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Executive summary 
Decisions made by member economies of the Asia Pacific Economic Co-operation (APEC) forum 
play a substantial role in shaping the global energy landscape. These economies account for 
around 60% of global energy demand and include some of the world’s major global energy 
producers and consumers. As a region undergoing economic and demographical change, energy 
policy developments within APEC, such as the phasing out of fossil fuel subsidies, have a major 
impact on global energy trends. 

In 2009, the leaders of APEC economies declared their commitment to “rationalize and phase 
out over the medium term inefficient fossil fuel subsidies that encourage wasteful 
consumption”.1  Such subsidies discourage investment in energy efficiency and low-carbon 
energy, and deprive society of valuable resources that could be put to other productive uses such 
as infrastructure development, innovation or to support social welfare programmes. Subsidies 
are generally an inefficient way to pursue social policy objectives, although they can be vital in 
some instances to ensure access to energy at an affordable cost. Improving access to energy 
remains an important energy policy objective in many APEC economies, where more than 100 
million people lack access to electricity and around 730 million people have limited access to 
clean cooking facilities.  

The IEA estimate of fossil fuel subsidies in APEC has fallen by 50% since 2011, to around 
USD 70 billion in 2015, because of declines in international prices and continued policy reforms 
by governments. A lower international price environment since 2014 has facilitated moves by 
APEC economies towards more transparent, market-based pricing of energy, particularly for oil 
products used in the transport sector. Action by APEC economies has been more rapid than in 
the rest of the world: APEC economies’ share of global fossil fuel subsidies has declined from 30% 
in 2009 to 20% in 2015. For each fuel, the share of energy consumption covered by subsidies in 
APEC economies is lower than the global average.  

The recent reform effort has concentrated on oil products used for transport, but the battle for 
market-based pricing in this sector is far from complete, especially if international prices start 
to move higher. The value of subsidies to oil products in APEC countries has fallen by more than 
half since 2010, and we estimate that most of decline has been due to pricing reforms rather 
than changes in international fuel prices. However, governments could come under pressure to 
reinstate subsidies as and when prices start to rise. The budgetary implications of a failure to 
maintain market prices for oil used in the transport sector would be significant: keeping end-user 
prices for gasoline and diesel at today’s levels while oil demand and international prices increase 
would create an annual subsidy bill of over USD 15 billion in Mexico and over USD 30 billion in 
Indonesia, already by 20252.  

Among the end-use sectors, most subsidies in APEC economies now go to the residential sector, 
for consumption of electricity, gas and LPG, even though this sector consumes less energy 
overall than the industry and transport sectors. Around 60% of total fossil fuel consumption 
subsidies in APEC economies are in the residential sector and reform has been relatively slow, 
especially for electricity and LPG subsidies. The decline in the estimated value of those subsidies 
between 2010 and 2015 is entirely attributable to the fall in international fuel prices. Although 
there is a legitimate rationale for subsidy policies to meet the basic needs of vulnerable 

                                                                                 

1 http://www.apec.org/Meeting-Papers/Leaders-Declarations/2009/2009_aelm.aspx 
2 For this calculation, a scenario was used in which the crude oil import price approaches $80/barrel 
around 2020, with further gradual increases thereafter. For more information, see the World Energy 
Outlook 2016. 
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households, in practice the subsidies are often not targeted, meaning that they 
disproportionately benefit better-off households. Subsidy policies are also a major underlying 
reason for the poor financial state of some state-owned utilities, undermining their ability to 
invest in new energy infrastructure. A failure to tackle pricing reform threatens an unsustainable 
burden in the future, given the likelihood of rising fuel costs and growing demand for electricity.  

A Subsidy Reform Case, modelled for this report, shows the benefits of reform for APEC 
economies, including more efficient energy use, improved environmental performance and 
better air quality, and more fiscal space for governments. The Subsidy Reform Case suggests 
that a complete phase out of fossil fuel subsidies by 2025 in APEC economies can save around 70 
million tonnes of oil equivalent (Mtoe) by this date, compared with a business-as-usual 
trajectory; this saving corresponds to around 1% of their primary energy demand in 2014. The 
major changes to fuel consumption and demand are seen in the power sector and result in lower 
emissions in 2025 of various pollutants, including savings in energy-related carbon-dioxide (CO2) 
emissions of around 210 million tonnes of CO2 equivalent (Mt CO2), around 1% of the region’s 
2014 energy-related CO2 emissions. In addition, the removal of electricity subsidies alone would 
bring, by 2025, direct or indirect savings for governments of around USD 90 billion. 

Subsidy reform, accompanied by other complementary policies and measures, provides an 
effective mechanism to achieve multiple energy policy goals. By encouraging excessive 
consumption, fossil fuel subsidies, if not appropriately targeted, exacerbate strains on the energy 
system, government budgets and the environment. By contrast, their removal leads to a better 
allocation of resources across the system, revealing incentives for energy saving and for 
investments in more efficient and cleaner technologies. Financial resources saved by subsidy 
reform can be used to pursue other public policy objectives, including targeted support to ensure 
continued access to energy among vulnerable groups. However, while subsidy reform is often a 
necessary condition for sound energy policy-making, it is most effective when embedded in a 
broader policy agenda. In the absence of additional policy measures, for example, the removal of 
subsidies from natural gas in the Subsidy Reform Case would trigger in some countries an uptake 
in coal consumption and associated pollutant emissions. 

The timing and approach to subsidy reform can differ among economies, depending on the 
unique situation and priorities of individual economies, but numerous cases around the world 
support the view that well-planned, carefully implemented reforms can bring strong dividends. 
APEC’s peer-review scheme, together with the G20 (Group of twenty) peer-review scheme, 
allows member economies to take advantage of these valuable policy experiences and 
information, providing useful platforms for APEC member economies to tackle the common 
challenges of phasing-out inefficient fossil fuel subsidies.  



© OECD/IEA 2017 Tracking fossil fuel subsidies in APEC economies 
 Toward a sustained subsidy reform 

 

   

Page | 8 

Introduction 

In November 2015, the leaders of Asia-Pacific Economic Co-operation (APEC) economies, 
reaffirmed their landmark 2009 commitment to “rationalize and phase out over the medium 
term inefficient fossil fuel subsidies that encourage wasteful consumption while recognizing the 
importance of providing those in need with essential energy services”. 3,4 Since then, several APEC 
members have moved ahead with energy pricing reforms. Despite their economic, social and 
environmental costs, however, inefficient subsidies for fossil fuels persist, including in some APEC 
economies. 

The International Energy Agency (IEA) has been working with other international partners to 
support on-going efforts to phase out “inefficient fossil-fuel subsidies that encourage the 
wasteful consumption”. In 1999, the IEA first started collecting fossil fuel subsidy data and since 
then has provided in-depth analysis in its flagship publication, the World Energy Outlook. This 
work has helped to raise awareness in the international community and build momentum in 
support of subsidy reforms. In 2011 the IEA published a report on “Fossil-fuel subsidies in APEC 
economies and the benefits of reform“ (IEA, 2011), which tracked fossil fuel subsidies in APEC 
and analysed their impact on the region’s energy outlook. 

Alongside the IEA, various other international efforts, both multilateral and bilateral, have added 
momentum to the reform of fossil fuel subsidies (Box 1). The ongoing subsidy reform initiatives 
being pursued by the G20 and other groups such as APEC and the Friends of Fossil Fuel Subsidy 
Reform (a group of non-G20 countries that support the reform of inefficient fossil-fuel subsidies) 
and other international organisations such as the Global Subsidies Initiative have also played a 
role, along with conditions placed on some loans for energy projects by international lending 
agencies and sovereign lending by the International Monetary Fund (IMF). Market conditions, in 
particular the plunge in oil prices in 2014, have given the process a further boost.  

In the wake of the renewed commitment by APEC leaders to phase out “inefficient” fossil fuel 
subsidies, this report provides an update on the status and outlook for fossil fuel subsidies in the 
APEC region to help its economies to achieve their commitment. The paper covers: 

• recent developments and the case for reforming  fossil-fuel subsidies 

• current estimates of the value of fossil-fuel consumption subsidies 

• motivations for introducing fossil-fuel subsidies 

• key energy trends and outlook in APEC economies 

• modelling-based analysis of the implications of phasing-out fossil-fuel subsidies 

• important considerations in implementing subsidy reform. 

 

 

 

 

 

                                                                                 

3 APEC has 21 members, namely Australia, Brunei Darussalam, Canada, Chile, China, Hong Kong, Indonesia, Japan, Republic of 
Korea, Malaysia, Mexico, New Zealand, Papua New Guinea, Peru, the Philippines, Russia , Singapore, Chinese Taipei , Thailand, 
the United States and Viet Nam. 
4 http://www.apec.org/Meeting-Papers/Leaders-Declarations/2015/2015_aelm.aspx 
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Box 1 • International efforts to push fossil fuel subsidy reform further 

                                                                                 

5 For more information on the Communiqué, see http://fffsr.org/communique/. 
6 For more information on the SDGs, see https://sustainabledevelopment.un.org/sdg12 

Following their commitment to “phase out and rationalize over the medium term inefficient fossil 
fuel subsidies” in 2009, G20 members committed to a voluntary peer-review process of fossil fuel 
subsidies in 2013. In 2015, China and United States became the first two countries to undergo the 
peer review process, which consists of self-reviews and peer-review, publishing their final reports in 
September 2016. Germany and Mexico recently completed the self-reviews and underwent the peer 
review process in February 2017.  

In parallel with G20 efforts, leaders of APEC economies made a similar commitment in 2009 to 
rationalise and phase out inefficient fossil fuel subsidies, and also established a voluntary peer review 
scheme in 2013. APEC peer reviews have been completed for New Zealand, Peru, the Philippines 
Chinese Taipei and Viet Nam, and have provided policy recommendations for further reforms. The 
results of these reviews and additional capacity building activities are shared broadly to help 
disseminate lessons learned and best strategies for reform.  

