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Background

The electricity subsidy policy is a cornerstone of energy provision in Indonesia. Its primary goal
is to make electricity affordable for low-income households. It also aims to stabilize electricity
costs for small and medium enterprises, thereby supporting industrial competitiveness. By
increasing accessibility and affordability, the policy promotes energy equity, especially for
vulnerable groups. Energy equity is one part of the "energy trlemma," alongside energy
security and environmental sustainability.

Indonesia undertook electricity subsidy reforms starting in 2013, driven by several pressing
issues. The high fiscal burden was a major concern, with subsidies reaching 103.3 trillion IDR
in 20128 6% of central government spending and 1% of GDP. Rising consumption and
generation costs, along with infrequent tariff adjustments, made this level of spending
unsustainable. Additionally, subsidies were poorly targeted, disproportionately benefiting
wealthier households, which led to economic inefficiencies and equity issues. Low tariffs
encouraged wasteful electricity use and limited PLN's ability to expand access in underserved
regions, hindering national electrification goals.

The reform sought to accomplish key objectives: reduce subsidy spending through cost-
reflective tariffs and phase out subsidies for non-essential groups, freeing funds for other
priorities. It also aimed to promote efficient electricity use by discouraging excessive
consumption and to better target subsidies toward low-income households, improving equity.
Furthermore, the reform aligned with broader policies, supporting Electricity Law No. 30/2009
by focusing on underserved areas and adhering to global commitments to reduce fossil fuel
subsidies.

Electricity subsidies subsequently decreased from 99.3 trillion IDR in 2014 to 45 trillion IDR by
2017. Between 2014 and 2016, PLN implemented automatic monthly tariff adjustments for
non-subsidized groups.? However, in 2017, the government adjusted this to a quarterly
schedule,® but no changes were implemented until late 2022. From 2017 to mid-2022, tariffs
for both subsidized and non-subsidized groups remained unchanged. By the end of 2022, tariff
adjustments applied to groups R2, R3, and government sectors (P1, P2, and P3). Despite
these efforts, the APBN's contribution to electricity subsidies and compensation rose to 142.6
trillion IDR in 2023,# increasing by an average of 20.9% annually since 2017.

In the 20251 2029 National Medium-Term Development Plan (RPJMN), electricity is identified

as a key driver for economic growth, industrial development, and equitable access across

regions. The main challenge for the electricity sector is the energy transition, including
harnessing renewabl e energy t o support equita
archipelago. The plan acknowledges that current pricing and subsidy policies do not fully

support energy efficiency and low-carbon growth. This recognition calls for a rethinking of

electricity subsidy policies to better align with energy resilience and green economic goals.

The Ministry of National Development Planning has also acknowledged the increase of
electricity subsidies as one of fAr-2084kinwhicleint so i n
acknowledged that the increase of electricity subsidies entails the risk of insufficient subsidy

budget allocation to cover the cost of fuel cost, and the decrease of national income.

lAccording to PT PLNo6s audited financial report, approxi mat
2 Does not require approval from the Minister of Energy and Mineral Resources (MEMR)

3 Must have approval from the MEMR

4 around 5% of the central government spending and 0,7% of GDP



In the state budget (APBN), electricity subsidies are defined as direct financial assistance to
keep energy prices affordable for specific users. This reflects a narrow interpretation of energy
subsidies, commonly found in academic contexts. Academically, this definition aligns with the
World Trade Organization (WTO) framework in the Agreement on Subsidies and
Countervailing Measures (SCM).

The SCM agreement defines a subsidy as a government or public sector financial contribution
that provides a specific benefit. Subsidies may take various forms, including direct fund
transfers, potential fund transfers, foregone government revenue, provision of goods and
services below market prices, and payments to third parties to supply goods and services. In
Indonesia, electricity subsidies fall into the last category: subsidies for eligible recipients and
compensation to PT PLN for non-subsidized users who receive electricity below the economic
cost®.

This study aims to analyset he r ol e and i mpact of electricity ¢
resilience, particularly in the context of renewable energy (RE) development and the long-term

sustainability of the power sector. By examining the current subsidy and tariff structures, the

study will identify potential improvements to enhance energy security and environmental

sustainability. Although the subsidy program plays a significant role in making energy

affordable, its effectiveness and sustainability are increasingly questioned.

The current subsidy regime has limitations in supporting renewable energy development and

may not fully align with Indonesiabs energy resi
and misalignment with low carbon objectives create challenges forthe countryés en:q
transition. Therefore, a comprehensive analysis of subsidy and tariff structures is essential to
address these issues and strengthen I ndonesi ads

Study Questions

The current subsidy regime, while effective in reducing energy cost for consumers, may
unintentionally hinder RE development and strain fiscal sustainability. By understanding the
structure of this subsidy system and its consequences, the study aims to reveal both the
strengths and limitations of the existing framework. This analysis will highlight areas where
subsidy reform could better support a transition to low-carbon energy, strengthen energy
security, and ensure the sustainability of fiscal support for the power sector.

To address this challenge, the study will also investigate potential supplementary strategies,

mechanisms, and instruments that could improve subsidy quality and enhance the
sustainability of I ndonesi ads energy slyesitsem. Th
subsidy model to support not only affordability but also energy security and environmental

goals, laying the foundation for a robust and resilient power sector.

The following are the questions used in this study:

1. What are the key considerations regarding sub
energy resilience?

2. How does the current subsidy regime operate and what are its implications for RE
development and energy resilience?

3. What mechanisms, instruments, and additional support can be considered to improve
the quality of electricity subsidies and support the sustainability of the power sector?

5 that includes the economic cost of carbon
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Energy Trilemma Framework

I ndonesi ads electricity subsidy policy has wunder
reform. The transformations aim to reduce fiscal pressure, improve subsidy targeting, and

support economic stability. While many of these reforms succeeded in enhancing affordability

and mitigating shocks - especially during the COVID-19 pandemic - they have also introduced

new vulnerabilities. These developments raise critical questions about the long-term

coherence and resilience of the current subsidy regime.

To address the questions systematically, this report adopts the Energy Trilemma framework.
This framework is internationally recognized and developed by the World Energy Council. It
can be used to assess and guide electricity subsidy policy. The framework offers a structured
lens to analyse how policies perform across three interrelated and often conflicting objectives:

1. Energy equity: ensuring universal and affordable access to electricity;

2. Energy security: guaranteeing reliable supply and reducing systemic vulnerabilities;

3. Environmental sustainability: minimizing emissions and fostering a transition to clean

energy.

Electricity subsidy policy sits at the centre of these competing goals. A subsidy that improves
affordability may reduce incentives for efficiency or crowd out investment in clean energy.
Conversely, reforms that reduce subsidies may risk public opposition unless social protections
are in place. The Energy Trilemma provides a structured lens to navigate these tensions and
identify reforms that balance competing demand.

This report uses the Energy Trilemma as an operational framework to evaluate policy trade-
offs and recommend actionable reforms. Specifically, the framework is applied across four
dimensions of analysis:
1. diagnosis of the current electricity subsidy regime: identifying how well it supports each
trilemma dimension;
2. evaluation of gaps in ongoing policy discussions: assessing where current reform effort
fall short;
3. alignment with medium-term national plans (RPJMN 2025 - 2029). testing policy
coherence across strategic goals;
4. scenario-based policy simulations: quantifying the trade-offs and synergies across

different subsidy reform pathways.

By applying this framework, the study aims to provide practical, evidence-based
recommendations that support not only affordability, but also a more sustainable, efficient, and
secure energy system.
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A. Subsidy Reform and Compensation

Based on Law No. 30 Year 2009, the state controls the provision of electricity. Both the Central
Government and Regional Governments have authorities guided by the principles of regional
autonomy. State-owned enterprises (PLN) and regional-owned enterprises conduct electricity
business. Additionally, private companies, cooperatives, and community groups are permitted
to participate in the power sector. The power sector encompasses four main parts: generation,
transmission, distribution, and retail.

In the working of PLN, generation refers to the production of electricity managed by or through
partnership with PLNO6s subsidiaries (joint
Transmission is the process of delivering electricity power from generation to distribution
systems or directly to consumers, which includes inter-system connections. Distribution
involves transporting electricity from transmission systems or directly from generation facilities
to consumers. While retail activities include the sale of electricity to end users.

500.00
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Figure 1: Total Funding for PLN Electricity Provision

PLN plays a central role in the national power system. It holds the Electric Power Business
License (IUPTL) for public interests for all areas of Indonesia, except in working areas specified
by the MEMR. PT PLN is responsible for spearheading the development of electricity
infrastructure, managing projects directly or via partnerships. As the sole off-taker in power
purchase agreements within its working area, PLN represents the government as the single
buyer. On the distribution side, it supplies both subsidized and non-subsidized electricity at
tariffs set by the government.®

As of 2023, PLN owns a total generation capacity of 46,132 MW, which represents about
50,6% of the national total. It serves approximately 89.15 million customers, with a total
connected capacity of 171,508 MVA, and annual electricity sales totalling 285.23 TWh.’

6 Currently the tariff structure is given by MEMR Regulation No. 7 Year 2024 on the Electricity Tariffs Provided by
PT PLN (Persero). According to this regulation there are 24 subsidized tariff categories and 13 non-subsidized
tariff categories.

7 The power provided by PLN is not only produced by its own power plants but also provided through cooperation
with IPPs and other third parties. Indonesia ranked 17th in the world in terms of electricity consumption. However,

ventu
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Growth in this sector has been partly driven by government-provided electricity subsidies.
Currently, government contributions to the sector include not only subsidies but also electricity
compensation. Figure 1 shows PLN's 2023 revenue sources: tariff income (70%), subsidy
income (14%), and compensation income (16%).

