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The 1ISD Global Subsidies Initiative

Fossil-Fuel Subsidies

Consumer Subsidies: $548 billion (2013), Producer

Subsidies: est. $88 billion

A fossil-fuel subsidy is any government action that

lowers the cost of fossil-fuel energy production, raises

the price received by energy producers or lowers the
price paid by energy consumers.

An issue for developed and developing countries.

Governments matter

Shape markets within which private firms and
individuals operate, move subsidies to consumers
away from incumbents (fossil-fuels) towards new-
entrants (renewables)

Have tax raising powers that can lead to donor
independence, conventional taxation of gasoline and
diesel based on GST or VAT or environmental costs

Can invest in large projects, welfare systems, and
direction of a national and the domestic economy,
away from welfare distributed through cheap fossil
fuels towards targeted welfare systems

Are currently trying to reform their fossil fuel
subsidies.
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Comparison of Fossil-Fuel
Subsidy and Support Estimates
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The 1ISD Global Subsidies Initiative

Figure 1: The Nesting Doll

of Subsidy Definitons
Subsidies

Fossil fuels exempt from social cost of externalities (non-internalized
externalities).

Fossil fuels sold below regional or Government tax and regulation
international taax levels. levels below regional or
international levels.

Fossil fuels exempt from VAT, GST Government revenue forgone
and carbon taxes (reduced and exempt tax rates).

Government provided or purchased
goods and services (above or below
market rates).

Fossil fuels sold below the cost of Direct transfers or potential direct
production, imports and transfers of funds to producers.
international benchmark price to Income or price support (above
consumers market rate prices for producers).
Explanation: ‘... ‘the term “subsidy” can be visualized as a matryoshka nesting doll—at the centre of the definition are ideas that everyone agrees on,

but as the definition expands to incl ude other layers, it becomes more complicated and more controversial (see Figure 1).” (Gerasimchuk et al, 2012).
For more information on definitions of subsides and support to fossil fuels see IEA, WB, OECD, IMF and GSI, 2014 ‘Comparison of Fossil-fuel Subsidy
Support Estimates’. Source: GSI-1ISD, October 2014, based on: Gerasimchuk, |.; Bridle, R.; Beaton, C.; and Charles, C. (2012) ‘State of Play on
Biofuel Subsidies: Are Policies ready to shift?’ ISD-GSI, and GSI (2010) ‘A How-to Guide: Measuring Subsidies to Fossil-fuel Producers’.
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Distribution: GSI Interactive Map
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Emerging and Developing Asia
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Source: IMF, 2013 Pre-
tax figures for selected
Asian countries from
Merrill (2014).
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Fossil-fuel Subsidies as a % of GDP
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» USS 104 billion, 2011 Emerging and Developing Asia

* 4% of government revenues
* 1% of regional GDP
e 20% of global total of fossil-fuel.sybsides
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Consumer
subsidies:
Economic
Impacts

Source: GSI-IISD,
Beaton et al. 2013, A
Guidebook to Fossil-
fuel Subsidy Reform
for Policy Makers in
Southeast Asia

d GSI

Global
Subsidies
Initiative

2 83

s
s

peromtage of GOP

X K 3

i ¥

i

parcent age of GOP

|

g
-
f=s
'

§

2008
THE PHILIPPINES

iAﬁl

.

peroentage of GOP

P iy ¥

i

percentig of GOP
¥

g % 3

Py

t

percentage of GOP

#

i ¥

‘wlalik

THAILAND

™ Fossil-fuel subsidies
¥ Budgetary deficit
= Budgetary surplus

Source: IISD-GSI calculations based on IEA (2012) subsidy
estimates, derived using the price-gap method, and ADB
(2012) data on GDP and budgetary deficits and surpluses.

http://www.iisd.org/gsi/fossil-fuel-

subsidies/guidebook
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Fossil fuel subsidies: Social impacts
Goal 1: End poverty, Goal 10: Reduce