In addition to peer review mechanisms, international efforts are underway to further foster reform. 
For example, the Friends of Fossil Fuel Subsidy Reform, an informal group of no-G20 countries, have 
sought to raise awareness and build political consensus for phasing out fossil fuel subsidies through 
the Fossil Fuel Subsidy Reform Communiqué.5 The Communiqué proposes three key principles to 
encourage action to fossil fuel subsidy reform: 1) communication and transparency about the merits 
of subsidy policies and reform timetables, 2) ambition in the scope and timeframe for implementing 
reforms and 3) targeted support to ensure reforms are implemented in a manner that safeguards the 
poorest. Since its launch in 2015, the Communiqué has received endorsements from various 
countries and organisations as well as the private sector. The number of supporters to the 
Communiqué has grown to more than 80 countries and other organisations including the private 
sector. Moreover, the renewed United Nations (UN) Sustainable Development Goals (SDGs), adopted 
at UN Sustainable Development Summit on 25 September 2015, also include a target to “Rationalize 
inefficient fossil-fuel subsidies that encourage wasteful consumption” under the goal of ensuring 
sustainable consumption and production patterns.6 Those collective international efforts will help 
countries deepen their understanding of the challenges and benefits of phasing out fossil fuel 
subsidies by means of information-sharing and best practices. 
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Recent progress in fossil fuel subsidy reforms in 
APEC economies 
APEC, which comprises 21 member economies, is a major player in the global economy and 
energy landscape. Its members include some of the world’s largest energy producers and 
consumers, and accounted for around 60% of global energy demand in 2014 (Table 1). Its energy 
demand has grown rapidly, by around 40% between 2000 and 2014, fostered by economic 
expansion and population growth as well as by rising per-capita income. Circumstances vary 
widely across the APEC member economies, but, on average, per-capita energy demand remains 
around 30% below the average of OECD countries. Vehicle ownership per 1 000 people is less 
than half that of the OECD average, leaving scope for future energy demand growth. Although 
energy intensity is almost equal to the world average, CO2 emission intensity was higher than the 
world average in 2014, reflecting the higher share of coal in the primary energy mix in APEC. As a 
region experiencing economic and demographic change, energy policy developments in the 
region, including those related to fossil fuel subsidies, are of great importance in shaping global 
energy trends.   

Table 1 • Key energy indicators in APEC economies 

  
Unit 1990 2000 2014 2000-2014* 

GDP (MER) 
USD 2015 

billion 18,755 26,183 41,499 3.3% 

GDP (PPP) 
USD 2015 

biliion 24,310 33,652 58,643 4.0% 

Population Millions 2,301 2,569 2,841 0.7% 

Primary energy demand Mtoe 4,888 5,688 7,955 2.4% 

share of global   56% 57% 58%   

Primary energy demand per 
capita (APEC) toe 2.12 2.21 2.80 1.7% 

Primary energy demand per 
capita (World)   1.66 1.64 1.89 1.0% 

Energy intensity (APEC) 
toe/USD 

1000 0.26 0.22 0.19 -0.9% 

Energy intensity (world) 
toe/USD 

1000 0.25 0.21 0.19 -0.7% 

Net oil trade** mb/d -6.45 -15.2 -12.9 -2.0% 

excluding Russia mb/d -12.0 -19.1 -20.5 0.9% 

Net gas trade** bcm 189 125 23 -18.8% 

excluding Russia bcm 7 -60 -154 12.6% 

Energy-related CO2 
emissions Mt 11,668 13,730 20,111 2.8% 

share of global   57% 60% 63%   

PLDV***s by 1 000    
inhabitants   109.74 127.54 190.22 2.9% 

CO2 emissions intensity 
(APEC) 

Mt/USD 
1000  0.48 0.41 0.34 -1.2% 

CO2 emissions intensity 
(World) 

Mt/USD 
1000 0.41 0.35 0.29 -1.2% 

Note : Includes Australia, Brunei, Canada, Chile, China, Hong Kong, Indonesia, Japan, South Korea, Malaysia, Mexico, New Zealand, the 
Philippines, Russia, Singapore, Thailand, the United States and Viet Nam. Does not include Papua New Guinea, Peru and Chinese 
Taipei. 

*Compound average annual growth rate.  

**Negative values indicate imports. 

***Passenger light-duty vehicle 
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Overview 

The rationale for fossil fuel subsidies has often been to achieve particular political, economic and 
social objectives for example, to reduce energy poverty, ensure energy access and redistribute 
wealth stemming from the exploitation of national resources. This was considered also in many 
APEC economies experiencing rapid economic development. Some fossil-fuel subsidies can 
enhance the well-being of an economy, where the social benefits outweigh costs. In practice, 
however, untargeted fossil fuel subsidies have rarely been an efficient or effective tool to meet 
these policy objectives, and in many cases disproportionally benefit wealthier people that 
consume more of the subsidised product. Fossil fuel subsidies also encourage inefficient use of 
energy, discourage investment in low-carbon technologies and energy-efficient equipment and 
thus increase energy-related CO2 emissions. It also deprives the government of the resources 
necessary for infrastructure investments, including those needed for energy supply, and social 
welfare programmes, as well as creates pseudo-economic advantages to industries. 

Persistently high oil and natural gas prices in the period from the early 2000s to mid-2014 
increased the direct subsidy bill (or opportunity cost) for many large energy consumers, fostering 
broad recognition of the need to reform fossil fuel subsidies. The rapid price declines since then 
provided a window of opportunity for action, for both net importers and exporters of energy, as 
it enabled governments to phase-out subsidies completely without raising end-user prices too 
steeply, thereby reducing the political sensitivity and the chances of provoking public opposition. 
Many countries have taken this opportunity, but it remains to be seen whether the reforms lead 
to complete and permanent phase-out of subsidies and a transition to market-based energy 
pricing.  

Several APEC economies have made persistent efforts to gradually phase out fossil fuel subsidies 
over the past two decades. The Philippines was one of the first APEC economies to have 
completed the removal of oil subsidies, a process that started in 1990s in the aftermath of Asian 
currency crisis (Figure 1). This was followed by a wave of reforms as international oil prices 
increased in the early 2000s: with fiscal balances deteriorating and import bills rising, many APEC 
economies – notably China, Indonesia, Malaysia, and Mexico – started attempts to phase out 
subsidies for oil products. As a result of many years of efforts to adjust prices, this eventually led 
to the complete removal of gasoline subsidies in some countries such as Malaysia and Indonesia. 
In addition to these reforms, many APEC economies, including the Philippines, Malaysia, 
Indonesia, and Russia also worked to reduce subsidies to gas and electricity – Major recent 
developments in APEC economies are summarised in Table 2. 

Figure 1 • Changes in crude oil prices and major oil product subsidy reforms in selected APEC economies 

 
Sources: IEA analysis; GSI (2012) 
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 Table 2 • Recent developments in fossil fuel subsidy reform in selected APEC economies 

Selected economy updates  

The IEA identified nine economies in APEC – Brunei Darussalam, China, Indonesia, Korea, 
Malaysia, Mexico, Russia, Thailand, and Viet Nam – that subsidised at least one fuel.7  This 
section examines five of these APEC economies –Indonesia, Malaysia, Mexico, Thailand, and Viet 
Nam – in greater depth  and also provides a broader overview of reforms in Latin America (in Box 
2).   

Indonesia 
Indonesia has a long history of providing fossil fuel consumption subsidies, but has recently been 
making major strides in their removal. In 2015, the government abolished subsidies for gasoline 
and fixed the subsidies for diesel at IDR 1 000 /litre (Indonesian rupiah - around USD 0.07).  In 
2016, the subsidies for diesel were cut again to IDR 500/litre (USD 0.04), with prices for gasoline 
and diesel reviewed every three months based on international fuel prices. This pricing reform 
allowed the government to save IDR 120 trillion (around USD 9 billion) in 2015, corresponding to 
around 8% of state revenues for the year. It was able to redirect the financial resources saved to 
valuable infrastructure developments and social security programmes (Kementerian Keuangan 
Republik Indonesia, 2016; MEMR, 2016). 

The reform of subsidies for oil products used in transport could encourage investment in 
improving efficiency. In our analysis, for example, the average payback period for gasoline-fuelled 
vehicles with better fuel economy can be reduced by up to 30% (to around two years) by the 
complete removal of subsidies for gasoline.8 The reduced payback period for higher fuel 
efficiency vehicles together with potential increases in future gasoline prices, increases their 
attractiveness for consumers.  Challenges remain, however, particularly if higher oil prices start 
to create public pressure for renewed price controls, testing the sustainability of the current 
reforms.  

                                                                                 

7 See the section “Measuring fossil fuel subsidies in APEC economies” for the methodology to estimate the value of fossil fuel 
consumption subsidies 
8 Calculated based on gasoline engine vehicles in Indonesia for the payback period to purchase cars with 20% better fuel 
economy.   

Country Recent developments 

China In 2015, it issued a notice to end the two-tier pricing scheme for non-residential gas users to better reflect 
the oil price benchmark. In January 2016, it issued a notice to let LPG price be determined by the market.  

Indonesia In January 2015, subsidies to gasoline (RON88) were abolished and the diesel subsidy capped at IDR 1000 
(USD 0.07)/litre, followed by further cut to IDR 500 (USD 0.04)/litre in 2016. In January 2016, It announced 
plans to reform electricity subsidies to be better targeted to poor and vulnerable households.  

Malaysia In December 2014, subsidies for RON95 gasoline and diesel were abolished, with prices now set monthly to 
track international levels. In January 2014, electricity tariffs were increased by 15% on average to MYR 0.38 
($0.12) per kWh. Fuel cost pass-through, based on international gas price movements, was resumed in the 
same month. In May 2014, increased natural gas prices by up to 26% for certain users. In 2016, it increased 
gas prices twice to rationalise subsidies.  

Mexico It plans to liberalise prices for gasoline and diesel by 2018 and for LPG by 2017, and it started to liberalise 
prices for gasoline, diesel and LPG in 2017.  

Thailand In January 2015, it set a uniform LPG wholesale price across all sectors to better reflect international market 
prices and start publishing it monthly. In 2016, it deregulated prices for CNG. 