Electricity subsidies are a key component of PLN's revenue as part of its Public Service
Obligation (PSO) mandate. This mandate is based on Law No. 30 of 2007 on Energy, which
requires the central and regional governments to provide electricity subsidies for low-income
households. Additionally, Law No. 30 of 2009 on Electricity mandates that the government
ensure funding to make electricity available, especially for those unable to afford it. Based on
Table 1, percentage of subsidies in the total income.

Description 2021 2022

Sales of electricity 276.062 274.898 288.863 311.057 333.191
Customer connection fees 6.935 0.313 0.493 0.857 1.288
Government electricity subsidy 51.712 47.988 49.797  58.832 68.637
Compensation income 22.254 17.905 23.392 63.650 73.992
Subsidy/Total Income 14,38% 13,89%  13,57% 13,34%  14,08%
Compensation/Total Income 6,19% 5,18% 6,37% 14,43%  15,18%
Others 2.644 4.312 4.427 6.735 10.276

Table 1: PLN Consolidated Statements of Profit or Loss and Other Comprehensive Income
(in billion IDR) (PLN Annual Report, 2023)
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The unsustainable burden Subsidy reform implementation. From subsidies to compensation: Shifting towards
of subsidies due to Monthly tariff adjustment by equitable and sustainable electricity pricing.
electricity tariffs set below PLN that does not need The government transitioned from a monthly to a
production costs approval from MEMR, for quarterly tariff adjustment system, implemented
prompted the 2013 non- subsidized tariff groups. by PLN with approval from the Ministry of Energy
subsidy reform. and Mineral Resources (MEMR). However, this

adjustment was only applied in mid-2022 for
select non-subsidized tariff groups.

. Subsidy . Compensation

Figure 2: Government Funding Amid Evolving Subsidy and Tariff Policies

the electricity consumption per capita (1,337 kWh per capita) is only ranked 6th in ASEAN, below Vietnam and
above The Philippines.



Before 2013, Indonesia maintained electricity tariffs below production costs to ensure
affordability. Households with lower-capacity connections (4507 900 VA) benefited most, with
rates remaining unchanged since 2003. The government used a block tariff structure,
increasing rates with higher usage to balance affordability and discourage overconsumption.
However, despite rising costs, tariffs were frozen for years, creating a fiscal strain as subsidies
to PLN increased. By 2012, subsidy spending reached 103 trillion IDR (US$10.6 billion), an
unsustainable burden that prompted the 2013 reforms to gradually align tariffs with production
costs.

Between 2013 and 2017, The Government implemented major reform to gradually reduce the
sector reliance on electricity subsidies aiming to align tariffs with production costs. This policy
was implemented through the MEMR regulations regarding electricity tariff provided by PLN.
In 2014, The Government introduced the automatic tariff adjustment mechanism. It adjusts
tariff monthly based on production cost factors such as the exchange rates, oil prices, coal
prices, and inflation. This mechanism reduced political barriers to tariff increases.

Initially the tariff adjustment was applied only to non-subsidized groups. In early 2015, PLN
raised tariffs for households with connections above 900 VA, eliminating subsidies of these
groups. While households with 450 VA and 900 VA connections continued to receive
subsidies. By 2017, subsidies for 900 VA connections were removed except for low-income
househol ds identified through I ndonesiads Soci al

Figure 2 shows that by 2017, this reform achieved significant reductions in government subsidy
spending. It cut the government spending by over 40% from 2014 levels and addressed
previously unsustainable expenditure. Improved targeting meant that subsidies reached low-
income households. The tariff adjustment and phased subsidy removal increased consumer
awareness of energy costs. It promoted more cautious energy use and indirectly supported
energy efficiency. Despite these, the reforms faced public resistance, particularly from
households losing subsidies. The Government managed this through targeted communication
and by retaining subsidies for the lowest-capacity users (as verified by DTKS), easing the
transition.

From 2018 to 2022, The Government continued refining electricity subsidy policy with a focus
on better targeting and PLNb&6s financi al sustai naé
consumer affordability, the Government also introduced a compensation mechanism.® Even
though these measures aimed to protect consumers while balancing affordability and fiscal
prudence; they also increased PLN6s dependency o

The Government improved subsidy targeting through the DTKS, managed by the Ministry of
Social Affairs. The database enables PLN to identify low-income households eligible for
subsidies based on socioeconomic status. Subsidies were focused on 450 VA and selected
900 VA households, the primary groups eligible for reduced tariffs.

A 3-monthly tariff adjustment mechanism was implemented to replace the previous monthly
tariff adjustment. The adjustment allowed PLN to adjust tariff quarterly with approval from the
MEMR, to reflect changes in electricity production costs. However, this adjustment was not
applied throughout the 2018 - 2022 period, as the Government opted to maintain tariff stability,
particularly in light of economic pressures during the COVID-19 pandemic.

As mentioned earlier;t o address PLN6és revenue shortfalls be
- including for non-subsidized tariff groups - the Government gave compensation to PLN. The

8 Which is, basically, another form of electricity subsidy according to SCM agreement definition.
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compensation payments were made to cover the gap between government-set tariffs and

electricity production costs. Based on Ministry of Finance Regulation No. 159/PMK.02/2021,

electricity compensation is calculated through the margin between: (1) Potential revenue

based on regulated tariff adjustment (non-subsidized, according to regulation), and; (2) Actual

revenue based on government-decided tariff adjustment (non-subsidized, based on
government policy). However, current tariff adjustments remain unchanged since 2017 except

in July 2022, resulting substantial compensation yield factored by components on production

costs, volume of demand, and currency depreciati
helped PLN manage costs without burdening consumers. During the pandemic, while the
Government was freezing tariffs from 2019 onward to ease economic pressures on households

and businesses, PLN6s costs continued to rise, r
The National Economic Recovery Program (PEN) in 2020 provided free electricity for 450 VA

customers and discounts for 900 VA.

By freezing tariffs and providing compensation, the Government ensured affordable electricity

for low-income households and businesses during a period of economic uncertainty, inflation,

and rising fuel costs. This approach-maintained energy equity and helped stabilize the
economy during the pandemic. Whil e compensati on
losses, it did not fully cover the revenue gap from stable tariffs and rising fuel costs.® In addition,

it deepened PLNOs dependency on government fun
financial health. Improved subsidy targeting through DTKS helped direct subsidies to low-

income households, but overall efficiency gains were limited. The lack of price signals for un-

subsidized tariff groups reduced incentives to curb consumption, as tariffs remain unchanged

for years. By 2022, compensation payments to PLN had grown substantially, raising questions

about the sustainability of this model as energy prices and operational costs continued to

increase.

Driven by significant increases in key macroeconomic indicators,'° starting July 1, 2022
(adjustment for the period of July - September 2022), PLN adjusted tariffs for non-subsidized
customers with power capacities of 3,500 VA and above, as well as government offices.
Customers with power capacities below 3,500 VA, as well as business and industrial
customers, did not experience tariff changes during this period. Tariffs for non-subsidized
groups largely remain unchanged across quarters, reflecting the Government policy to support
economic recovery and preserve purchasing power.

9 Indonesia experienced rising fuel costs, partly due to global oil price volatility, which likely exceeded the
predefined compensation amounts, leaving PLN to bear some of the additional expenses.

10 The average ICP rose to $103.91 per barrel, up from the previous assumption of $63 per barrel. The IDR
depreciated, with the exchange rate reaching Rp. 14,356 per US dollar, compared to the earlier assumption of
Rp. 14,350 per US dollar. Inflation rate increased to 0.53%, exceeding the initial assumption of 0.25%. However,
although the global coal prices surged, the government maintained a cap at $70 per ton to mitigate the impact on
electricity production costs.
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Figure 3: PLNO6s Electricity Production an

Figure 3 reveals a negative correlation between the percentage of renewable energy (%RE)

in the total available capacity and electricity production volume. This indicates that as demand

rises, reliance on non-renewable sources increases. This trend underscores the challenges of
scaling renewabl e energy to meet demand. Addi ti
supports non-renewable sources. Under Minister of Energy and Mineral Resources Decree

No. 1395K/30/MEM of 2018, the Government caps the domestic coal'* price at $70 per ton for

coal-fired power plants (CFPPs) or the Reference Coal Price (HBA) if below $70 per ton.
Further, MEMR regul ation No. 10 of 2020 capped t
per MMBTU, securing this rate through agreements with gas suppliers.

Figure 4 shows a strong positive correlation between electricity production and both subsidies
and compensation. This correlation suggests that the Government budget support rises in line
with electricity production (with annual increase of IDR 10.5 billion/year).

11 with caloric value of 6,322 GAR
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Figure 4: PLNG6s Electricity Production,
compensation

Figure 4 highlights the correlation between electricity subsidies and the total electricity
production (PLN)-to-GDP ratio. The continued rise in subsidies, compensation against
electricity intensity (represented by the production-to-GDP ratio) suggest that subsidy and
compensation have annual increments but has not significantly affect the productive use of
electricity (GWh/GDP).

As shown in Figure 4, this inefficiency contradicts the objectives of the post-2013 electricity
subsidy reforms, which aimed to promote efficiency and discourage excessive consumption.
Additionally, the significant increase in electricity compensation between 2018 and 2023 may

have distorted the refor mosncogelmlseholds. i mpr oving

However, it is acknowledged that the current subsidy and compensation policies are vital for
Indonesia's power sector resilience. They manage affordability and economic stability,
addressing the energy trilemma of cost, sustainability, and security. These policies stabilize

o n

€q

electricity prices for consumers and businesses,

preserving purchasing power. Through targeted subsidies and compensations that bridge
revenue gaps, the government alleviates financial pressure on PLN, particularly during
economic challenges. However, reliance on non-renewable sources, reinforced by regulated
coal and gas price caps, underscores the challenge of transitioning to renewable energy. While
this approach ensures short-term affordability and reliability, it raises concerns about long-term
financial sustainability and energy diversification, highlighting the need for balanced policy
reforms.