Inequality

Share of fossil-fuel subsidies received by the lowest 20% income group, 2010

LPG Gasoline Diesel

"'5% . [ . [17

Electridty Haturalgas Kerosene

“Wox W 10% W 15«

Subsidies are an extremely inefficient means of assisting the poor: only 8% of the $409 billion
spent on fossil-fuel subsidies in 2010 went to the poorest 20% of the population

Source: OECD/IEA, World Energy Outlook, 2011 ee d International ~ Institut
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Consumer subsidies: Social Impacts,
health and education
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B Fossil-fuel consumer subsidies, (% of public expenditure)
B Public spending on education, (% of government expenditure)

B Government spending on health, (% of government expenditure)

Source: GSI-IISD, Financing the Sustainable Development Goals through Fossil-fuel Subsidy
Reform, Opportunities in Southeast Asia India and China (Merrill, 2014)
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FOSSIL-FUEL SUBSIDIES, THEIR IMPACTS
AND THE PATH TO REFORM

Understanding and maximising |
the environmental benefits of
subsidy reform

* 2010 GSl reviewed 6 major multi-country fuel studies on environmental impacts
of reform including Burniaux et al. (2009) CO, down 13% and GHG emissions
down 10% by 2050.

* Dwarfing climate finance US$35 billion for climate change (2010-2012) LT EE T T

From Principle to Practice
(Nakhooda et al 2013), $480 billion for pre-tax fossil-fuels (2011) (IMF,2013)
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*  $544 billion fossil fuels, 5 times more than renewable energy, $101 billion.
* 15% of global CO, emissions receive an incentive of $110 per tonne in the form of
fossil fuel subsidies, with only 8% subject to carbon pricing.

* Arecent report from the IMF suggests that by removing fossil fuel subsidies and

then taxing fossil fuels correctly (based on the cost borne to society through air T e

pollution, carbon emissions and accidents) could lead to a decline in CO,

emissions by 23 percent globally (IMF, 2014). IMF Getting Energy Prices Right
, 2014,
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PAYING THE POLLUTER

How fossil fuel subsidies hold us back from a low-carbon future

HARMFUL INCENTIVES

GLOBAL "

EMISSIONS

15% of global CO: emissions receive an incentive of
$110 per tonne in the form of fossil fuel subsidies,
while only 8% are subject to a carbon price.®

OPPORTUNITY FOR CHANGE

Renewable energy targets until 2020
in the Middle East and North Africa

could cost up to:

Bl

This is less than one year's worth of fossil
fuel subsidies in the region, which total:
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Fossil fuel subsidies stood at $548 billion
dollars in 2013. This is four times the value
of subsidies to renewable energy. It is also
more than four times the amount invested
globally in improving energy efficiency.®

LONG-TERM BENEFITS

€02
.« emissions
) down 23%

Gov't
revenues
up 2.6% GDPe

By removing subsidies and taxing carbon
correctly, we could reduce global CO2
emissions by 23% and raise government
revenue through savings and taxation,
equivalent to 2.6% of global GDP.
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Consumer subsidies: Environmental impacts
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Consumer subsidies: National

action
Increasingly sophisticated reform packages

Political dimension remains a key challenge

GETTING THE I BUILDING SUPPORT ' MANAGING THE IMPACTS

PRICES RIGHT FOR REFORM OF REFORM

Political mandate and internal organization

l Communications: | l
general awarenessraising
Consultations: Project impacts and explore
S ehange of pricing systom | ™ap stakeholdes,gauge views mitigation options:
gradual vs. “big bang" ; direct and |nd|rect impacts, mix
strategic timing, consider the quantitative and qualitative
four dimensions of pricing -~ . . approaches, consider the three
1 types of mitigation measure
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A GUIDEBOOK TO FOSSIL-FUEL SUBSIDY REFOR

FOR POLICY-MAKERS IN SOUTHEAST ASIA
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Source: GSI-IISD, Beaton et al. 2013, A Guidebook to Fossil-fuel Subsidy Reform for Policy

Makers in Southeast Asia,
. http://www.iisd.org/gsi/fossil-fuel-subsidies/guidebook
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Indonesia

* Package of measures to mitigate the impacts of reform (2005, 2008,
2013) and being considered again ...