Viet Nam In March 2015, it increased electricity price by 7.5%. 
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As rising population, improved access to electricity and the expansion of the middle class push 
electricity demand even higher, reform of electricity subsidies is becoming increasingly important. 
Following the reform of oil product prices, Indonesia is now in the process of phasing out 
electricity subsidies. The electricity subsidies for the residential sector rest on laws enacted in 
2007 and 2009, which specify the provision of subsidies to low-income electricity consumers. In 
practice, however, amid the rising cost of electricity generation, the government continued to 
provide subsidies to most of household consumers until 2012. As the 2009 law also requires the 
parliament approval to any changes in the electricity tariff, government moves to reduce 
subsidies also met political challenges. Since 2013, the government has been reducing subsidies 
in some consumer categories, and as a result, household electricity subsidies have been primarily 
allocated to 450-VA and 900-VA connection classes.9 These reforms have resulted in significant 
savings, and between 2014 and 2016 alone, subsidies to electricity tariffs fell from  
IDR 99.3 trillion (around USD 8.4 billion) to IDR 38.39 trillion (around USD 2.8 billion) (IEA, 2016). 
Nonetheless, a survey conducted by Indonesia’s National Team for the Acceleration of Poverty 
Reduction (TNP2K) and the state-owned electricity utility (PT PLN), found that only around  
4 million out of 23 million customers in the 900-VA connection class are eligible to receive the 
subsidies (MEMR, 2016), while over 40 million people in the country still have no access to 
electricity. This suggests that the electricity subsidies can be targeted even more effectively. In 
September 2016, a parliamentary committee approved the government’s plan to slash the 
subsidies for economically better-off customers using 900-VA and to gradually adjust PLN’s  
end-user tariffs every two months starting from January 2017 (MEMR, 2016). 

LPG constitutes the bulk of oil consumption subsidies still being provided in Indonesia, where it 
serves as a major energy carrier. It plays a significant role as an energy source for cooking and a 
water-heating fuel in the residential sector, accounting for roughly 10% of residential energy 
demand in 2014. Another energy carrier used in remote areas is kerosene, which the government 
has subsidised for many years. In 2006, when the subsidy for kerosene amounted to almost 50% 
of total fuel subsidies, the government started the Kerosene to LPG Conversion Programme, 
recognising that less LPG is needed to provide the same amount of energy as kerosene and that 
LPG is superior in its cleanness and convenience. Under the programme the government 
delivered LPG stoves and 3-kg LPG cylinders to over 50 million households to date.  Given that 
almost 100 million people in Indonesia lacked access to clean cooking facilities in 2014, which is 
also a significant health risk, LPG can make a significant contribution to ensuring access to clean 
cooking facilities in the country.   

Subsidies for kerosene have declined significantly, from over USD 4 billion in 2008 to less than 
USD 1 billion in 2014 and declined further in 2015 (MEMR, 2016). However, the subsidies for LPG 
have increased to around USD 2 billion in 2015. There is a balance to be struck between the 
priority to ensure access to clean cooking facilities and keeping LPG subsidies at manageable 
levels on one hand and better targeting the delivery of LPG subsidies on the other. Although over 
50% of costs are subsidised, the subsidy does not differentiate between consumers, as anyone 
can buy 3-kg LPG cylinders at subsidised prices. Even large consumers previously using 12-kg LPG 
cylinders buy cheaper 3-kg cylinders, or 12-kg LPG cylinders illegally refilled with LPG from 
cheaper, 3-kg cylinders. This means that a large part of the subsidy could be benefitting 
households with higher incomes, potentially leading to wasteful consumption of the fuel. India 
provides a good reference case for a policy to avoid leakage of subsidies for LPG. In 2015, the 
central government introduced a targeted direct cash transfer scheme for eligible consumers to 
purchase LPG at the market price to avoid diversion of the subsidies to commercial use. It 
ensured the subsidy reached targeted consumers and replaced direct sales of LPG at subsidised 
                                                                                 

9 Residential electricity tariff system in Indonesia has 6 customer classes, categorized based on consumption level. 450 VA and 
900 VA consumer classes are the two lowest consumption classes among them (MEMR, 2016). 
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prices. This programme has been accompanied by a “give it up” campaign, in which Prime 
Minister Modi called for better-off parts of the population to give up their subsidies, leading to 
more than three million Indians, including prominent national figures, celebrities, and the staffs 
of major Indian companies  voluntarily giving up the subsidies.  

Malaysia 

Malaysia had a long history of subsidising energy use, including gasoline, diesel and LPG, but has 
made a significant progress in reforming prices. Faced with rising international oil prices, the 
government started gradually increasing prices of gasoline in 2008. Since then, gasoline prices 
continued to increase, even though frequent price adjustments by means of taxes and subsidies 
were made to soften the price increase. In 2010 the subsidies for RON97 gasoline was removed, 
and in December 2014, the government ended subsidies for RON95, as well as the subsidies for 
diesel.  Accordingly, their prices are now set monthly based on movements in international 
markets.  

LPG for household consumers remains subsidised and its price is regulated by the Ministry of 
Domestic Trade, Co-operatives and Consumerism in order to ensure the availability of energy at 
an affordable cost. Subsidy abuse has been identified by the ministry where subsidised LPG in 12-
kg or 14-kg cylinders for household use are illegally transferred to 50-kg cylinders, sold at market 
prices and used in the commercial and industrial sectors. This suggests that subsidies for LPG can 
be more efficiently targeted to those in need (KPDNKK, 2017). 

Malaysia has been also reforming electricity subsidies, while making sure that electricity remains 
affordable for low-income households on a targeted basis. The government regulates prices of 
natural gas, a primary source of electricity generation in the country, sold by Petronas and Gas 
Malaysia as input to power generation. In 2010, Malaysia started to gradually remove subsidies 
and in January 2014, a fuel cost pass-through mechanism was introduced, which adjusted 
electricity prices every six months to reflect changes in fuel costs and other generation costs. The 
government remains committed to rationalising the subsidies and, with two revisions to the 
regulated gas prices were implemented in 2016. These policy developments have helped 
Petronas to avoid forgone revenues by selling natural gas to power sectors at prices lower than 
market costs, which decreased from RM 15.6 billion (Malaysian ringgit - around USD 5 billion) in 
2012 to RM 5.5 billion (around USD 1.4 billion) in 2015 (Malaysia Gas Industry Association, 2016). 
Since 2008, the government has also been providing a subsidy of around RM 20 (around USD 5) 
to low income consumers with monthly electricity consumption of less than 200kWh (KeTTHA, 
2015).  

Mexico 
In Mexico, limited refining capacities and declining oil production, together with solid demand 
have worsened the trade position of oil products in the country. It now depends on imports, 
mainly from the United States to meet around half of gasoline demand. The country started to 
reform oil product pricing in 2008, when subsidies for gasoline reached a record cost of USD 20 
billion. In response to rising international prices and constraints on its budget, the government 
introduced monthly increases to the prices. Since then, the end-user prices of gasoline and diesel 
have been gradually increased in real terms, helping narrow the gap between end-user and 
reference prices. The fact that the government continued to increase end-user prices in real 
terms with an average annual rate of around 5% (for gasoline), even while international oil prices 
fluctuated, is  testament to the government’s strong commitment to subsidy reform. Even in the 
low oil price environment in 2015, the government still managed to increase end-user prices in 
real terms. In 2016, the government introduced price bands for gasoline and diesel, which have 
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been adopted in many countries in Latin America (Box 2).  This allowed Mexico to earn more 
revenue through excise taxes in 2016, which has helped it to alleviate the fiscal pressure 
stemming from reduced revenues from sales of crude oil. 

Moreover, as a part of the government’s major Energy Reform, which commenced in 2013, the 
Hydrocarbons Law envisages complete liberalisation of gasoline and diesel prices by 2018. In 
2016, the government proposed to accelerate the schedule for gasoline and diesel price 
liberalisation to 2017. In the beginning of January 2017, in an effort to smoothly transit to 
market-based pricing, the government introduced maximum prices for gasoline and diesels in 83 
different regions and seven northern border regions. These reflect, with regular adjustment, 
international oil prices, different regional costs and business circumstances of gasoline stations in 
the country. This means the end of a single regulated price system, and the announced prices 
showed that increases in average maximum prices of gasoline and diesel compared with 
December 2016, ranged from 14% to 20%, depending on the fuel and its grade (SHCP, 2016). As 
the price-hike was relatively steep compared with the monthly average of 0.5% to 0.6% in 2016, 
this move was met by public outcry and demonstrations in several states. Nonetheless, the 
government has so far continued the reform by introducing more frequent updates of the 
maximum prices of gasoline and diesel, which moved to a weekly basis for the first two weeks of 
February 2017 (SHCP, 2016), and then changed to a daily basis starting in the latter half of the 
same month (SHCP, 2017).       

LPG constitutes a substantial portion of residential energy consumption, accounting for around 
30% of residential energy demand in 2014. From 2000, a LPG price-cap policy was applied, under 
which end-user prices for LPG were adjusted every month by the government, resulting in LPG 
prices below international reference prices until 2014. In 2015, falling international oil prices 
resulted in LPG prices exceeding the reference price by MXN 3 (Mexican peso) per litre; LPG 
subsidies accordingly were zero for the year. Based on the Hydrocarbons Law, LPG prices have 
been liberalised since January 2017. Along with the move toward price liberalisation, the 
Hydrocarbon Law intends to provide targeted support to consumers, even though as of March 
2017, the specific policy has not been implemented. 