B. Electricity Subsidies and Compensation in 2024 State Budget

The 2025 State Budget (RAPBN) allocates electricity subsidies and compensation based on
the tariff structure set by Ministry of Energy and Mineral Resources (MEMR) Regulation No. 7
of 2024 on Tariffs for Electricity Provided by PT PLN (Persero). This regulation classifies
customers into 38 groups, with 25 groups eligible for subsidies and 13 groups non-subsidized.
For non-subsidized customers, tariffs are adjusted quarterly to account for factors beyond
control, such as exchange rates, inflation, Indonesian Crude Price (ICP), and the Coal
Benchmark Price (HBA).



Tariff adjustments use averages of exchange rates, ICP, and inflation from the fifth, fourth, and
third months preceding the adjustment. The HBA factor is weighted, using 50% data from the
third month, 30% from the fourth month, and 20% from the fifth month before adjustment. The
Board of Directors of PT PLN (Persero) sets the tariff adjustment, which must be approved by
the MEMR. PLN must submit the adjustment request to the Minister by the first week of the
second month before the adjustment period. PLN must inform consumers of any tariff
adjustments at least one month before they are implemented.

The MEMR regulation categorizes PLN customers into subsidized and non-subsidized groups,
with a total of 37 customer categories:

0 Subsidized tariff groups (24 categories)!?:

3 Households: R1/TR (450 VA and 900 VA)

3 Small Businesses: B-1*/TR (450 VA, 900 VA, 1,300 VA, 2,200 VA, up to 5,500
VA)

3 Small Industries: I-1*4/TR (450 VA, 900 VA, 1,300 VA, 2,200 VA, 3,500 VA to
14kVA), 1-215/TR (14kVA up to 200 kVA)

3 Government: P-1/TR (450 VA, 900 VA, 1,300 VA, 2,200 VA, up to 5,500 VA)

3 Social Institutions: S-1/TR (450 VA, 900 VA, 1,300 VA, 2,200 VA, 3,500 VA
up to 200 kVA), S-217/TM (200 kVA <)

3 Traction (Rail Transport): T/TM (200 kVA <)

3 Bulk Users: C/TR, C/TM, C/ITT

0  Non-subsidized tariff groups (13 categories):

3 Households: R-1/TR (900 VA-RTM, 1,300 VA, 2,200 VA), R-2/TR (3,500 VA to
5,500 VA), R-3/TR (6,600 VA up to 200 kVA), R-3/TM (200 kVA <)

3 Large Businesses: B-2¥/TR (6,600 VA up to 200 kVA), B-3'%/TM (up to 30,000
kVA), B-3/TT (30,000 kVA <)

3 Large Industries: 1-32/TM (200 kVA up to 30,000 kVA), I-424/TT (30,000 kVA <)

3 Government: P-1/TR (6,600 up to 200 kVA), P-2/TM (200 kVA <), P-3/TR

3 Special Services: L/TR, L/ITM, L/ITT

Figure 5 shows the tariffs and subsidies for subsidized customer groups based on the MEMR
regulation. The subsidy amount per kWh for each group is determined based on the difference
between the Basic Cost of Electricity Supply (BPP) plus a margin (7%). The BPP plus margin
for the 2025 budget plan is currently set at Rp. 1,896.65/kWh.?? The subsidy amounts vary
significantly between groups, indicating targeted subsidies based on group characteristics or
energy consumption levels.

12 TR : Low Voltage (<200 kVA); TM: Medium Voltage (200 kVA up to 30,000 kVA), TT: High Voltage (30,000 kVA
or above)

13 Small businesses including printing, water pumps, and warehouses.

14 Small industries, such as paper manufacturing, food and beverage production

15 Medium industries, including plastic, furniture, and salt industries.

16 Small social institutions like mosques, health clinics, orphanages, and village halls
17 Larger social establishments such as schools, churches, and hospitals

18 Medium-sized businesses like textiles, storage facilities, and food processing

19 Large commercial centres such as shopping malls, hotels, and apartments

20 Industrial facilities involved in coffee processing, bottled water production (PDAM).
21 | arge industries, including cement, food manufacturing, and cooking industries.

22 BPP: Rp. 1772.90/kWh, margin (7%): Rp. 124.10/kWh
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Figure 5: Estimate of Tariffs and Subsidy Structure for Subsidized Customer Groups in 2025

Figure 6 gives the allocation of the energy subsidy in total as well as total of subsidies
earmarked as electricity subsidies in the Government budget plan for 2025. In comparison,
electricity subsidy accounted for 44% (IDR 88.3 trillion) from total energy subsidy (IDR 202.04
trillion). Specifically for electricity subsidy, the largest allocation of subsidies goes to
Residential groups, particularly those under the R1 / 450 VA category, with a subsidy amount
of 49.16 trillion Rupiah. This group alone represents 24.94 million consumers and has a
significant electricity consumption of 27.04 TWh. Subsidizing low-consumption residential
categories suggests a prioritization of lower-income households, as these categories likely
include individuals who cannot afford higherc apaci ty connections. It 6s
welfare goals, aiming to ensure essential electricity access for households that might otherwise
struggle to afford it. However, there might be concern over the criteria used to distinguish
genuinely low-income households from households with higher economic means but similar
electricity needs.

Energy Subsidy (IDR Trillion) Electricity Subsidy (IDR Trillion) (2025)

13,08

87,43%

Cios)

B Fuel MElectricity M Gas (3 kg) BMR1/450VA WIR1/900VA WB H! P HS others

88,34; 44%

Energy Subsidy Allocation in the 2025 . . -
Government Budget Plan Electricity Subsidy Allocation in the 2025 Government Budget

*Fuel & Gas: 13 March 2025 Plan (upper limit)
*Electricity: 24 August 2024

Figure 6: Energy Subsidy compared to Electricity Subsidy Allocation in the 2025 Government
Budget Plan
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The Social category, receiving 12.97 trillion Rupiah in subsidies, includes important public
service entities such as hospitals, places of worship, and orphanages. This is governmental
support for public welfare institutions that provide services without profit motive. The Business
and Industry sector receive 10.09 trillion Rupiah and 6.44 trillion Rupiah respectively. The
categories cover smaller businesses and industries like printing shops, warehousing, and
small-scale production facilities. While subsidizing these sectors helps support small and
medium-sized enterprises (SMESs) vital to the economy, the benefit-to-cost ratio should be
carefully examined. Additionally, larger businesses and industries might indirectly benefit if the
current classification system lacks strict enforcement or criteria.

The significant subsidies allocated to residential sectors appear justifiable, especially if these
households are economically disadvantaged. However, blanket subsidies based on electricity
connection capacity could inadvertently include economically capable households. A more

refined subsidy policy might involve setting thresholds based on household income or
implementing usage monitoring to prevent excessive subsidization.
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Figure 7: Electricity Compensation From 2017 to 2023

In addition to the electricity subsidy, the Government is also spending for electricity
compensation. Figure 7 shows the growth of the compensation from 2017 until 2023. The
yearly increments in compensation for most customer groups, as seen in the data, indicate a
steady financial burden on the government. The data shows an especially notable increase in
recent years, such as from 2022 to 2023. While this may provide immediate relief, it raises
concerns about fiscal sustainability if these compensation levels continue or grow.

These hidden subsidies can distort market signals. Consumers may not see the real cost,
leading to overuse and inefficiency. This raises demand and strains the grid, needing more
investment to keep up. Lower prices also reduce incentives for renewable energy and
efficiency, slowing the shift to cleaner energy sources. While these subsidies help low-income
households, they often benefit wealthier users more if not well-targeted. Subsidies are also
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vulnerable to global price changes in oil, coal, and exchange rates, exposing the government
to financial risks from market volatility.

Electricity subsidy and compensation allocations reflect the government commitment to
support affordable access to essential energy for households, public welfare institutions, and
small businesses. However, while the subsidy structure prioritizes lower-income households
and key social services, there are concerns about the effectiveness and targeting of these
subsidies. Subsidizing based on connection capacity may inadvertently benefit higher-income
households, suggesting a need for more precise criteria to distinguish economically
disadvantaged users.

The rising costs of electricity compensation indicate growing financial pressure on the
government, raising questions about fiscal sustainability and market distortion. These
subsidies, while providing immediate affordability, may reduce incentives for energy efficiency
and renewable adoption, potentially hindering Indonesia's long-term energy goals. A balanced,
targeted approach could enhance both economic and environmental resilience by addressing
these challenges.

C. Electricity Subsidy Policy Adjustment Plan

The MEMR has unveiled a new fuel subsidy scheme that combines subsidized goods and
direct cash assistance (BLT).?® This hybrid model aims to strengthen purchasing power while
ensuring that subsidies are effectively targeted to those who truly need them.?* The electricity
subsidies will be reformed by considering the following:

0 the government seeks to eliminate the inefficiencies of the current subsidy system,
which disproportionately benefits wealthier households, by better targeting subsidies
toward low-income group;

0 the new scheme aims to curb misallocation of subsidies and improve economic
efficiency by redirecting resources to where they are needed most;

0 the hybrid approach involves providing direct cash assistance or targeted social
assistance alongside subsidized goods, ensuring immediate financial relief while
targeting assistance effectively;

0 the scheme will preserve subsidies for critical public facilities, ensuring operational
costs remain manageable and essential services stay affordable;

0 by shielding public facilities from cost increases, the policy is expected to stabilize
inflation and maintain affordable access to essential goods and services;

0 the new scheme offers flexibility, allowing the government to adapt to changing
economic conditions by adjusting subsidies or shifting to direct cash assistance.