— One off cash transfer schemes (2005, 19 million families)

* unconditional cash transfer scheme introduced in 2013 (the Bantuan
Langsung Sementara Masyarakat (BSLM), or “temporary direct cash
assistance”)

— Building an ongoing social welfare system (2013, USS 2.9 billion)
* Jamkesmas — a public health insurance
* Raskin — A subsidized rice program
* Bantuan Siswa Misking, or BSM “assistance for poor students”
* PKH —the conditional cash transfer launched in 2007, Program Keluarga
Harapan (PKH, or The Family of Hope Program)
— Infrastructure and works programme

* Acceleration and Expansion of Development Program or P4 (Program
Percepatan dan Perluasan Pembangunan). Housing infrastructure, water
(drinking and irrigation), transport, sanitation etc.

Sources: Perdana, A. (2014). The future of social welfare programs in Indonesia: From fossil-fuel subsidies to better social protection. Geneva:

GSI. http://www.iisd.org/gsi/sites/default/files/ffs_indonesia_briefing_welfare.pdf
And GSI (2014). Indonesia Energy Subsidy Briefing August 2014 11SD-GSI
http://www.iisd.org/gsi/sites/default/files/ffs newsbriefing indonesia_july2013 eng.pdf

Global (X J International  Institut
Subsidi Institute for international du
|ﬂLif[iaSti‘\/|eeS Sustainable  développement

Development durable

d


http://www.iisd.org/gsi/sites/default/files/ffs_newsbriefing_indonesia_july2013_eng.pdf
http://www.iisd.org/gsi/sites/default/files/ffs_newsbriefing_indonesia_july2013_eng.pdf

The 1ISD Global Subsidies Initiative

Consumer subsidies: National action

* Highly dynamic, since 2009 at least partial reforms attempted in
many countries, including:

* Argentina, Bolivia, Egypt, Ghana, Morocco, Mozambique,
India, Indonesia, Malaysia, Nigeria, Pakistan, Sudan, Thailand,
Vietnham, Yemen, Zambia

* 30 countries in 2014 alone

* Not a question of if but how
* Now a question of ensuring quality of reforms, moving savings
towards:

* Re-investment into energy infrastructure, low carbon energy
and mass transit systems

* Re-investment into health and education

* Development of comprehensive health care systems
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GSl Activity — IISD stand

FOSSIL FUEL PRODUCTION SUBSIDIES

EXTEMNT OF WORK TO DATE
[ - individual studies

M - more substantive or
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EXTEMT OF WORK TO DATE:
[ = individual studies

M - more substantive or
multiple studies

W - Substantial in-country
wiork programs

Recent
papers include
‘Tessons learmed”

from Malaysia's refarms

and a “Citizens" Guide™

toenergy subsidies.
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Understanding

Fossil-Fuel Subsidies
ﬁ in India: QUESTIONS

M & ANSWERS

INDONESIA ENERGY
SUBSIDY REVIEW

¢
A bi ial survey of energy subsidy policies

A CITIZENS' GUIDE
TO ENERGY SUBSIDIES
IN INDONESIA

2012 UPDATE
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Side event Wednesday 10t

December 15.00-16.30 on fossil-

fuel subsidies
New report GSI around the
impact of fossil-fuel subsidies

and renewables

Imerrill@iisd.org

Maximizing Contribwfitns to Emissions

Mitigation from Fossﬂ Fuel Sub51dy Reform
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Wednesday 10 December 15 00 - 16: 30
CoP 20, Machu Picchu Room,
Cuartel General del Ejercito del Peru, Lima, Peru
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