In contrast to the progress achieved in reforming subsidies to oil products, the reform of 
residential electricity subsidies has been slow.  In the late 1990s and early 2000s, efforts were 
taken to introduce major power market reforms, including the reform of electricity tariffs, but 
owing to low public acceptance and opposition from interest groups, as well as the great political 
sensitivity attached to the issue, little progress was made. The subsidy for residential electricity 
use now covers over 50% of residential electricity costs as of 2015, while industrial and 
commercial users must pay full cost of their electricity supply, as well as cross-subsidies to the 
residential sector. Moreover, there is a possibility that the subsidy is disproportionally benefiting 
the poor, as overlaying a map of subsidy incidence with that for poverty incidence shows a very 
weak overlap (SENER, 2016; IEA, 2016). In 2016, the government started to include a part of the 
electricity subsidies in annual budgetary items, preventing the cost of subsidies from being totally 
absorbed by the CFE (Comisión Federal de Electricidad). By the third quarter of 2016, the SHCP 
(Secretaría de Hacienda y Crédito Público) provided MXN 21 billion (around USD 1.2 billion) to 
cover electricity subsidies, while another MXN 21 billion was borne by the CFE (CFE, 2016). This 
arrangement is expected to lead to an annual debate in Parliament over how much of the budget 
should be spent on electricity subsidies, which should help to increase transparency of the 
subsidies, raise public awareness on the issue and thus help the government to gain public 
acceptance for further reforms. However, the potential rise in the fuel prices in the future poses 
a significant challenge for the government and the CFE if the subsidies are sustained. This could 
derail the path for the CFE – which in 2016 received a financial injection of MXN 161 billion 
(around USD 9 billion) from the SHCP to partially offset its labour liabilities and improve its 



Tracking fossil fuel subsidies in APEC economies © OECD/IEA 2017 
Toward a sustained subsidy reform 

 

Page | 16 

financial position – to be “a productive state enterprise”, a stated objective of the massive energy 
reform package (SHCP, 2016). 

Viet Nam 

Viet Nam currently subsidises kerosene for use in households, marine fuel for deep-sea 
fishermen and electricity for the poor. According to a government decree on petrol and oil 
trading (Circular 83/2014), prices of gasoline, diesel and other petroleum products are linked to 
the international market but regulated by the government. Likewise, natural gas and coal prices 
are also linked to the international market but regulated by the government. There are no 
subsidies for diesel, gasoline, natural gas or coal from the state budget. In reality, however, it is 
unclear how closely fossil fuel prices follow the international market, given that fuel price 
adjustments for domestic oil, gas and coal producers beyond a designated threshold have to be 
approved by the government, and prices of fossil fuel inputs into the electricity sector are subject 
to ministry-imposed ceilings. Given that block electricity tariffs are also set by the government, 
and broadly acknowledged to be priced too low to cover the cost of new investments needed by 
the power sector, or insufficient for cost-recovery for existing power generation  (Asian 
Development Bank, 2015), there are  significant implicit subsidies to electricity in Viet Nam. Oil 
companies are free to price petroleum products below the regulated price, but cannot sell above 
the regulated price. Petroleum prices also include a regulated marketing margin for the 
companies, which is unlikely to be optimal, given that a profit margin that is set too low can 
result in foregone investment and a deterioration in service quality, and a profit margin set too 
high would lead to a transfer of wealth from consumers to oil companies. 

The government of Viet Nam established a dedicated Petroleum Price Stabilization Fund (PPSF) in 
2009 to moderate domestic prices for petroleum and petroleum products, particularly during 
periods of volatility in world crude oil pricing. The fund is built up from contributions by 
consumers of oil products through a VND 300 (Vietnamese dong - USD 0.013) per litre surcharge 
levied on retail prices for gasoline, diesel, and kerosene. The fund is held by the oil company, 
which is permitted to administer it according to prescribed guidelines by the Ministry of Finance 
and Ministry of Industry and Trade. Upward fuel price adjustments greater than 7% have to be 
approved by the government, and in case of a severe price shock which cannot be tempered by 
the fund, the government lets retail prices follow the international market price. Following the 
changes in global crude oil prices, gasoline and bio-fuel prices have been adjusted at the pump. 
For example, between March and June 2015, gasoline prices were raised four consecutive times, 
before falling in July and again in September. 

Electricity subsidies are effectively designed to target the poor in the form of a cash transfer 
equivalent to the cost of electricity for the first 30 kilowatt-hours (kWh) consumed per month. 
This subsidy is administered by the Ministry of Labour, Invalids and Social Affairs (MoLISA) at local 
level, where it is distributed to needy households. The Vietnamese government has shown 
willingness to increase electricity tariffs for all consumer classes gradually, particularly to reduce 
financial losses in the power sector and improve investment conditions for the upstream sector. 
The Ministry of Industry and Trade (MOIT) increased tariffs in 2015, but did not increase tariffs in 
2016. Social, political and economic concerns have made increasing electricity prices difficult for 
the Viet Nam government and the price of electricity continues to be lower than the level 
required for utility companies to afford much-needed new investments in the power sector. 

Thailand 
In Thailand, fossil fuels are subsidised via the Oil Stabilization Fund, tax exemptions and caps on 
retail prices for certain fuels, such as compressed natural gas (CNG) and biofuel blends. Thailand 
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has undergone decades of efforts to reform fuel subsidies as their cost kept rising. Between 2008 
and 2014, Thailand’s state oil fund paid out as much as USD 6 billion to subsidise LPG, often 
illegally diverted for use as motor fuel. 

The government has been progressively reforming LPG subsidies via gradual reduction for 
different user categories including: low-income households, cooking, automotive, industry and 
petrochemical industry. On 3 December 2014, the Energy Policy Administration Committee of 
Thailand approved the end of a seven-year subsidy for LPG, which saw retail prices for LPG 
increase by THB 1.03 (Thai baht - USD 0.03) to THB 24.16 (USD 0.74) per kilogramme (IEA, 2015). 
Since January 2015, in order to better reflect the cost of supply, the government has set a 
uniform LPG wholesale price for all sectors based on a weighted average of market prices. A 
floating LPG retail price that reflects the wholesale price is published monthly by the Energy 
Policy Administration Committee. Mitigation measures have been introduced for low-income 
households and small businesses registered with the government, which allows them to purchase 
at subsidised LPG price of THB 18.13 (USD 0.53) per kilogramme (EPPO, 2016). Mobile phone 
technologies are used by beneficiaries to get a code needed to purchase LPG cylinders at the 
subsidised price, and the government provided comprehensive communication campaign to 
support price changes. The system has not been successful and only 400 000 possible 
beneficiaries out of around 8 million estimated by the government have registered in the system 
(Praiwan, 2015; GSI, 2016). However, as the international oil price remains relatively low, the gap 
between the subsidised and unsubsidised price of LPG for households has been limited (around 
THB 2 [USD 0.06] in 2016). It remains to be seen if Thailand will face challenges in reforming 
subsidies should crude oil prices increase in the future.  

CNG was subsidised until recently, although funded from PTT, a state-owned oil and gas 
company, rather than from the government directly. This made continuous loss for the company, 
which was offset by other revenue streams. CNG subsidies were administered through a discount 
card programme, and they are offered at two levels: one for passenger cars and trucks, and 
another for public vehicles (such as buses, taxis and tuk-tuks). The government gradually 
increased the price of CNG and raised the price twice both in 2014 and in 2015, by around 4 to 
10%, and finally floated the price in 2016. Since then, CNG price follows market trends, falling to 
THB 12.55 (around USD 0.36) in January 2017 (PTT, 2017).  
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Box 2 • Fossil fuel subsidy reforms in Latin America  

Over the past several years, countries in Latin America have gradually started to cut-back on 
consumption subsidies for oil products, electricity and natural gas, and a growing momentum toward 
phasing out subsidies can be seen. Three APEC economies –Chile, Mexico and Peru – have all made 
concerted efforts to phase out fossil fuel subsidies. In Chile, a country heavily dependent on imports 
for all fossil fuels, price adjusting mechanisms have long played a role in smoothing the price volatility 
of imported fuel. After the establishment of price stabilisation funds, a variable-rate excise tax is now 
being used to minimise the fluctuation of fuel prices and keep price changes within around 5% of 
reference prices, which are based on international market prices. Peru also introduced an oil price 
stabilisation fund in 2004 to shield the domestic prices of gasoline and LPG from the impact of 
international oil price volatility and keep them within a certain price range. After having difficulty in 
managing the fund which became costly under soaring oil prices in 2008, the government revised the 
price-bands in a way that upper and lower limits of the price bands were automatically adjusted to 
changes in international market prices. Finally in 2011, the price band for gasoline was abolished and 
prices are now fully determined by the market, while the subsidy for LPG remains. Mexico started, in 
2013, a comprehensive reform programme throughout the energy sector, which includes price 
liberalisation for oil products (diesel, gasoline and LPG). 

Other Latin American countries outside of APEC economies also have focused on phasing out 
subsidies for oil products. In Ecuador, the government issued a decree in 2015 to gradually eliminate 
subsidies for diesel, gasoline and fuel oil for industrial and commercial use. In Bolivia, the government 
has focused on reducing subsidies to diesel and gasoline by supervising the conversion of service and 
freight vehicles to natural gas vehicles through the creation of a new national entity (Entidad 
Ejecutora de Conversión a GNV).  

