, 
and there is a need to bridge the knowledge gap in order for Indonesia’s energy service 
companies (ESCOs) to attract funding for energy efficiency projects. ESCOs in Indonesia are 
generally inexperienced and need greater awareness of energy efficiency measures, including 
the availability of finance. The Government of Indonesia could play a key role in fixing some 
of these issues by working closely with the ESCOs to create a market for energy efficiency. 
For example, this could be done through training and capacity building as well as through 
the identification of bankable projects or by providing guarantees for larger energy efficiency 
projects. 

The government could make use of existing funding vehicles, such as the Indonesia 
Infrastructure Guarantee Fund, to incentivize and de-risk energy efficiency projects by using 
money raised from switching fossil fuel subsidies to support energy efficiency efforts. One  
example is providing guarantees for larger energy efficiency projects or by continuing and 
expanding efforts on light-emitting diode (LED)-based street lighting. These projects have 
previously been successfully implemented in Batang and Semarang, delivering energy and cost 
savings of up to 50% (ADB, 2020b). 

This could help create a more attractive climate for energy efficiency finance and investments 
in order to support a nascent energy efficiency market in Indonesia. 

Recommendations
As an emerging economy, Indonesia faces many challenges in achieving its renewable energy 
targets by 2025 as well as its climate targets by 2030. There are several ways, however, that 
Indonesia could use money redirected from fossil fuel subsidies and taxation to help achieve 
these targets. In this paper we have highlighted a number of interventions that the government 
could consider in order to tackle some of the barriers to renewable energy and energy 
efficiency measures that currently exist in Indonesia. Our recommendations include the 
following: 

• Indonesia should start to actively promote renewable energy and energy efficiency 
measures by switching fossil fuel subsidies and revenues raised from fossil fuel 
taxation toward green energy. According to Sumarno and Sanchez (2021), up to 
IDR 166 trillion (USD 11.5 billion) could be raised annually by reforming subsidies 
to transport fuels and coal while at the same time implementing an additional but 
modest tax on these fuels. It’s a significant amount that would equal 33% of the total 
estimated investment needed to reach Indonesia’s target of having 23% new and 
renewable in the mix by 2025.
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• Indonesia needs to invest heavily in renewable energy to achieve its climate targets. 
The Government of Indonesia should consider switching current expenditure on fossil 
fuels toward the removal of barriers to renewable energy across the country. This could 
include improving Indonesia’s FiT regime or reducing the costs of land acquisition 
to attract more investments in renewable energy. It could also include supporting PT 
PLN in its plans for achieving climate neutrality by 2060, a target that will require 
substantial investments in power sector infrastructure.

• Energy efficiency can play a significant role for Indonesia in reducing energy demand 
and thereby helping to achieve its climate targets. However, the market for energy 
efficiency is still nascent. The Government of Indonesia could consider using money 
raised from fossil fuel subsidy reform and taxes to incentivize its energy efficiency 
market. This could be done, for example, through the training of energy service 
providers, better identification of bankable projects, by guarantees to de-risk larger 
energy efficiency projects, or by expanding existing LED street lighting projects.

• Energy access is still a challenge in parts of the country. Indonesia could consider 
using money raised from reforming fossil fuel subsidies and taxing fossil fuels to 
finance energy access initiatives. This could help Indonesia in achieving reliable and 
universal energy access on remote islands where power is currently intermittent. It 
would also fit well under the government’s priorities for the G20 Presidency to be 
hosted in Bali later this year. 
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