The success of targeted subsidies depends heavily on accurate identification of eligible
beneficiaries. Complex demographic and socioeconomic landscape could lead to inclusion or
exclusion errors. Shifting to a hybrid model may require considerable investments in
administrative infrastructure to manage direct cash transfer and monitor compliance. In
addition, direct cash assistance is vulnerable to corruption and fraudulent claims, which could
undermine their effectiveness. Lastly, this scheme may inadvertently create dependency
among recipients if not accompanied by measures to promote economic independence.

23 Yusrial, Rizki. 2024. Energy Minister Bahlil Spills Possible Fuel Subsidy Scheme. Tempo.
https://en.tempo.co/read/1946142/energy-minister-bahlil-spills-possible-fuel-subsidy-scheme

24 TheJakartaPost. 2024. Bahlil Unveils New Fuel Subsidy Scheme.
https://www.thejakartapost.com/indonesia/2024/11/29/bahlil-unveils-new-fuel-subsidy-scheme.html,



https://en.tempo.co/read/1946142/energy-minister-bahlil-spills-possible-fuel-subsidy-scheme
https://www.thejakartapost.com/indonesia/2024/11/29/bahlil-unveils-new-fuel-subsidy-scheme.html

D. Electricity Sector and Subsidy in Medium Term National Development
Plan 2025 i 2029

For the period of 2025 - 2029, the National Medium-Term Development Plan (RPJMN) places
strong focus on transforming the energy sector, especially emphasizing a sustainable and
equitable energy transition. The mid-term evaluation of the 2020 - 2024 RPJMN highlighted

the need to enhance renewable energyds shar

efficiency of energy use and electricity management, as indicated by public perception metrics.

Key development challenges include establishing a national grid for electricity distribution
across islands. Another priority is expanding renewable energy generation outside Java to
promote energy equity. Additionally, Indonesia must meet strict global sustainability standards.
This involves reducing risks associated with insufficient climate action.

To meet these challenges, the electricity sector is expected to grow by 5.6% - 6.1% in
alignment with GDP growth. The vision of Indonesia Emas 2045 - reducing greenhouse gas
emission intensity toward net zero, among others - places energy transition as a game-
changing priority for economic transformation. This transition entails accelerating the shift
toward renewable and new energy sources, supported by an integrated grid and green
transportation systems.

A transformative reform in subsidy policy, targeting both renewable energy and other critical
sectors such as agriculture, aims to support macroeconomic stability and encourage efficient

energy use. The electricity seencyimgravemdnt and | o
expanding renewable energyds contribution.

sector include:

high reliance on fossil fuels alongside declining fossil reserves;

substantial untapped potential for renewable energy, hindered by limited infrastructure
guality, funding constraints, and fossil-fuel-dominated power generation mix;
persistent disparities in electricity access and service quality across regions,
exacerbated by a dependence on imported technology and insufficient local value
chains to support energy transition needs.
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A critical institutional and regulatory need for this transformation is the issuance of New and

p men
The

Renewabl e Energy Law. Furt hermore, the energy seEe

revising the National Energy Policy (KEN) and National Energy Plan (RUEN) to better reflect
climate resilience and disaster response, as well as supporting affordable and sustainable
energy access nationwide.

Achieving a low-carbon electricity supply will involve both supply-side and demand-side

interventions. The interventions include targeted subsidies, enhanced coordination between

central and regional governments to stabilize energy prices, and efficient power production

and consumption practices. | n summar-YQ029 inthee
electricity sector seeks to balance energy security, economic stability, and environmental

sustainability as Indonesia advances toward the 2045 targets. To align the current electricity

subsidy schemes with the RPJMN objectives, reform should focus on fostering sustainability,

equity, and efficiency while ensuring fiscal and financial viability as well as encouraging growth

of renewable energy sources.

RPJ MN
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The calculation of electricity generation cost, known as the BPP, is conducted by PT PLN as
part of the process for proposing electricity subsidy requirements. This calculation involves the
Ministry of Energy and Mineral Resources (Kementerian ESDM) and the Ministry of Finance.
Based on findings from the MEMR, the BPP calculation begins with sales projections, which
include the growth in electricity consumption of existing customers as well as the addition of
new customers.

On the production side, the electricity production incorporated into the BPP model consists of
outputs from PLN-owned power plants, rented power plants, and purchases from independent
power producers (IPPs). These two key figuresd sales projections and productiond serve as
the foundation for BPP calculations across different voltage levels (high, medium, and low).

In addition to these two factors, other considerations in the BPP calculation include
macroeconomic assumptions, energy prices from IPPs, rental costs, fuel expenses,
operational costs for PLN, and margins. The methodology for calculating BPP across different
voltage levels is detailed in Figure 8.

The calcul ation of subsidy requirements begins w
into two major categories: subsidized and non-subsidized groups. The subsidy requirement is

determined by the difference between the BPP and the electricity selling tariff, multiplied by

the total kilowatt-hours (kWh) sold in each group. Mathematically, the relationship between

electricity subsidies and BPP calculation can be expressed as follows.

Generation T ”
cost from: IPP, + Lt ]
Rent, and Own

Total Cost for Divided by electricity
sales in HV = BPP for
HV

Cost High Voltage

Total Cost for Distribution Total Cost for Di"id?d by electricity
High Voltage Cost Med. Voltage sales in MV = BPP for
MV
Divided by

Total Cost for
Med. Voltage

Distribution Total Cost for - .
electricity sales in

LV = BPP for LV

Cost Low Voltage

Figure 8: BPP Calculation Process for Each Voltage

The subsidy budgeting process begins with the Directorate General of Budget (DJA) sending
a formal request to the Directorate General of Electricity (Ditjen Gatrik) to calculate the subsidy
requirement, accompanied by macroeconomic baseline assumptions. Ditjen Gatrik then
forwards this request to PT PLN, instructing the utility company to propose its subsidy needs
based on the provided macroeconomic assumptions.?®

25 The legal framework supporting this explanation includes Article 34(1) of Law No. 30/2009 on Electricity, Law
No. 11/2020 on Job Creation (Omnibus Law), Article 41(1) of Government Regulation (PP).



PT PLN responds by submitting its subsidy proposal, incorporating macroeconomic
assumptions, sales projections, and customer growth estimates. This proposal is subsequently
reviewed and evaluated by Ditjen Gatrik before being submitted to DJA. The finalized subsidy
proposal is included in the Draft State Budget (RUU RAPBN) and its accompanying Financial
Notes (Nota Keuangan).

This draft is further discussed during working meetings between the Minister of Energy and
Mineral Resources and Commission VIl of the House of Representatives (DPR). The findings
are then processed during deliberations by the Working Committee for the State Budget Bill
(UU APBN) and ultimately formalized through the enactment of the State Budget Law and its
related Presidential Regulation.

Once the electricity subsidy is disbursed, PLN is required to submit a monthly report on the
realization of subsidy utilization. Subsequent disbursements are contingent upon audits
conducted by the Supreme Audit Agency (BPK RI).

As the annual subsidy allocation continues to rise, the government may consider reallocating
or reducing electricity subsidy funds to ensure fiscal sustainability and optimize resource
distribution. If the Indonesian government aims to reduce subsidies, one viable approach is to
utilize the elasticity values of different customer groups. Priority for subsidy reduction can be
directed toward customer groups with low elasticity, as these groups are less sensitive
(inelastic) to price increases resulting from subsidy reductions.
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Subsidy and Tariff scenarios

A. Electricity tariff elasticity with respect to subsidies

An investigation of the relationship between subsidies and electricity tariffs requires various
data and assumptions. The data used in this study will originate from primary and secondary
sources. Primary data in this study comes from the outcomes of discussions conducted with
policymakers. Furthermore, secondary data will be acquired from various reports and official
publications from several related authorities, such as the Ministry of Energy and Mineral
Resources, the Ministry of Finance, PT PLN, and other related agencies. The electricity
subsidy proposal for the 2024 fiscal year serves as the basis for the assumptions and models
used. The energy mix assumption will utilize the Indonesian long-term energy scenario (LTES)
projection. The table below presents the assumptions utilized in the baseline model.
Table 2: BPP Model Assumptions

1 | Macroeconomics

assumption
Year 2024
Inflation 3.5% PSE UGM
2 | Energy price from IPP 1,135.09 Rp/kWh PSE UGM
(average)
3 | Generator rent cost 576.94 Rp/kWh PSE UGM
(average)

4 | Energy price
4.1 | Fossil fuel price

Indonesia Crude Price 82 USD/Barrel PSE UGM
- MFO (non-transport) 7,766 RplLiter PSE UGM
- HSD (non-transport) 11,927 Rp/Liter PSE UGM
- IDO (non-transport) 11,614 RplLiter PSE UGM
- Biofuel (non-transport) 11,927 Rp/Liter PSE UGM

4.2 | Transport and supporting
infrastructure cost

HSD 1,009.27 Rp/Liter PSE UGM
MFO 727.83 Rp/Liter PSE UGM
IDO 3,375.96 Rp/Liter PSE UGM
Biofuel 464.85 Rpl/Liter PSE UGM
Coal 27.84 Rp/Kg PSE UGM
Gas 2,486.33 Rp/MMBTU PSE UGM
Biomass 96.45 Rp/Kg PSE UGM
Geothermal 141 Rp/kWh PSE UGM
Hydro 1.23 Rp/kWh PSE UGM
4.2 | Coal price