Argentina, though it is not a member of APEC, has most recently started drastic subsidy reforms, 
focusing on electricity and natural gas. In Argentina, electricity and natural gas subsidies rested on a 
law (“Ley de emergencia economica”) enacted in 2002, which laid out a regulatory scheme for a 
transitory freeze of natural gas and electricity tariffs for commercial and residential users. Following 
the failure to scale-back energy subsidies in 2012 and in 2014, a newly elected Argentinean 
government decided to lead a reform on subsidies and has increased natural gas and electricity tariffs 
starting in April 2016. To mitigate the impact on household incomes, two compensatory mechanisms 
have been implemented: a social tariff and a stimulus plan to reduce energy consumption. However, 
the measure triggered strong public opposition when utility bills increased up to 1000%, leading to 
social protests and individual court appeals. In August 2016, the Supreme Court declared the 
government’s 1000% increase in natural gas tariffs illegal, stating that it did not call for public 
hearings before setting the tariff increase, as required by law. Shortly after this ruling, however, the 
Court issued a second ruling approving the increase in electricity tariffs, alleging that the plaintiff did 
not represent all electricity users equally. Eventually, the government backtracked and capped tariff 
increases to approximately 200% in the hope of calming social discontent. The gradual phase-out of 
subsidies is expected to continue until 2021 by means of gradual tariff increases, in order to reach 
fiscal equilibrium.  
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Measuring fossil fuel subsidies in APEC economies 

Methodology 

The IEA estimates fossil fuel subsidies that are consumed directly by end-users (households, 
industries, and businesses) or consumed as inputs to electricity generation. The price-gap 
approach is used to quantify these consumption subsidies, which compares average end-user 
prices paid by consumers with reference prices that correspond to the full cost of supply, 
including distribution cost and tax.10 The price gap is the amount by which an end-user price falls 
below a reference price, and its existence indicates the presence of a subsidy. For countries that 
import a given product, estimated subsidies are explicit, and represent net expenditures resulting 
from the domestic sale of imported energy, at lower, regulated prices. For countries that produce 
a given product and therefore do not pay world prices, subsidy estimates are implicit and have no 
direct budgetary impact. Rather, they represent the opportunity cost of pricing domestic energy 
below market levels.  For countries that produce a portion of their consumption themselves and 
import the rest, the estimates represent a combination of opportunity cost and direct 
expenditures. 

Estimates using the price-gap approach capture only interventions that result in final prices to 
end-users below those that would prevail in a competitive market. However, there are numerous 
other subsidies that are not captured by the price-gap approach, such as those to support 
production of fossil fuel, fuel vouchers or other payments directly paid to low-income households. 
The OECD periodically compiles and published data on these fossil fuel subsidies, with 
information collected mainly from government budget or tax information (Box 3). 

Box 3 • Fossil fuel production subsidies 

 

                                                                                 

10  For more detailed information on our methodology to estimate subsidies, see 
http://www.worldenergyoutlook.org/resources/energysubsidies/methodology/. 
11 For more detailed information, please see http://www.oecd.org/site/tadffss/data/. 

Though the IEA’s price-gap approach provides a comprehensive view of global fossil fuel consumption 
subsidies, and allows for easy tracking of their development over time, not all fossil-fuel support 
measures are captured by this method. Notably, the IEA approach by definition does not measure 
fossil-fuel production subsidies if they do not translate into artificially lowered end-user prices.  

 A variety of measures are used to support the production of fossil fuels, including preferential tax 
rates for capital gains from coal mining, excise-tax exemption for natural gas producers, tax 
reductions for newly developed oil fields in specific regions, and support measures for coal-bed 
methane producers. The OECD has identified such support measures through searches of official 
government documents and web sites, supplemented in a few cases by unpublished government 
data. The current dataset covers almost 800 spending programmes and tax breaks used by 
governments in 34 OECD member countries and the BRIICS (Brazil, Russia, India, Indonesia, and South 
Africa) to support domestic production or consumption of fossil fuels. The OECD Inventory of Support 
Measures for Fossil Fuels 11  is published on-line, together with a programme-by-programme 
description of each measure (OECD, 2015).  
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Trends in global and APEC fossil fuel subsidies 

The IEA estimate of the global value of fossil fuel consumption subsidies in 2015 was around USD 
320 billion (Figure 2). This was the second consecutive year in which the global subsidy estimate 
declined, reflecting the lower international fuel prices since mid-2014 as well as continued efforts 
to phase out fossil fuel subsidies in many countries.  The period of persistently high oil prices 
prior to 2014 provided a compelling rational for net importing countries, such as India and 
Indonesia, to undertake subsidy reforms, in order to mitigate the fiscal burden incurred by costly 
spending on subsidies. Oil prices then provided an opportunity for the governments to move 
ahead with subsidy removal without substantially increasing prices, and thus a chance to limit 
major public and political resistance to the reforms. The lower fuel price environment also 
spurred reform in some oil and gas producers, such as Nigeria, Qatar, Saudi Arabia and UAE, as a 
result of the financial constraints triggered by the reduced oil and gas export revenues.   

Figure 2 • Trends in fossil fuel consumption subsidies in APEC economies 

 

Among APEC economies, fossil fuel consumption subsidies amounted to some USD 70 billion in 
2015, around 20% of the global total. The value of these subsidies in APEC economies has 
decreased around 30% since 2014, matching the global trend. Despite the high share of APEC 
economies in global energy consumption, APEC’s share in global fossil fuel consumption subsidies 
has declined since 2010. The total subsidisation rate in APEC economies, which shows the share 
of subsidy in total energy cost, fell from an average of 10% in 2011 to 6% in 2015, much lower 
than the world average of around 20% in 2015. As the share of APEC economies in global fossil 
fuel consumption subsidies has fallen back, so the remaining fossil fuel subsidies have become 
increasingly concentrated in the Middle East (although, as noted, there are moves also in this 
region to accelerate pricing reforms). Looking at the 2015 picture by fuel, electricity subsidies12 in 
APEC economies accounted for around 50% of the total (around USD 34 billion), followed by oil 
subsidies, including LPG subsidies, estimated at around one-third (approximately USD 23 billion). 
Natural gas subsidies were also significant, estimated at roughly USD 16 billion. Coal subsidies 
were relatively small, at around USD 120 million. 

Calculating the share of subsidised energy consumption by fuel provides a useful way to track 
progress with subsidy reform (this is calculated as the total consumption of each fuel/electricity 
in different sectors where energy is provided at prices lower than the reference prices, divided by 
total consumption for each fuel/electricity in APEC economies with fossil fuel subsidies).  This 
index does not rigidly reflect the subsidy reforms put in place, but it provides a way to monitor 
developments that is less affected by fuel price fluctuations in international and local markets. 
This analysis shows that the share of subsidised energy consumption in APEC economies, 
                                                                                 

12 Subsidies for fossil fuels used as input to power generation are included in electricity subsidies in our estimate. 
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compared with the global average, is lower for all fuels and for electricity (Figure 3). Moreover, 
the share of subsidised oil consumption in APEC economies has greatly declined since 2008, from 
18% to 6% in 2012, and further falling to 3% in 2015. This reflects policy developments in APEC 
economies, such as China, Indonesia, Malaysia and Mexico which have enacted major reforms 
phasing out subsidies for oil products in the transport.  

Figure 3 • Share of subsidised energy in APEC economies, compared with global averages 

 

In contrast to the progress seen in reducing subsidies to oil consumption, pricing reforms for gas 
and electricity have been slower and less comprehensive (as shown in the relatively higher shares 
of subsidised gas and electricity consumption in APEC economies in Figure 3). Subsidies to 
electricity and gas consumption now account for some 70% of total subsidies in 2015; with the 
expectation of robust growth in electricity and gas demand, pricing policies in these areas are 
likely to be the main focus for subsidy reform in the future.  

Among end-use sectors, around 60% of total fossil fuel consumption subsidies in APEC economies 
are in the residential sector (for gas, electricity and LPG), even though this sector consumes less 
energy overall than the industry and transport sectors. Reforms in this area naturally come with 
political sensitivities, but more market-based pricing in this sector can bring multiple benefits. 
Reforms to electricity pricing, for example, can help to attract investments in power generation, 
including renewables-based generation, by making it more competitive against fossil fuels-based 
options. Reforms can also free up resources that can then be used by the government for other 
purposes, including infrastructure investment.  

The estimated value of fossil fuel subsidies (expressed in US dollars) can fluctuate for various 
reasons, including growth in consumption of subsidised energy, changes in international energy 
prices, the rates of inflation and currency exchange, as well as pricing policies. Decomposition 
analysis allows us to see which factors contributed in practice to the USD 50 billion decline in the 
value of the subsidy bill in APEC economies between 2010 and 2015.  

All else being equal, growth in energy consumption – in countries and sectors where 
consumption is subsidised – serves to push up the total value of fossil fuel consumption subsidies. 
In the case of APEC economies, demand growth alone implied a USD 20 billion increase in the 
subsidy bill between 2010 and 2015. Among the various fuels, electricity consumption accounted 
for more than 50% of this increase. As electricity demand is projected to grow robustly in the 
future (see the subsection “Energy outlook in APEC economies”), APEC economies need to 
remain alert to the fiscal strains that these electricity subsidies might impose, particularly given 
the possibility of fuel price increases in the future.  

Our analysis suggests that the overall declines in fossil fuel consumption subsidies in APEC 
economies in recent years have largely been attributable to the decline in international energy 
prices, although the contribution from policy developments toward more cost-reflective pricing 
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mechanisms cannot be ignored. There are significant variations, though, by fuel and sector. For 
example, in the case of gasoline and diesel used for transport, subsidy reforms made the largest 
contribution to the decline in the value of subsidies between 2010 and 2015 (Figure 4). If the 
reforms to end-user prices for these fuels had not been implemented, the subsidy values for 
these oil products would have been around USD 6 billion higher in 2015. This underscores the 
value of the policy developments in APEC economies such as Malaysia, Mexico and Indonesia.  

 By contrast, the decline in subsidies for residential electricity and LPG between 2010 and 2015 is 
entirely attributable to the decline in international fuel prices. The net effect of pricing policy 
changes in APEC economies as a whole was to increase the subsidy bill; as reform progress in 
some countries – for example in Indonesia – was more than offset by developments elsewhere 
(where end-user prices decreased in real terms).  

Relatively slow progress in phasing out the subsidies for residential electricity and LPG explains 
why the residential sector has now become the largest beneficiary of fossil fuel consumption 
subsidies in APEC economies. Concentrating subsidies on residential end-users reflects social and 
political motivations, including the need to provide access to electricity and clean cooking. For 
example in Indonesia, there are still around 40 million that lack access to electricity and around 
100 million without clean cooking facilities. Reform efforts have tended in the first instance to 
target transport fuels, where subsidies for oil products disproportionally benefit better-off parts 
of the population that can afford to buy vehicles. But there is nonetheless room in APEC 
economies to reform residential subsidies as well, particularly where they are inefficiently 
targeted or diverted to benefit consumers that can afford to purchase energy at market prices 
(see the section “selected economy update”). 

