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Executive Summary

Worldwide, a significant proportion of the private sector
receives some level of support, interventions and subsidies
from the public sector. In the specific case of energy subsidies
(of which fossil fuels are a subset) their use has been
historically linked to supporting energy security, domestic
energy production and access to energy.

In recent years, however, accounting for the full economic,
social and environmental costs and benefits of subsidies for
fossil fuels, along with the development of other government
interventions to achieve the same objectives, has led to
demands to start removing them. This report outlines the
economic, social and environmental costs of fossil fuel
subsidies, emerging evidence of the benefits to be derived
from their reform and opportunities and processes to support
such reform.

Fossil fuel subsidies can inhibit sustainable economic
development by creating a burden on government budgets,
reducing resources that could be put to more efficient use
within the economy; increasing inequality and undermining
access to affordable energy by benefiting the rich rather

than the poorest members of society; decreasing the
competitiveness of key industries, including low-carbon
businesses, by discouraging investment in renewable energy
and energy efficiency; increasing the risk of stranded assets
(in the event of climate regulation) by encouraging exploration
for and production of unburnable carbon; compromising
energy security (compared to subsidising alternatives such as
renewables and energy efficiency); damaging public health by
increasing air pollution; and negating carbon price signals.

Despite this mounting evidence of the costs of fossil fuel
subsidies, and the potential virtuous cycles that could result
from their removal, governments are often reticent to
undertake reform. Researchers have identified several specific
reasons for the persistence of subsidies. Some of these are
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explicit, such as a lack of information, while others are implicit, driven by special interests. In addition, governments sometimes
subsidise fossil fuels because they lack other effective means and institutional capacity to adopt more suitable policies. Taken
together, these implicit and explicit barriers to reform create a dangerous inertia regarding subsidies even in the context of new
technological, economic and social developments.

Despite the challenges associated with reform, a number of countries have recently made significant progress in reforming
subsidies for fossil fuels across a wide range of sectors. The International Energy Agency (IEA) and the International Monetary
Fund (IMF) have documented reforms undertaken in almost 30 countries in 2013 and 2014, some of which were spurred by
falling oil prices. A number of these country case studies are included in this report (see Annex 3), and, in conjunction with wider
research on the processes of reforming subsidies, have provided lessons for the key ‘ingredients’ for successful reform. These
steps are very similar to those needed for any effective processes of policy change, and include:

° Mobilising resources in order to support many of the elements necessary for a robust reform process.

e  Providingclear, open and honest information on the scale of subsidies, their costs and impacts, who pays and who
benefits, plans for reform, and complementary measures to be adopted.

e  Creating new institutions or strengthening existing ones to support reform.
° Using the fiscal space created for wider public goods.

° Reallocating the resources saved to those groups most affected by reform by adopting complementary measures. These
may include support to sectors, industries and firms, and to households and individuals.

e  Settingcredible and predetermined timeframes for phasing out subsidies, staggering the elimination of different
subsidies, and ideally undertaking reform as part of broader sector- or economy-wide reforms.

Inrelation to international support for the reform of fossil fuel subsidies, agencies such as the World Bank and bilateral donors
are already providing resources and finance for ‘complementary measures’ in developing countries, such as support for health
services, education, social protection, energy-sector development and economic diversification, but seldom in a way that is
linked to subsidy reform processes, either in terms of institutional arrangements or timing. It will be important to not only
increase these resources, but to also foster linkages between existing support mechanisms and the processes of (and linked to
the benefits from) reforming fossil fuel subsidies.

Although this report highlights the fact that opportunities and processes for reforming fossil fuel subsidies take place at the
national level, international cooperation is already supporting national reform efforts in a number of ways. These include
identifying and estimating the cost of subsidies, country-level support for reform processes, coordination and drawing out
lessons and advocacy. The high-level commitments to reform made by the G20, Asia-Pacific Economic Cooperation (APEC) and
European Union (EU) countries,* as well as key international agreements, present a critical opportunity for existing activities to
be scaled up, and for new efforts to be developed in order to: 1) improve the availability of comparable information on fossil fuel
subsidies; 2) increase technical and financial support for national reform efforts (with a focus on complementary measures); and
3) widen and strengthen countries’ commitments to reform.

The primary channels for greater international ambition and action are: bodies for reporting, tracking and accountability;
financial and technical support, which must be diverted from providing subsidies and towards reform; multilateral and bilateral
agreements (including on trade); and a greater understanding of the processes being undertaken by regions and countries that
are already leading by example in reforming subsidies to fossil fuels.
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1. Introduction

This report examines a subset of energy subsidies, related to the production and consumption of fossil fuels (oil, gas and coal),
and outlines opportunities and processes to support their reform.

The analysis focuses on fossil fuel subsidies because their economic, social and environmental costs have recently received
significant attention - including through high-level calls to reform and phase them out from organisations including the World
Bank, the International Monetary Fund (IMF) and the International Energy Agency (IEA). Far less attention, however, has been
paid to providing guidance for those seeking to undertake or to support such reforms.