Indonesian Coal Benchmark 70 US$/Ton PSE UGM
Price (HBA)

Coal price 951.90 Rp/kg PSE UGM
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4.3 | Gas price 7.71 USD/MMBTU PSE UGM
4.4 | Geothermal price 1,076.30 Rp/kWh PSE UGM
4.5 | Water tax & Service Fees of 37.20 Rp/kwh PSE UGM
Water Resources
Management (BJPSDA)
5 | Financial assumption
PLN Margin 7% PSE UGM
6 | Losses assumption
Energy Losses 8.58% PSE UGM
- Transmission Losses 1.85% PSE UGM
- Distribution losses i 2.92% PSE UGM
medium voltage
- Distribution losses i low 3.81% PSE UGM
voltage
Own use
- Power plants 5.62% PSE UGM
- Substation (gardu induk) 0.05% PSE UGM
- Distribution 0.58% PSE UGM
7 | Specific fuel consumption
(SFC)
MFO 0.262 Liter/kWh PSE UGM
HSD 0.336 Liter/lkWh PSE UGM
IDO 0.260 Liter/kWh PSE UGM
B30 0.285 Liter/lkWh PSE UGM
Coal 0.625 Kg/kWh PSE UGM
Gas 0.009 MMBTU/KWh PSE UGM
Biomass 0.985 Kg/kWh PSE UGM
8 | Annual Levelized Cost of
Electricity (LCOE)
reduction
MFO -0.15% IESR
HSD -0.49% IESR
IDO -0.15% IESR
B30 -0.39% IESR
Coal -0.20% IESR
Gas -0.36% IESR
Biomass -0.26% IESR
Geothermal -1.22% IESR
Hydro -0.41% IESR
Solar -2.83% IESR
Other renewable energy -1.42% IESR
sources
9 | Energy Mix
MFO 0.00% LTES
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HSD 0.37% LTES
IDO 0.00% LTES
B30 0.00% LTES
Coal 76.17% LTES
Gas 5.86% LTES
Biomass 0.25% LTES
Geothermal 6.25% LTES
Hydro 9.22% LTES
Solar 1.66% LTES
Other renewable energy 0.22% LTES
sources

In addition to the previously mentioned parameters, this analysis also assumes that all
electricity requirements can be satisfied through domestic production. The model does not
account for electricity imports and exports. Electricity tariffs and energy costs escalate in line
with inflation. Energy costs also decline as a result of the decreasing LCOE, which is contingent
upon the year of analysis.

The baseline scenario anticipates a total of Rp66.25 trillion in subsidies, based on the
established electricity generation cost (BPP) and subsidy calculation models. The allocation of
subsidies for each customer category is as follows: the social institutions received a total
allocation of Rp8.11 trillion, households received Rp47.58 trillion, businesses received Rp6.27
trillion, industries received Rp3.72 trillion, the government received Rp267.85 billion, traction
received Rp242.61 billion, and bulk received Rp52.79 billion. The national electricity tariff is
Rp683.74 per kWh. This value is significantly lower than the BPP plus margin, which amounts
to Rp1,378.99 per kWh for high voltage, Rp1,453.43 per kWh for medium voltage, and
Rp1,612.30 per kWh for low voltage. To examine the relationship between changes in
subsidies and electricity tariffs, this study models a total subsidy decrease of 11 10% according
to the results in the baseline scenario.

Table 3: Sensitivity of electricity tariff with respect to subsidy reductions

1% 662,528,349,808 1.34%
2% 1,325,056,699,617 2.69%
3% 1,987,585,049,425 4.03%
4% 2,650,113,399,234 5.37%
5% 3,312,641,749,042 6.71%
6% 3,975,170,098,850 8.06%
7% 4,637,698,448,659 9.40%
8% 5,300,226,798,467 10.74%
9% 5,962,755,148,275 12.08%
10% 6,625,283,498,084 13.43%
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Elasticity illustrates the direct link between changes in overall electricity subsidies and
fluctuations in electricity tariffs. The elasticity of electricity tariffs examines the responsiveness
of percentage changes in electricity tariffs resulting from a 1% reduction in overall subsidies.
The simulation findings indicate that the elasticity of electricity tariffs in relation to subsidies is
-1.34. This indicates that for every 1% reduction in subsidies, the national electricity tariff will
increase by 1.34%. This suggests the tariff is notably responsive to subsidy reduction in the
Indonesian context. The negative sign on the elasticity implies that subsidies and electricity
tariffs have an inverse relationship (the tariff rises as subsidies fall, vice versa).

This study also estimates the elasticity of electricity tariffs with respect to subsidies across
different customer categories, in addition to the elasticity of national electricity tariffs. The
simulation results are shown in the figure below.

3
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*All elasticities are presented in absolute values.
Figure 9: Electricity tariff elasticity with respect to subsidies

The simulation results indicate that the elasticity of electricity tariff with respect to subsidy
differs among customer categories. According to simulations, household is the customer
category that is most susceptible to changes in subsidies, with an elasticity value of -1.95. This
implies that household electricity tariffs will rise by 1.95% for each 1% reduction in total
subsidies. Social institutions and traction are additional customer categories that are also
sensitive to subsidy reductions, with elasticity values of 197 and 140, respectively. This
analysis also assesses the changes in elasticity resulting from the reallocation of subsidy
reductions towards investments in renewable energy and the substitution of coal power
facilities, assuming constant energy demand.



The simulation results demonstrate that elasticity remains constant despite a minor increase
in the renewable energy mix. The analysis during the baseline period shows that the addition
of the renewable energy mix improves BPP across all voltage levels by less than 0.01%. A 1%
decrease in subsidies, allocated to renewable energy, will result in an increase in the BPP,
hence generally raising electricity tariffs for all customer categories. However, since the
changes in BPP is relatively small, this has negligible influence on electricity tariffs. It is
essential to acknowledge that the outcomes may fluctuate throughout various time frames
when considering inflation and LCOE of each energy type.

B. Medium -term subsidy needs and tariff implications based on consumer
categories

This section estimates the subsidy needs of each group over the medium term. This analysis
will utilize two scenarios: the business as usual (BAU) scenario and the long-term energy
scenario (LTES). In the BAU scenario, the energy mix is projected to remain constant
(baseline) until the end of the analysis period. On the other hand, the energy mix will evolve in
the LTES scenario, with a reduction in the amount of fossil fuel energy and an increase in the
proportion of renewable energy. The timeframe of this study is from 2025 to 2045. The table
below displays projections for electricity generation and the energy mix.

Table 4: Electricity Production and Energy Mix Projections

Baseline LTES
2024 2025 2029 2035 2039 2045

Energy Production (GWh) 357,034 376,421 505,661 769,775 963,800 1,193,587
Inflation 3.5% 3.5% 3.5% 3.5% 3.3% 3.3%
Energy Mix

0 Diesel 0.37% 0.37% 0.27% 0.17% 0.13% 0.11%

6 Coal 76.17% 72.20% 55.16% 29.98% 22.33% 12.00%

0 Gas 5.86% 5.30% 2.86% 2.40% 2.12% 0.94%

6 Biomass 0.25% 0.38% 3.35% 4.11% 3.91% 3.60%

0 Geothermal 6.25% 8.24% 10.64% 14.42% 16.28% 17.18%

6 Hydro 9.22% 11.36% 17.96% 22.72% 23.23% 25.69%

0 Solar 1.66% 1.57% 7.89% 22.56% 21.57% 26.34%

6 Alternative 0.22% 0.61% 1.87% 3.63% 10.43% 14.13%

The findings of this study are classified according to the analytical components: electricity

generation cost (BPP), electricity tariff, and subsidies.

C. Electricity Generation Cost (BPP) plus margin  : BAU and LTES Scenario

The simulation findings indicate that BPP rises annually across all voltage levels in both
scenarios. The primary factor contributing to the rise in BPP is the accelerated growth of costs
relative to the growth of electricity output. The mean annual growth rate of electricity production
is 5.94%. Additionally, on top of the rise in expenses attributed to increased production, there
is a further escalation in costs resulting from inflation. The value of BPP for both scenarios can
be seen in figures below.
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Figure 10: BPP plus margin, BAU scenario
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Figure 11: BPP plus margin, LTES
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The findings also show that the increase in BPP in the BAU scenario exceeds thatin LTES. In
the BAU scenario, the energy mix remains constant, resulting in the impact of rising inflation,
around 3%, surpassing the reduction in costs attributed to the decline in LCOE of predominant
energy sources like coal, which is merely 0.20% annually. On the other hand, in LTES, there
is a modification in the energy mix, particularly an increase in renewable energy's share. The
reduction in LCOE for renewable energy exceeds that of coal, resulting in a lesser increase in
BPP for LTES. In 2045, the BPP plus margin in the BAU scenario for high voltage is
Rp2,688.25 per kWh, medium voltage is Rp2,489.25 per kWh, and low voltage is Rp2,384.52
per kWh. During the same period, the BPP plus margin in LTES for high voltage is Rp2,100.42
per kwh, medium voltage is Rp1,940.60 per kWh, and low voltage is Rp1,857.49 per kWh.