Figure 4 • Contributing factors to the changes in the value of fossil fuel consumption subsidies in APEC 
economies 

 

Looking at the estimates by economy, there are nine economies in APEC identified as subsidising 
fossil fuel consumption (Figure 5). Among APEC economies, Russia had the largest estimated 
value of fossil fuel consumption subsidies of around USD 30 billion in 2015, followed by China 
(USD 19 billion) and Indonesia (USD 15 billion). Russian subsidies to natural gas and electricity 
consumption remain large, despite the government’s intention to introduce pricing reforms. 
While the total subsidisation rate in China is low (2% in 2015), the large population and relatively 
high level of energy consumption push up the total value of fossil fuel subsidies, which are 
primarily directed towards residential LPG and electricity. The value of the LPG subsidy in China is 
expected to decrease substantially, in light of China’s liberalisation of its LPG market in 2016. 
Expressed as a share of GDP, fossil fuel subsidies in China are minor, at 0.2% in 2015, while the 
figure for Indonesia is higher, around 1.8% in 2015. Although Indonesia has been making efforts 
to completely remove subsidies for transport oil products, our approach still captures some 
subsidies for oil, partly due to the remaining subsidies for LPG. 
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Figure 5 • Estimated value of fossil fuel consumption subsidies in APEC economies in 2015 
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Analysing the impact of fossil fuel subsidy reform  

Modelling approach 

The energy projections and analysis used in this report are based on the methodological 
approach used in the World Energy Outlook (WEO)13. The Current Policies Scenario is used as a 
point of reference in this report, in which only the policies or measures supported by specific 
implementing measures as of mid-2016 are included: the subsidisation rate of each fuel 
therefore remains unchanged at the current level in our projections, unless the APEC member 
governments have initiated the implementation of specific policies or measures to phase out 
subsidies. Hence, in this report, the Current Policies Scenario provides a baseline against which 
the impact of new subsidy initiatives can be measured.14 

To examine the potential impact of subsidy reforms in the future, a Subsidy Reform Case is 
included in which fossil fuel consumption subsidies in all APEC economies are assumed to be 
gradually phased out over the period between 2015 and 2025, by gradually decreasing the rates 
of subsidisation for each fuel in each economy with fossil fuel consumption subsidies. The 
comparison of the two scenario outcomes enables us to analyse the impact of complete subsidy 
removal in the APEC region.  

The assumption of complete subsidy phase-out by 2025 in all APEC economies is illustrative and 
generates important insights for policymakers. It may not, however, be seen as a realistic target 
in all countries, given their specific political, economic and social circumstances. Certain subsidies 
may be needed for member economies to provide access to energy at affordable costs for the 
poor or to serve other policy objectives, and thus may not be categorised as “inefficient” fossil 
fuel subsidies by some member economies. A government may also have a different policy 
priority rather than complete removal of subsidies, so the assumption of complete subsidy 
removal in the Subsidy Reform Case should not be necessarily regarded as the way for APEC 
members to fulfil their commitment to phase out “inefficient” fossil fuel subsidies, as they 
declared in 2015.   

The projections for energy demand are supplemented by other indicators, including projections 
for energy-related CO2 emissions. It might be assumed that reducing fossil fuel subsidies has a 
beneficial impact on environmental indicators, but this is not always the case. The Subsidy 
Reform Case also allows for substitution effects owing to changes in relative pricing; in some 
instances, phasing out subsidies for natural gas, for example could increase the use of coal.  

Energy outlook in APEC economies 

APEC economies account for a significant share of the global economy as well as of global energy 
demand and this is not expected to diminish. Over the period to 2040, APEC economies continue 
to make up roughly 50% of the global economy and around 60% of global energy demand. Energy 
demand growth is increasingly decoupled from economic growth, in line with the broader global 
trend. In the Current Policies Scenario, without the introduction of any new measures to improve 
efficiency, primary energy demand in APEC grows by 30% by 2040 (Figure 6), to over 10 000 Mtoe. 
The cumulative size of APEC economies more than doubles over this period. This means that 
                                                                                 

13 For more detailed information on the scenario setting and modelling methodology in the World Energy Outlook, please 
refer to http://www.worldenergyoutlook.org/weomodel/. 
14 The New Policies Scenario, the central scenario used in the World Energy Outlook, assumes fossil fuel subsidy phase-out for 
most net importing economies, including those in APEC, by 2025. 
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energy intensity decreases by around 40% over the period. Average per-capita energy 
consumption in APEC continues to grow in this scenario, by around 20% to 3.3 toe/capita in 2040 
or around 80% of the level in OECD countries, as economic development leads to a rise in 
incomes; increased urbanisation in many economies also plays a role. 

Coal had a share of 40% in the region’s primary energy mix in 2014 and continues to be a major 
source of energy in APEC economies to 2040. This is primarily the result of the high projected 
level of consumption in China, which accounts for around 70% of the coal consumption in the 
region. The pace of growth in coal consumption, at an average rate of 0.6% between 2014 and 
2040, is lower than in the recent past and also slows significantly over the projection period. 
Among fossil fuels, natural gas grows the fastest, at an average rate of 1.4% between 2014 and 
2040, or by around 40% in total. Renewable energy also grows rapidly, by around 70% to 2040, 
thanks to existing policy developments to expand the use of renewable energy and falling 
technology costs. The share of renewable energy in the primary energy mix increases to 13% by 
2040 in the Current Policies Scenario. Despite the rapid penetration of renewables, however, 
fossil fuels remain dominant in the primary mix in APEC economies in this scenario, with an 80% 
share in 2040, slightly higher than the projected world average.  

Figure 6 • Primary energy mix in APEC economies in the Current Policies Scenario 

 

In the Current Policies Scenario, final consumption in the end-use sectors grows by around 30% 
to 2040 (Figure 7). Oil continues to be the primary source of energy in end-use sectors in APEC 
economies, though its growth slows during the outlook period. Of all the end-use sectors, 
transport remains the largest user of oil, accounting for around 60% of oil demand in the region. 
Among the oil products, gasoline and diesel account for the largest share of demand (around 60% 
of the total). Transport oil demand in APEC is projected to grow, by 17% to 2040. For countries 
such as Indonesia and Mexico, which have been on the verge of complete removal of gasoline 
and diesel subsidies, the prospect of growing demand for oil in this sector, together with a 
potential rise in international fuel prices, provides important context for the debate over subsidy 
reform. In Indonesia, for example, gasoline demand is projected to grow by around 90% and 
vehicle ownership per 1 000 people more than doubles over the period to 2040, providing a 
strong rationale for the government to remain on track with its reform programme. 

Electricity is the second largest source of energy in end-use sectors in APEC economies. Electricity 
consumption is projected to increase by 70% between now and 2040, accounting for 50% of the 
rise in final energy consumption in the Current Policies Scenario. Energy consumption in the 
buildings sector takes second place overall among the end-use sectors, behind industry, but it 
sees a substantial increase in electricity demand, underpinned by rising incomes, living standards 
and urbanisation. As residential consumption makes up around half of electricity demand in the 
buildings sector and grows by more than 80% to 2040, this creates a compelling case for 
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policymakers to focus on reform in this sector. Some countries, such as Indonesia, have already 
initiated a gradual phase-out of subsidies in this area. Indonesia’s residential electricity demand is 
projected to almost quadruple by 2040. In the absence of pricing reform, i.e. if residential 
electricity prices were kept constant as of 2014, the subsidy bill for residential electricity 
consumption in Indonesia would be in the order of USD 10 billion on average each year during 
the projection period. 

To keep up with the robust increase in electricity demand, power generation capacity increases 
by more than 70% between 2014 and 2040 in the Current Policies Scenario, to around 6 300 
gigawatt (GW) by 2040. Thanks to policy support in place for the deployment of low-carbon 
sources of power, renewables account for more than 50% of the 2 600 GW of new power 
generation capacity installed over this period. Consequently, the power generation mix in APEC 
becomes more diversified by 2040 in this scenario, as the share of coal declines to 42% of power 
generation and the share of renewables increases to 26%.  

Figure 7 • Fuel mix in total final consumption in APEC economies in the Current Policies Scenario 

 

In the residential sector, where fossil fuel subsidies such as those for electricity, gas and LPG are 
concentrated, energy demand grows by around 15% to 2040. Electricity demand growth is 
particularly strong, overtaking bioenergy to become the primary source of energy in the sector.  
Gas consumption also increases, by around 20%. LPG demand falls by a similar amount, as 
electricity and natural gas take a rising share in the residential demand for heating and cooking. 
Despite its declining consumption, LPG still plays an important role in extending access to clean 
cooking facilities in the region. In the Current Policies Scenario, 12% of the total population in 
APEC, approximately 385 million people, still lack access to clean cooking facilities in 2040, 
though the number decreases significantly from 725 million in 2014. LPG contributes greatly to 
this reduction: the availability of LPG and LPG stoves allow more than 100 million people to 
reduce their reliance on solid biomass as a cooking fuel. 

Ensuring universal access to electricity is also a major policy priority in some APEC economies. In 
the region as a whole, around 100 million people lacked access to electricity as of 2014, of which 
more than 80% are in rural areas. The number of people without access to electricity is projected 
to decrease substantially, to 1.2 million, thanks to the concerted efforts made by APEC member 
economies. The provision of subsidies, to ensure affordable access to energy, can be a means to 
this end. For example, the Philippines, which removed major electricity consumption subsidies 
after the economic crisis in 1997, maintains subsidies for small diesel-powered generators, 
mainly through a cross-subsidisation scheme, to ensure electricity access at affordable rates for 
remote areas disconnected from the main grids. The government strongly promotes 
electrification under the National Electrification Programme, which aims to achieve an 
electrification rate of 90% by 2017. 
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Figure 8 • Average annual change in oil and gas import spending in APEC economies in the Current 
Policies Scenario 

 

In the Current Policies Scenario, oil and gas import spending in most APEC economies continues 
to grow, especially over the period to 2025, largely due to the expected trajectory for 
international energy prices in this scenario (Figure 8). The growth in import spending is 
particularly strong in the emerging economies in APEC, such as China, Indonesia and other ASEAN 
members, driven by an increase in international oil and gas prices and growth in energy 
consumption. This provides a stark illustration of the need to keep subsidy reforms on track. 
Moreover, governments that are reforming oil subsidies, such as Mexico, Indonesia, and Malaysia, 
can benefit by investing a share of subsidy savings in measures that will more effectively and 
efficiently protect the well-being of low-income households and boost economic growth, thereby 
counteracting public resistance and pressure to reverse reforms. 

Given their weight in global energy demand, measures to tackle the environmental impacts of 
energy use in the APEC region, including carbon emissions as well as other pollutants that affect 
local air quality, could have a significant impact on the global transition to a low-carbon economy. 
Roughly in line with their share in global energy demand, APEC economies accounted for around 
60% of global energy-related CO2 emissions in 2014. Although this share gradually declines to 
54% in 2040 in the Current Policies Scenario, energy-related CO2 emissions in APEC economies 
are projected to increase by around 20% to 24 gigatonnes (Gt) to 2040 (Figure 9). The modelling 
outcomes in the Current Policies Scenario highlight that a business-as-usual trajectory for the 
region comes with serious warnings in terms of the implications for energy security and 
sustainability. Reforms to energy pricing can play an important role in mitigating these threats, 
even if subsidy removal by itself is only one part of a much broader policy discussion (Box 4). 

Figure 9 • Energy-related CO2 emissions in APEC economies in the Current Policies Scenario 
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Box 4 • Is removing subsidies sufficient to cover the real costs of energy consumption? 

Many APEC economies, as well as countries in other parts of the world, are reducing subsidies, adopting 
pricing policies that better reflect international market prices. In many countries, however, prices ex-tax 
constitute only a part of end-user prices, suggesting  not only the potential for energy consumption to 
serve as a source of government revenue, but also that market-based pricing may only a first step to cover 
the costs associated with energy consumption, including environmental costs.  

Ex-tax prices for gasoline in APEC economies constitute, on average, around 70% of end-user prices, and 
some economies have an even higher share of tax components in gasoline prices (such as Chile at 47%; 
Japan at 48%; and Korea at 58%) (Figure 10). These fuel taxes can take a variety of forms, the most 
common being excise and value-added taxes. In some cases, these revenues can be earmarked for specific 
purposes, such as road infrastructure development. There are also examples of tax proceeds that are used 
exclusively for specific policy purposes such as energy efficiency, allowing governments to generate 
additional revenue to fund energy efficiency programmes, which can in turn avoid wasteful use of energy. 
For example in Korea, a transportation tax (a kind of excise tax imposed on gasoline) constitutes more than 
half of total taxes on the fuel: the proceeds are put into a special account and part of the revenue is used 
for energy resource development to ensure energy security, as well as environmental projects. Japan also 
has a similar system to fund energy-related projects including efficiency programmes. 

Figure 10 • Share of tax in gasoline prices in APEC in 2015 
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Impact of a complete phase-out of fossil fuel subsidies  

In the Subsidy Reform Case, which assumes a complete phase-out of fossil fuel consumption 
subsidies in APEC by 2025, total primary energy demand in the region is reduced by 1%, or 
around 110 Mtoe to 2040, relative to the Current Policies Scenario (Figure 11). Changes in the 
power sector account for 75% of this reduction, as higher input prices to this sector stemming 
from subsidy removals, as well as higher end-use electricity prices, dampen demand. Electricity 
demand in the Subsidy Reform Case is around 2% lower in 2040 than in the Current Policies 
Scenario.  

Among the fossil fuels, natural gas is the fuel that sees most of the decline in demand across the 
two scenarios (around 70% of the total reduction), followed by coal. The reduction in demand for 
these fuels as inputs for power generation is the main reason, in both cases. 

As most oil-related subsidies are eliminated already in the Current Policies Scenario, the 
reduction of oil consumption in the Subsidy Reform Case is quite limited. However, there is still 
an impact from removing subsidies for residential LPG, whose consumption is lower by around 
4% in 2040 in the Subsidy Reform Case.  

As discussed in the previous section, today’s fossil fuel consumption subsidies are increasingly 
concentrated in the residential sector, so this is also where the effects of subsidy removal are 
most visible. More than half of the reduction in the final energy consumption in 2040 in the 
Subsidy Reform Case occurs in residential demand. Consumption of oil, gas and electricity are all 
lower, by around 3 to 4% in 2040.   

Removal of fossil fuel consumption subsidies also reduces energy-related CO2 emissions. In the 
Subsidy Reform Case, the energy-related CO2 emissions in APEC economies are lower by around 
210 Mt CO2 or 1% in 2025, and by around 310 Mt-CO2 or 1.3% in 2040, compared with the 
Current Policies Scenario. Coal and gas contribute almost equally to the reduction. Again, the 
power sector is the major driver of the reduction, accounting for more than 80% of the reduction 
in 2040. Cumulative energy-related CO2 emission savings amount to 5.0 Gt between 2015 and 
2040. In addition to the reduction in energy-related CO2 emissions, other environmental benefits 
such as reduction in air pollution could also be expected. 

The Subsidy Reform Case demonstrates clear benefits from reform of fossil fuel subsidies, in 
terms of energy efficiency and reduced environmental impacts. However, the modelling also 
suggests that subsidy reform as a stand-alone policy is not sufficient to tackle today’s multiple 
energy challenges, a point that is recognised in the ambitious collective energy targets in the 
APEC region (Box 5). Depending on which fuel is subsidised, inter-fuel switching triggered by 
subsidy removal can reduce the desired impact of subsidy reform and so may require some 
complementary policy measures. For example, the removal of subsidies for gas as input to power 
generation changes the power mix by improving the competitive position of coal. In the absence 
of other policy measures to address environmental impacts, this can result in switching away 
from gas to coal and an increase in emissions of CO2 and other air pollutants. In the Subsidy 
Reform Case, this impact of inter-fuel competition is particularly visible in Russia, where the 
removal of gas subsidies leads to a rise by eight 8 percentage points in the share of coal in the 
power generation mix in 2040, compared with the outcome in the Current Policies Scenario.  

Subsidy reform can also prepare the ground for more rapid deployment of renewables, as it 
improves their price competitiveness against fossil fuels. However, additional policies are 
nonetheless needed to accelerate the uptake of renewable energy. Our modelling results do not 
show a substantial difference in the share of renewable-based power generation in APEC 
economies between the Subsidy Reform Case and the Current Policies Scenario, although this 
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shift would come more visible if governments decided to reallocate saved resources in the 
Subsidy Reform Case to incentivise investment in renewables. The impact of subsidy reform can 
be further enhanced also by efficiency policies. Higher energy prices after the removal of fossil 
fuel subsidies incentivise consumers to purchase more efficient products, resulting in a 1% lower 
final energy consumption in the Subsidy Reform Case. This helps improve further the reduction in 
energy intensity seen in the Current Policies Scenario, albeit still falling short of meeting APEC’s 
collective efficiency target to reduce energy intensity (of final energy consumption) by 45% by 
2035 from the level in 2005. Efficiency policies such as more stringent efficiency standards and 
financial incentives for efficient equipment can promote wider deployment of more efficient 
technologies.  

Overall, our analysis suggests that fossil fuel subsidy reform provides a vital foundation for 
government efforts to meet various energy policy goals. Its efficacy as a policy tool is enhanced if 
it is considered as part of a suite of policies: it can also help to provide the means for additional 
policies to be implemented. Governments can increase the savings in energy demand and other 
environmental benefits if some of the financial savings from subsidy reforms are dedicated to 
other policy programmes, such as energy efficiency and expansion of renewable energy (Laura & 
al, 2015).   

Figure 11 • Changes in total primary energy demand and energy-related CO2 emissions in the Subsidy 
Reform Case, relative to the Current Policies Scenario 
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Box 5 • Are APEC economies on track to meet their energy targets? 

APEC leaders have set ambitious targets for the future of their energy systems, including a reduction of the 
intensity of final energy consumption by 45% by 2035 (compared with the level in 2005), as well as a 
doubling of the share of renewables by 2030 (compared with the level in 2010). In the Current Policies 
Scenario, intensity of final energy consumption decreases by 40% in 2035 (relative to 2005), while the 
share of renewables in power generation increases from 16% in 2010 to 25% in 2030. 

This implies that additional policies and measures are necessary to meet these targets. However, such 
additional actions are indeed under consideration. The World Energy Outlook includes another scenario, 
called the New Policies Scenario, that is designed to take account not only of measures already in place (as 
in the Current Policies Scenario) but also the latest policy developments and announcements (up to mid-
2016), including plans and policy announcements which have not yet been implemented. This includes 
many of the commitments that governments made in their Nationally Determined Contributions, part of 
the Paris Climate Change Agreement, as well as other clean energy and efficiency measures.15 

Our analysis suggests that, if these additional policies and measures are taken into account and are 
implemented, then APEC’s targets move into view and can be reached. In the New Policies Scenario, the 
intensity of final energy consumption decreases by 45% by 2035 (Figure 12). The share of renewables in 
the power generation mix almost doubles to 30% in 2030 and the share of renewables in transport more 
than doubles to 5% in 2030. A number of economies contributes to this outcome, but the growth in 
renewables-based power generation is led by China, which accounts for more than half of the growth 
between 2014 and 2040.  

Figure 12 • Energy intensity and power generation mix in APEC in the New Policies Scenario 

 

                                                                                 

15 For more detailed information on policies and measures assumed in the scenarios, see the World Energy Outlook 2016 (IEA, 
2016). 
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Implementing fossil fuel subsidy reforms 
A lot of progress has been made in recent years with fossil fuel subsidy reforms in APEC 
economies, but much remains to be done. Helped by the current low oil price environment, there 
have been major steps in some economies to phase out subsidies for oil. However, some 
economies are near the starting point in what could be a long journey towards the complete 
removal of subsidies and a transition to market-based pricing. In many economies, the largest 
remaining issue is pricing reform in the residential sector, notably for LPG, natural gas and 
electricity. The removal of such subsidies can face public or political opposition, not least because 
of its potential impact on incomes and access to energy, especially for vulnerable groups. 
Targeted compensation or other supporting measures are clearly part of the solution. 