D. Electricity Tariff : BAU and LTES Scenarios

In both scenarios, it is anticipated that inflation will result in an increase in electricity tariffs
during the study period. The weighted average electricity tariff in this analysis pertains to the
electricity tariff that is enforced on consumers who receive subsidies. Until 2037, the electricity
tariff remains constant in both scenarios. By 2038, the electricity tariff in the LTES scenario is
lower than that of the BAU, attributed to the customer group that no longer receives subsidies,
as its electricity tariff aligns with the BPP plus margin. The national electricity tariffs are shown
in figure below.
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Figure 12: National Electricity Tariff, BAU scenario and LTES

In 2045, the electricity tariff is projected to be nearly twice that of 2025. The national electricity
tariff for subsidy recipient in the BAU scenario is Rp1,381.14 per kWh and in the LTES is




31 Rethinking Electricity Subsidies to Achi e CASE:s =20:

Energy Security and Green Economy Targets =% for Southeast Asia

Rp1,342.39 per kWh in 2045. In addition to the overall tariff, this study also estimates the
electricity tariff for each customer category in all scenarios.
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Figure 13: Electricity tariff by customer category, BAU scenario
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Figure 14: Electricity tariff by customer category, LTES
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Subsidies were no longer provided to numerous groups during the study period, as their tariffs
were equivalent to the BPP plus margin value, as previously mentioned. According to the
analysis results depicted in the figure above, the tariff values of the business, industry,
government, and bulk consumer categories differ in the two scenarios during the 2045 period.
This demonstrates that the economic value of electricity (BPP plus margin) has been achieved
by the electricity tariffs of various groups, including some groups in the government, industry,
and bulk categories.

E. Electricity Subsidy : BAU and LTES Scenarios

The electricity subsidy is the difference between the electricity tariff and the BPP plus margin.
As previously mentioned, the BPP plus margin in the BAU scenario is higher than the LTES.
Consequently, the subsidy per kWh in the BAU scenario will undoubtedly be greater than that
of LTES. The subsidy per kWh in LTES is decreasing due to the fact that certain groups are
no longer eligible for subsidies.
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Figure 15: Subsidy per kWh, BAU scenario and LTES
According to the simulation results, the electricity subsidy needs is Rp312.17 trillion for the
BAU scenario and Rp182.14 trillion for LTES. This demonstrates that the total subsidy is

significantly influenced by the energy mix. Furthermore, in the LTES, certain groups no longer
receive subsidies, resulting in a further reduction of the total subsidy.
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Figure 16: Electricity Subsidy Needs, BAU scenario and LTES
2025 IDR 794.7 billion 18% IDR 38.9 trillion
2029 IDR 7.4 trillion 37% IDR 54 trillion
2035 IDR 36.1 trillion 63% IDR 78.3 trillion
2039 IDR 64.0 trillion 65% IDR 107.5 trillion
2045 IDR 130 trillion 70% IDR 134.9 billion

Table 5: Potential Fiscal Savings Volume, BAU-to-LTES scenario

Table 5 is based on the comparison of subsidy needs (BAU and LTES) in Figure 16, where

fiscal savings in this context refers to subsidy spending deferred for each period. From this

assessment, subsidy savings throughout 2025-2045 will continuously increase up to IDR 130

trillion in 2045. Thisis, howev er , highly dependent on I ndonesi
consistent with the LTES renewable energy mix for each year. Additionally, investment need

throughout 5-years period based on the LTES is also described in Table 18 to further inform

and compare savings with investment need for the generation mix.
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Figure 17: Electricity subsidy needs by customer category, BAU scenario
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Figure 18: Electricity subsidy needs by customer category, LTES

Although the total amounts vary, the composition of subsidy recipients in the BAU and LTES
scenarios exhibits similar trends. Households are the customer category that receives the most
substantial share of subsidies. Social institutions and small businesses are the subsequent
major beneficiaries of subsidies. In 2045, households obtained 77.55% of the total subsidies
in the BAU scenario and 88.81% in the LTES.
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F. Subsidy Optimalisation onthe LTES

This section examines the potential alterations in electricity tariffs resulting from a gradual
reduction of the entire subsidy to zero by 2045. This study assumes the stages of subsidy
reduction depicted in the table below to evaluate the relationship between subsidy reduction
and electricity tariffs. The extent of subsidy decrease will be determined by the percentage of
overall subsidy during the analysis period.

Table 6: Subsidy reduction assumptions

Periods Percentage Subsidy
Reduction

20257 2026 5%
2027 17 2030 10%
20317 2040 15%
20417 2042 25%
20437 2044 50%

2045 100%

The reduction of subsidies is implemented incrementally to ensure that the rise in electricity
tariffs occurs gradually, given that the primary beneficiaries of these subsidies are households,
particularly those in poverty. This analysis compares electricity tariff on LTES with a scenario
involving a decrease in subsidies. Both scenarios utilize energy mix projection by LTES thus
the BPP + margin in both scenarios are identical. By 2045, the BPP plus margin in both
scenarios for high voltage is Rp2,100.42 per kWh, medium voltage is Rp1,940.60 per kWh,
and low voltage is Rp1,857.49 per kWh.

3.000.00
2.500.00
. 2.100.42
£ 1.961.70
= 1.843.13
X 2.000.00 1.722.54
= 1.637.03
o
-
£ 1.729.55]
50 1.500.00
1
g
; [1.403.92
A& 1.000.00
m
500.00
0.00
2025 2929 2035 2039 2045
e High voltage Medium voltage Low voltage

Figure 19: BPP plus margin, LTES and subsidy reduction scenario
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G. Electricity Tariff : LTES and Subsidy Optimalisation Scenarios

In contrast to the prior discussion, where the rise in electricity tariffs was solely attributable to
inflation, this section indicates that electricity tariffs are influenced by both inflation and
reductions in subsidies. The change in electricity tariffs occurs in two phases. Initially, inflation
will elevate the base electricity tariff. The decrease in overall subsidies is distributed
proportionally according to usage levels among all customer categories. This will decrease the
subsidy per kWh allocated to the customer categories, resulting in an increase in the electricity
tariffs. The figure below illustrates fluctuations in tariffs for LTES and subsidy reduction
scenarios.
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Figure 20: Electricity tariff, LTES and subsidy reduction scenario

In 2045, the electricity tariff is projected to be nearly twice that of 2025 in LTES. However, in
the subsidy reduction scenario, the electricity tariff is projected to be nearly triple that of 2025.
The national electricity tariff for subsidy recipient in the LTES is Rp1,342.39 per kWh and in
the subsidy reduction scenario is Rp2,089.88 per kWh in 2045. In addition to the overall tariff,
this study also estimates the electricity tariff for each customer category in all scenarios.
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Figure 21: Electricity tariff by customer category, LTES
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Figure 22: Electricity tariff by customer category, subsidy reductions scenario

The tariff increases in LTES, and the subsidy reduction scenario exhibit a consistent upward
trend, whereas the subsidy reduction scenario's tariff increase becomes more concentrated on
a tariff of approximately IDR 2,000 per kWh in 2045. This is due to the fact that in subsidy
reduction scenario, the government ceases to provide electricity subsidies (zero value in



W CASE

Ze for Southeast Asia

2045), resulting in all electricity tariffs aligning with their economic value (BPP plus margin).
Nonetheless, it is important to acknowledge that households will experience the most
significant changes in electricity tariffs since they received the biggest subsidy per kWh. The
anticipated annual rise in household electricity tariffs is approximately 7.10%.

H. Electricity Subsidies : LTES and Subsidy Optimalisation Scenarios

The subsidy per kWh is the net of the BPP plus margin and electricity tariff. Consequently, as
the Government implemented gradual subsidy reductions, resulting in elevated electricity
tariffs, the subsidy per kwh diminished over time. The subsidy per kWh for both scenarios are
shown in figure 23 below.
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Figure 23: Subsidy per kWh, LTES and subsidy reductions scenario

The figure below illustrates the total subsidy needs for the selected period in both the LTES
scenario and the subsidy reduction scenario. According to the simulation results, the electricity
subsidy needs is Rp182.14 trillion for the LTES and zero for subsidy reduction scenario. The
subsidy needs will gradually decrease in the subsidy reduction scenario as the electricity tariff
increases.
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Figure 24: Electricity Subsidy Needs, LTES and subsidy reduction scenario
Year Savings (LTES - % of Reduction (subsidy Required Investment Savings % of
SRS) and BAU reduction scenario) for RE RE investment
2025 | IDR 4.2 trillion 5% (2025-2026) IDR 38.9 trillion 11%
2029 | IDR 16.6 trillion 10% (2027-2030) IDR 54 trillion 30.9%
2035 | IDR 55.7 trillion 15% (2031-2040) IDR 78.3 trillion 71.2%
2039 | IDR 101.1 trillion 15% (2041-2044) IDR 107.5 trillion 94.0%
2045 | IDR 312.1 trillion 100% (2045) IDR 134.9 billion 231.3%

Table 7: Potential Fiscal Savings Volume, LTES-to-LTES with subsidy reduction scenario

Table 7 presents further subsidy savings (amount of subsidy spending saved) based on
illustrations of subsidy reduction in table 6 (subsidy reduction scenario). Based on both of this
scenarios against the BAU, Indonesia can achieve further subsidy savings of IDR 16.6 trillion
in 2029 and IDR 101.1 trillion in 2039 assuming that Indonesia undergo further reduction in
subsidies as projected in Table 7 and achieve the LTES generation mix in line with its net zero
target. In addition, allocating subsidy savings towards RE should be a sound option, with 5-
10% electricity subsidy reduction per year yielding savings up to IDR 54 trillion in 2029 and
IDR 78.3 trillion in 2035, at least 30.9% of RE investment needs can be covered by this subsidy
savings. However, illustrations provided in Table 7 are mere simplifications to inform potential
of subsidy savings towards the national balance sheet, in reality, direct translation from subsidy
savings to RE investment may largely depend on the availability of RE projects in the pipeline,
along with the extent of its alignment with RE shares in the LTES (Table 5).
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Figure 25: Electricity subsidy needs by customer category, LTES
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Figure 26: Electricity subsidy needs by customer category, subsidy reduction scenario

The composition of subsidy recipients in the LTES and subsidy reduction scenario are shown
in figure above. According to the simulation, customers with higher basic electricity tariff would
be the first subjects of subsidy elimination. Customer categories with higher voltages typically
bear higher electricity tariffs than those who have low voltages (lower subsidy per kWh),
resulting in a quicker attainment of their economic rates. All customer groups will continue to
receive subsidies in 2025, despite a reduction in the quantity of subsidies. In 2029, only bulk
category will be ineligible for subsidies. In 2035, subsidized consumers comprise only social

[&




institutions with voltages below 1300 VA, households, businesses with voltages below 1300
VA, industries with voltages below 1300 VA, and governments with voltages of 450 VA. Aside
from the previously specified categories, consumers no longer receive subsidies, including
those for traction category. By 2039, the customer categories eligible for subsidies are limited
to households with voltages of 450 VA, industries with voltages of 450 VA, and social
institutions with voltages below 1300 VA. By 2045, all customer segments will cease to receive
subsidies.