Previous WEO publications and other international institutions provided extensive analysis of 
best practices for the successful implementation of subsidy reforms and proposed a set of 
guidelines. A set of guiding principles has been developed, that reflects the experience of 
different countries with reforms, including successful case studies in APEC economies (GSI, 2013; 
IEA, 2014; IEA, 2015). These guidelines are: 

• Get the price right: Reflecting the full economic cost of energy is the basic principle behind 
many subsidy reforms. Authorities need to ensure the introduced pricing scheme is 
transparent, well-monitored and enforced. Price formulas that account for international 
market prices, inflation, and currency volatility have been introduced in many APEC 
economies, such as Indonesia and Mexico. Strong political will and well-functioning 
institutions are required to ensure that price adjustments are sustained even when world oil 
prices rise.  

• Implement reforms in steps: to avoid a sudden large increase in prices, reforms are typically 
implemented in steps, depending on countries’ economic and market situation. For example, 
a price band has been introduced in some APEC economies such as Mexico and Chile to avoid 
abrupt price increases, while allowing prices to better reflect international benchmarks.  

• Manage the effects: Authorities need to implement supporting measures especially for those 
who are most vulnerable to price increases. Countries must choose the most appropriate 
tools for providing social assistance, taking into account the impacts of any specific reform, 
their existing administrative capacity and the right balance between short- and long-term 
assistance. In some countries, cash transfers have performed well as a welfare mechanism, 
but countries have also provided assistance linked to the costs of education, health insurance 
and transport services, as well as public works programmes. For example in the Philippines, a 
cash transfer programme funded by VAT on oil products was temporarily introduced to 
alleviate the price shock to low-income people.  

• Consult and communicate at all stages: A comprehensive communication strategy at all levels 
is essential to increase public understanding of the need for subsidy reforms. In the case of 
Philippines, an inter-agency task force consisting of all related ministries was formed before 
the implementation of oil subsidy reform in order to prepare and implement a nationwide 
communications campaign, in coordination with Congress and local governments (Office of 
the President of the Philippines, 1995).  

As discussed in previous sections, APEC economies, such as China, Malaysia, Mexico, and 
Indonesia have made substantial progress in phasing out subsidies notably for oil products used 
in the transport sector. In some cases, however, these moves have been relatively recent, 
spurred by the lower international oil price environment, and the impact of reforms on end-user 
prices has been hardly felt by the general public. The durability of some reforms could still be 
tested when international fuel prices go up, and challenges may lie ahead in mitigating potential 
public or political pressures.  
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In addition, most of the economies mentioned above are still carefully adjusting the prices for 
gasoline and diesel, with prices regulated by means of the periodic reviews by the relevant 
authorities or under a price-band. The argument for such a discretionary approach is that 
governments reserve the right to control prices to minimise any unexpected end-user price hikes 
stemming from market volatility and address potential public outcry. At the same time, this also 
leaves open the door to re-introduce subsidies under political or public pressure. Around the 
world, there are numerous cases, even recently, where the move toward subsidy reform has 
been deterred or pedalled back in response to public opposition. Reduced fiscal pressures in 
some net importing countries, owing to low oil prices, may also have played a role.  

The risk of a failure to sustain subsidy reforms is substantial. In our estimate, if end-user prices do 
not respond to any future rise in international oil prices, the budgetary impact of subsidies would 
be very large: keeping end-user prices flat at 2015 levels but considering the projected 
consumption levels and prices of the Current Policies Scenario, would mean a subsidy bill for oil 
products in transport of over USD 15 billion dollars in Mexico (roughly 1% of GDP), already by 
2025, and over USD 30 billion dollars in Indonesia (roughly 2% of GDP) (Figure 13).  

Figure 13 • Estimated transport oil subsidies in Mexico and Indonesia, when prices kept flat as of 2015  

 

For residential electricity and LPG, areas in which the pricing reforms have been relatively slow in 
some APEC member economies, keeping reforms on track without jeopardising access to 
affordable energy is a challenging task. Nevertheless, the subsidy reforms are imperative over the 
long-run to avoid budgetary strains, since demand (especially for electricity) is expected to grow 
strongly in the future, and fuel costs to increase.  For example, based on analysis contained in the 
World Energy Outlook Special Report Mexico Energy Outlook, if residential electricity prices were 
to be kept constant at today’s levels in Mexico, cumulative subsidies for residential electricity 
would be around USD 160 billion to 2040, almost 70% of the entire capital investment costs for 
the power sector  (IEA, 2016). 

Overall, momentum for fossil fuel subsidy reform is growing in the APEC region. Many APEC 
economies, with China, Indonesia, Malaysia and Mexico to the fore, have been on track to 
gradually eliminate subsidies through more cost-reflective, progressive pricing, or through 
subsidies better targeted to vulnerable groups. Viet Nam has continued to revise electricity tariffs 
to ensure the industry to fully recover the cost, based on a national master plan for electricity 
development toward 2020 (Ministry of Planning and Development, 2016). The draft energy 
strategy recently published by Russia also points out the need for the reform in natural gas 
subsidies (Ministry of Energy of Russian Federation, 2017).  The renewal of APEC’s commitment 
to phasing out inefficient fossil fuel subsidies and to further encourage concerted efforts at 
reform is opportune and timely, especially if the oil market starts to tighten and policy 
determination is tested.   
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To prepare for the potential repercussion of higher international fuel prices in the future and to 
keep subsidy reforms on track, governments need to ensure that supporting measures are in 
place for the most vulnerable groups, as well as communication campaigns to raise awareness 
about the need and rationale for the reforms. Although the current price environment can 
reduce the sense of urgency in some respects, governments need to stand ready to implement 
additional measures to prepare for future price fluctuations. For example, when Indonesia 
announced the removal of subsidies for gasoline in January 2015, gasoline prices were also 
reduced and thus no additional compensation scheme for vulnerable groups was introduced. 
However, social assistance programmes are in place and the government is ready to introduce 
targeted support to vulnerable groups as necessary.  

Support measures can take the form of not only cash transfers or social welfare programmes, but 
also efficiency policies to incentivise efficiency investment, which can be funded by the resources 
saved by the reform. As our modelling results suggest, complementary measures are essential to 
maximise the benefits of subsidy removal. By raising end-user prices, subsidy reforms increase 
public awareness about energy efficiency, reduce payback times and encourage investment in 
efficiency improvements. Strengthening efficiency measures can also help countries safeguard 
against the impact of rising demand or prices in the future, improving their energy security.  

A robust communication strategy is another important factor in the successful implementation of 
subsidy reforms, but effective communication requires a level public trust that is often difficult to 
build up in practice. Open, transparent and honest communication is critical to a successful 
communications strategy (IMF, 2013) and can help to foster public understanding of a new 
pricing strategy. Public communication campaigns also offer the opportunity to explain the 
benefits to consumers from alternative uses of the resources saved by subsidy reform.  

APEC member economies can take advantage of the accumulated experiences of successive (and 
successful) reforms in the region. One such case is the Philippines, where deregulation of the oil 
sector, including complete removal of subsidies, persisted through the economic crisis in the late 
1990s as well as the period of soaring international oil prices during the 2000s. Implementation 
was underpinned in part by the loan conditionality of the IMF, but was also well managed by the 
political leadership, accompanied by a public communication campaign including a nation-wide 
roadshow to increase public awareness, and mitigating measures such as conditional cash 
transfer programmes and other social assistance programmes  (IMF, 2013). There were calls from 
some quarters to review the reform and to reintroduce oil subsidies and price regulation during 
the early 2000s when oil prices soared. In response, an independent multi-stakeholder 
committee was created in 2005, under the direction of the President, and its report came down 
against subsidies by emphasising the benefits of the reform and showing how much it would 
have cost the government if subsidies had been maintained. The review committee was also 
convened in 2008 and 2012, with the consistent recommendation not to re-instate subsidies (IRC, 
2005; GSI, 2017). The government also launched a comprehensive energy efficiency programme, 
the National Energy Efficiency and Conservation Programme (NEECP) in 2004, aimed at 
strengthening the implementation of energy efficiency by promoting awareness on the efficient 
utilisation of energy in the economy (APERC, 2012). 

The timing and approach to subsidy reform can differ among economies, as national 
circumstances vary, depending on political, social and economic conditions.  However, numerous 
cases around the world support the view that well-planned, carefully implemented reforms can 
bring strong dividends. APEC’s peer-review scheme, together with the G20 peer-review scheme, 
allows member economies to take advantage of these valuable policy experiences and 
information, providing useful platforms for APEC member economies to tackle the common 
challenges of phasing-out inefficient fossil fuel subsidies.  
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Acronyms, abbreviations and units of measure 
 

Acronyms and abbreviations 
ASEAN Association of Southeast Asian Nations 
APEC  Asia-Pacific Economic Co-operation 
CFE Comisión Federal de Electricidad (Mexican Federal Electricity Commission) 
CNG compressed natural gas  
CO2  carbon dioxide 
EPPO Energy Policy and Planning Office (Thailand) 
IDR Indonesian Rupia 
IEA International Energy Agency 
IMF International Monetary Fund 
LPG liquefied petroleum gas 
MEMR Ministry of Energy and Mineral Resources (Indonesia) 
MYR Malaysian Ringgit 
MXN Mexican Peso 
OECD Organisation for Economic Cooperation and Development 
RM Malaysian Ringgit 
SHCP Secretaría de Hacienda y Crédito Público (Mexican Secretariat of Finance) 
THB Thai Baht 
UAE United Arab Emirates 
USD United States dollar 
VND Vietnamese Dong 
 

 

Units of measure 

Gt  gigatonne 
GW  gigawatt 
Mtoe million tonnes of oil equivalent 
Mt CO2 million tonnes of CO2 equivalent 
toe tonnes of oil equivalent 
TWh terawatt hour 
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