I. Macroeconomic impacts of subsidy optimisation scenarios
1. Impact of electricity subsidy changes in energy subsidies and total government subsidies

Electricity subsidies and other subsidies will be financed by national budgets, which could be
reallocated to other budgetary allocations. This indicates that subsidies incur an economic
opportunity cost if the government can allocate the funds to alternative uses that may yield
greater benefits than electricity subsidies. Consequently, the Government must consider the
ratio of electrical subsidies to overall subsidies. To determine the proportion of electricity
subsidies relative to energy subsidies and total government subsidies, a few assumptions must
be established. This study assumes that subsidies, except electricity subsidies, remain
constant during the analysed period. The research employs government subsidy expenditure
data from 2023 as the baseline.

Table 8: Government subsidy assumption?®

Subsidy Component Value (Trillion Rp)
Energy subsidies 164.48
Electricity subsidies 68.64
Energy subsidies exclude electricity subsidy 95.84
Government subsidies 242.02
Government subsidies exclude electricity subsidy 77.54

During the analysis, the electricity subsidy will be changed according to the scenario. In this
section, the analysis will focus on BAU scenario and LTES. The ratio of electricity subsidies to
energy subsidies and total government subsidies in BAU and LTES scenarios can be shown
in the figure below. According to the financial report, the ratio of electricity subsidies to energy
subsidies is 41.73% while the ratio of electricity subsidies to total government subsidies is
28.36%.

26 Subsidies data are from Central Government Financial Report 2023
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Figure 27: The ratio of electricity subsidies to energy subsidies

As the overall electricity subsidy in both the BAU scenario and LTES escalated over time, the
proportion of electricity subsidies to energy subsidies also increased. Both scenarios
demonstrate that electricity subsidies constitute over fifty percent of total energy subsidies after
2029. Nevertheless, the ratio is higher in BAU scenario, reaching 76.51% by 2045. It is 10.99
percentage points greater than the ratio in the LTES scenario. The ratio in BAU scenario is
34.78 percentage point higher than the baseline data while the ratio in LTES is 23.79%
percentage point higher than the baseline.



43 Rethinking Electricity Subsidies to Achi gyWé cA)SEesi ao:s
Energy Security and Green Economy Targets -'_;/,,”\\5 for Southeast Asia

100.00%

90.00%

80.00%

70.00%

60.00%

64.29%

50.00%

56.37%

40.00%

49.04%

30.00%

36.50%

20.00%

28.97%

10.00%

0.00%
2025 2029 2035 2039 2045

H BAU mLTES

Figure 28: The ratio of electricity subsidies to total government subsidies

The proportion of electricity subsidies to overall government subsidies exhibits similar trends
to the prior analysis. The ratio of electricity subsidies to total government subsidies has risen
over time. In the BAU scenario, the ratio is projected to be 64.29% by 2045, whereas in the
LTES it is anticipated to be 51.23%. In 2045, both scenarios had a ratio that was double that
of the baseline (28.36%). Consequently, if the government fails to endeavour to diminish
electricity subsidies, these subsidies will account for almost fifty percent of all government
subsidies by 2045.

2. Identification of macroeconomic shocks based on electricity tariff elasticity
a. Shock Calculation
The analysis of macroeconomic impacts is conducted using the GTAP-E model
(Energy-Environmental Version of the Global Trade Analysis Project). GTAP-E is a
computable general equilibrium (CGE) model of the global economy. Burniaux and
Truong (2002), as well as McDougall and Golub (2007), adapted the standard GTAP
model developed by the Center for Global Trade Analysis Project at Purdue
University, Indiana, United States (Hertel, 1997), to create GTAP-E, which
incorporates energy-related activities and environmental impacts.

Both the GTAP and GTAP-E models operate under the assumption that the economy
is in a state of general equilibrium, allowing these models to capture interactions
across different markets within the economy. The GTAP model represents the global
economy and the interactions between regions and their markets through a detailed
framework of international trade.

The GTAP-E model extends the standard GTAP framework by incorporating
mechanisms for energy substitution, CO, emissions, global emissions trading, and
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emissions tax calculations. These enhancements make GTAP-E particularly well-

suited for analyzing energy and environmental issues at both national and global
levels.

The shock introduced into the model will be the percentage increase in the weighted
average electricity tariff resulting from a reduction in subsidies compared to the
baseline scenario. The impact of subsidy reduction on the electricity tariff is derived
from the BPP model developed in this study. The changes in the weighted average
electricity tariff compared to the baseline scenario are represented by Figure 29.
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Figure 29. Changes in Weighted Average Electricity Tariff (Total) due to Reduced Subsidies

Figure 29 indicates that, in percentage terms, the increase in electricity tariffs
diminishes over time. This trend occurs because, toward the end of the period, tariff
adjustments for each customer category approach the original value of BPP + Margin,
resulting in a stabilization of the weighted average total tariff. However, despite the
declining percentage increase, the nominal value of the electricity tariff continues to
rise steadily.

In addition to calculating the percentage change in overall electricity tariffs, an
analysis of tariff changes for the residential customer category was also conducted
(see Figure 30). While the trend follows a similar pattern, the percentage increase in
tariffs for residential customers is significantly higher compared to the percentage
increase in overall tariffs.
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Figure 30. Changes in Weighted Average Electricity Tariff (Household) due to Reduced
Subsidies

b. Estimation Result
The results of the calculations in the previous subsection will be used as input for
the GTAP-E model. The increase in electricity tariffs will function similarly to an
increase in taxes on consumed goods.

0 Total Tariff Increase Impact on National GDP Price Index
The GDP Price Index, also known as the GDP Deflator, is an indicator that
reflects the average price level within an economy and can be used to
measure inflation. Based on the estimation, an increase in electricity tariffs has
the potential to reduce the GDP Price Index. A decline in the GDP Price Index
may indicate a decrease in economic activity, which will be further analysed
through the GDP Quantity Index.
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Figure 31. Impact of Total Electricity Tariff Increase on GDP Price Index

0 Total Tariff Increase Impact on National GDP Quantity Index

An analysis was also conducted to examine the impact of electricity tariff
increases on the GDP Quantity Index. The GDP Quantity Index reflects
changes in the quantity of goods and services between two time periods. The
results of the analysis regarding the impact of electricity tariff increases on the
GDP Quantity Index are presented in Figure 32. Figure 32 indicates a potential
decrease in the GDP Quantity Index as a result of the increase in electricity
tariffs. The percentage change in the GDP Quantity Index becomes more
pronounced as the percentage increase in electricity tariffs rises. Figure 32
also shows that, at the end of the period, the percentage decrease in the GDP
Quantity Index is smaller compared to previous periods. The decline in the
GDP Quantity Index can serve as an indicator of a reduction in economic
output.
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Figure 32. Impact of Total Electricity Tariff Increase on GDP Quantity Index
0 Total Electricity Tariff Increase Impact on CO; Emissions
The next analysis examines the impact of electricity tariff increases on CO2
emissions. The results from the GTAP-E analysis indicate a potential
reduction in CO2 emissions when there is an increase in electricity tariffs.
According to the GTAP-E analysis, an increase in electricity tariffs will reduce
demand for electricity, particularly in energy-intensive industries.
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Figure 33. Impact of Total Electricity Tariff Increase on CO2 Emissions
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0 Household Electricity Tariff Increase on GDP Price Index
In this study, an analysis was also conducted to calculate the potential impact
of electricity tariff increases for residential customers on the GDP Price Index.
The approach used in the GTAP-E model is similar to the previous analysis,
but with different policy variables. This is because GTAP-E has specific

variables designed to capture shocks applied to households.
0.6

Figure 34. Impact of Household Electricity Tariff Increase on GDP Price Index

The results of the analysis on the impact of residential tariff increases are shown in Graph 6.
Unlike the previous analysis, an increase in residential tariffs is likely to contribute to higher
inflation (indicated by a positive percentage change in the GDP Price Index). According to the
GTAP-E analysis, this is due to the rise in the private consumption price variable for electricity
commodities in Indonesia.
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Discussion

A. Current Electricity Subsidy Regime

Based on analysis of historical electricity subsidy since electricity subsidy reform in 2013, this
study finds the following. The evolution
policies reflects a complex balancing act within the framework of the energy trilemmad energy
equity, energy security, and environmental sustainability. While the reforms since 2013 have
made significant strides in improving subsidy targeting and fiscal sustainability, their
implementation has exposed critical challenges. The subsidy reforms succeeded in reducing
fiscal burdens and aligning assistance with low-income households through mechanisms like
the Unified Database for Social Protection Programs (DTKS). However, the introduction of
compensation mechanisms to stabilize tariffs, particularly during the 201872022 period,
increased PLNO&6s dependency on govVv e ftenmmegoal tof
financial independence.

The interplay between subsidies, compensation, and electricity production highlights a critical
tension between equity and efficiency. While subsidies and compensation ensured affordability
during periods of economic instability, such as the COVID-19 pandemic, the lack of consistent
tariff adjustments and price signals reduced incentives to curb consumption and improve
efficiency. This inefficiency is further compounded by policy mechanisms, such as capped coal
and gas prices, which inadvertently support non-renewable energy sources, undermining the
sustainability objective of the energy trilemma. Furthermore, the growing reliance on non-
renewable energy to meet rising electricity demand indicates insufficient progress in scaling
up renewable energy, raising concerns about the environmental sustainability of the sector.

of I nd

fundi
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Overall, while Indonesiads subsidy and compensat

equity and supported economic recovery, the persistent inefficiencies and growing
dependence on fossil fuels challenge the broader objectives of efficiency and sustainability.
Future policy reforms must prioritize aligning subsidies and compensation mechanisms with
renewable energy goals, enhancing sector efficiency, and reducing dependency on
government support to achieve a more balanced and sustainable energy system.

The following are the current electricity subsidy policy issues should be addressed in the future
reform;

0 Subsidies are broad-based and benefit both low-income households and wealthier
consumers, leading to inefficiency and fiscal strain;

0 Capped coal and gas prices indirectly subsidized fossil fuel-based electricity, hindering
renewable energy adoption;

0 Industrial and high-voltage consumers still benefiting from subsidies, creating
distortions in electricity pricing;

0 Inefficient electricity consumption patterns reduce system efficiency and increase
reliance on fossil fuels;

0 Inconsistent tariff adjustments dilute price signals, reducing incentives for efficiency
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B. Gaps In the Current Discussion on Electricity Subsidy Adjustments

The current governmentdés discussions on electric
changes. It includes plans for better targeting through targeted social assistance e.g., through

welfare cards i K as Kt s e j a h taadr naiatairding subsidies for public facilities such as

schools and hospitals. These efforts aim to strengthen purchasing power and ensure that

subsidies reach those who truly need them. However, while some issues in the current subsidy

framework are addressed, significant gaps remain, requiring further action to align with long-

term energy and sustainability goals.

One key issue that has been addressed in the proposed scheme is the efficiency of broad-
based subsi di es, whi ch of t en benef it weal t hier
implement targeted social assistance represents a shift toward targeted subsidies, focusing
support on low-income households. Additionally, the introduction of targeted social assistance
indirectly incentivizes more efficient electricity consumption by enabling better price signals.
However, no specific mechanisms have been proposed to address fossil fuel subsidies,
industrial and high-voltage consumer subsidies, or dynamic tariff adjustments. Price caps on
coal and gas, which indirectly subsidize fossil fuel-based electricity generation, remain
untouched. Similarly, the continued provision of subsidies to industrial and high-voltage users
creates pricing distortions and fiscal burdens. The absence of dynamic tariffs also weakens
price signals, limiting incentives for efficiency and conservation. Lastly, the plan does not
explicitly focus on reallocating subsidies toward renewable energy infrastructure or
incentivizing clean energy adoption.

The gaps in the governmentdéds current plan hinder
efficiency, and environmental goals. Fossil fuel subsidies perpetuate reliance on non-

renewable energy and delay the transition to renewable sources. Subsidies for industrial and

high-voltage users disproportionately benefit entities that do not require government

assistance, distorting electricity pricing. The lack of dynamic pricing mechanisms prevents the
establishment of effective price signals, which are essential to promoting conservation and

reducing overconsumption. Furthermore, the absence of targeted support for renewable

energy undermines the broader goals of decarbonization and sustainable development.

C. RPJMN Transformative Vision

Going forward, the 2025-2029 RPJMN outlines a transformative vision for Indonesia's energy
sector, emphasizing a sustainable and equitable energy transition as a cornerstone of the
country's development. The plan prioritizes increasing renewable energy's share, improving
energy efficiency, and addressing disparities in electricity access across regions, particularly
by expanding renewable energy generation beyond Java. Achieving these goals aligns with
the broader targets of Indonesia Emas 2045, including reducing greenhouse gas emissions
and transitioning to a low-carbon economy.

Critical reforms include establishing an integrated national grid, accelerating renewable energy
adoption, and revising key energy policies such as the National Energy Policy (KEN) and
National Energy Plan (RUEN). Addressing structural challengesd such as high reliance on
fossil fuels, limited infrastructure for renewables, and funding constraintsd will be vital for



supporting a resilient and climate-conscious energy sector. Additionally, the enactment of the
New and Renewable Energy Law is identified as a key regulatory requirement for the transition.

The electricity sector will require a balance of supply-side and demand-side interventions,
including targeted subsidies, efficient power production practices, and stronger coordination
between central and regional governments. Reforming subsidy schemes is critical to achieving
fiscal and financial sustainability while supporting renewable energy growth and ensuring
equitable energy access.

In conclusion, the RPIJMN aims to strike a balance between energy security, economic stability,
and environmental sustainability, fostering a sustainable and inclusive energy sector that
supports Indonesia's development goals and its 2045 vision.

D. Insights From Simulation Studies

The first simulation study in this report demonstrates that the energy mix significantly impacts
electricity generation cost (electricity basic supply cost) (BPP), tariffs, and subsidy needs.
Transitioning to a renewable energy-heavy mix in the LTES offers lower BPP, reduced
subsidies, and more stable tariffs compared to fossil fuel-dominated BAU scenarios. In other
words, this transition supports long-term financial sustainability for the electricity sector.

With households dominating subsidy allocations, the result highlights the importance of
implementing targeted subsidy schemes to ensure affordability for vulnerable groups while
reducing overall subsidy burdens. Policymakers should prioritize investment in renewable
energy infrastructure and LCOE reduction strategies to accelerate the transition to a more
sustainable energy mix. Inflation emerges as a key driver of rising electricity costs in both
scenarios. Mitigation strategies, such as diversifying the energy mix and decoupling from fossil
fuel price volatility, will be crucial to managing long-term price stability.

The analysis underscores the economic and environmental advantages of transitioning to a
renewable energy-heavy mix under the LTES. However, achieving the benefits requires
addressing the following key challenges:

0 managing short-term costs and integration challenges of renewable energy;

0 ensuring subsidies are equitably distributed, particularly for households;

0 mitigating the economic impact of subsidy removal on industries and businesses;

0 aligning tariff policies with inflation and real income growth to maintain affordability; and
0 implementing robust policies for grid modernization, storage solutions, and private

sector engagement.

The analysis of the second simulation study provides evaluation of the impacts of a gradual
reduction in electricity subsidies to zero by 2045, with comparisons to the LTES. It highlights
the significant influence of subsidy reductions on electricity tariffs, particularly for households,
while underscoring the economic rationale of aligning tariffs with their economic price (harga
keekonomian), BPP plus margin.



The complete elimination of subsidies results in a substantial increase in electricity tariffs. The
national average tariff is projected to reach Rp. 2.089,88 per kWh in 2045. This number is
nearly three times the 2025 value and significantly higher than the Rp. 1.342,39 per kWh
projected in the LTES where subsidies are partially retained. Households, as the largest
beneficiaries of subsidies, experience steepest annual tariff increases, which reflects their
significant reliance on subsidies.

The gradual reduction of subsidies is designed to distribute the financial burden over time,
reducing sudden economic shocks. Customer categories with higher electricity tariffs and
lower subsidy reliance are the first to lose subsidies. Households and lower-voltage categories
retain subsidies for a longer period. By 2045, subsidies are entirely eliminated for all customer
groups. This complete removal of subsidies eliminates government subsidy expenditures.

Gradually eliminating electricity subsidies by 2045 provides fiscal benefits and aligns tariffs
with economic costs, enhancing financial sustainability. However, this poses affordability
challenges for households dependent on subsidies. A balanced strategy of phased subsidy
removal, targeted support, and energy efficiency measures is crucial for a just transition,
minimizing social and economic disruptions while achieving long-term sustainability.

The third simulation evaluates the impacts of electricity subsidy changes and electricity tariffs
increases on government subsidy allocations, macroeconomic indicators, and environmental
outcomes. The findings highlight critical trade-offs between fiscal sustainability, economic
performance, and environmental benefits. While reducing subsidies and increasing tariffs have
potential fiscal and environmental benefits, careful implementation is necessary to mitigate
macroeconomic and social impacts, particularly for vulnerable households and energy-
intensive industries.

By incorporating the elements of equity, industrial impacts, inflationary pressures, and
implementation challenges into the analysis, we can derive the following conclusion:

0 while subsidy reductions enhance fiscal sustainability and reduce PLN dependency on
subsidies, it must be carefully managed to avoid harming h o u s e h afforahkilidy,
industrial competitiveness, and economic growth;

0 the disproportionate impact on residential customers underscores the need for targeted
subsidies or a lifeline tariff system that protects low-income households while reducing
overall subsidy expenditures;

0 complementary policies to support renewable energy such as fiscal incentives,
government supports, and implementation of environmental economic instruments;

0 a phased approach to subsidy removal should include clear benchmarks, targeted
support for vulnerable sectors, and public communication strategies to ensure
stakeholders acceptance and smooth transitions;

0 mitigate the impacts of rising tariffs on consumers and industries by considering the
implementation of social protection measures, wage adjustments, and economic
diversification strategies;

0 addressing political resistance and administrative capacity in the subsidy reform.
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7. Conclusion and Recommendations

Conclusion and Recommendations