Inarecent report, the Global Commission on the Economy and Climate suggests that the G20 countries have an opportunity

to build upon their 2009 commitment to phase out fossil fuel subsidies by setting criteria and clear timelines for reporting, and
through eliminating fossil fuel subsidies by no later than 2025.% In order to support governments and other stakeholders that are
seeking to understand the potential for fossil fuel subsidy reform, or are planning to undertake or provide financial assistance for
wider programmes of energy subsidy reform, this report outlines:

1. Thecurrent scope and scale of subsidies for fossil fuels.

The economic, social and environmental costs of fossil fuel subsidies.
Emerging evidence of the global benefits of reforming fossil fuel subsidies.
Potential barriers to subsidy reform.

Drivers and opportunities for reform.

oA LN

Key principles for national-level reform.
7. Current opportunities to accelerate reforms on fossil fuel subsidies through international support.

This report is complemented by a regional report on sub-Saharan Africa (SSA) that provides more specific guidance on reform
of fossil fuel subsidies that could apply to countries in that region. It is anticipated that similar reports on other regions
may be produced.

Fossil Fuel Subsidy Reform: From Rhetoric to Reality WWW.NEWCLIMATEECONOMY.NET \ 5


http://WWW.NEWCLIMATEECONOMY.NET

THE NEW CLIMATE ECONOMY

The Global Commission on the Economy and Climate

2. Current scope and scale of fossil fuel subsidies

Main points:

e  Governments generally use subsidies as part of wider economic policies to support specific businesses, markets,
sectors or regions; and subsidies are among the more common public policy instruments in current use, with
political interests often determining who receives subsidies and at what scale.

° In the specific case of energy subsidies (a subset of which are directed towards fossil fuels), their use has been
historically linked to supporting energy security, domestic energy production and affordable access to energy,
which are expected to have wider positive effects for economic development and for public goods such as health
and education.

e  Subsidies for fossil fuels, such as oil, gas and coal, take several forms and are provided along the full value chain
from exploration, to production, and consumption. According to the World Trade Organization (WTO) definition,
subsidies include: 1) all government financial contributions or direct support; 2) transfer of risk through
provision of debt, equity and guarantees; 3) forgone revenue through tax breaks; 4) provision of infrastructure,
goods and services below market value; and 5) royalty breaks and investment in infrastructure.

e  Although there have been recent improvements in the measurement of fossil fuel subsidies, with estimates
for different groups of countries compiled by the IEA, IMF and Organisation for Economic Co-operation and
Development (OECD), substantial gaps remain due to limited transparency at the national level, and a full
accounting of global energy subsidies (to fossil fuels and renewables) has never been completed. As a result, it is
likely that global estimates are well below current levels of support.

e  Taking into account these gaps, Koplow (2014) added the available data on subsidies for fossil fuels, renewable
energy and nuclear power and calculated that a total of $840 billion was spent on energy subsidies annually
(roughly 1% of global GDP), of which fossil fuel subsidies make up roughly 70%.

2.1 WHAT ARE FOSSIL FUEL SUBSIDIES?

Worldwide, a significant proportion of the private sector receives some level of support, interventions and subsidies from the
public sector. In general, governments use subsidies as part of wider processes of economic policy to support specific businesses,
markets, sectors or regions and these are among the more common public policy instruments in current use, with political
interests often determining who receives subsidies and at what scale.

In the specific case of energy subsidies (a subset of which are for fossil fuels) their use has been historically linked to supporting
energy security, domestic energy production and affordable access to energy, which are expected to have wider positive
effects for economic development and for public goods such as health and education.® In recent years, however, accounting

for the full economic, social and environmental costs and benefits of fossil fuel subsidies, alongside those of alternative
government interventions to achieve the same objectives, has increasingly favoured a move away from subsidies to fossil fuels
(see Sections 3 and 7).

The WTO defines a subsidy as ‘any financial contribution by a government, or agent of a government, that confers a benefit on
its recipients in comparison to other market participants’# This definition of subsidies and its detailed components® has been
accepted by the 153 member states of the WTO, and can be used as a basis for identifying fossil fuel subsidies, which include
subsidies for the production and consumption of coal, oil and gas.

Despite this widely agreed definition, terminology can be one of the first obstacles to understanding what is meant by ‘subsidies’
This is often because of the negative connotations of the term ‘subsidy’, and the potential for the legal challenge of subsidies at
the WTO, both of which can drive policymakers to use euphemisms or alternative terms.® The Global Subsidies Initiative (GSI)
says that ‘incentive’ is commonly used instead of ‘subsidy’. Other frequently used substitutes (ranging from general to technical)
include support, aid, assistance, fiscal policy and fiscal instruments.

Subsidies for fossil fuels (oil, gas and coal) take several forms and are provided along the full value chain from exploration to
production and consumption including fossil fuel power generation (see Figure 1)’
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° Direct financial transfers, e.g. fuel vouchers or grants to producers or consumers.

e  Tradeinstruments, e.g. tariffs on imports of crude oil and petroleum products, which make domestic fuel production
more lucrative; quotas and technical restrictions.

e  Regulations, e.g. petrol prices regulated at below international market levels; regulations that prioritise the use of
domestic coal for power generation; restrictions on market access.

e  Taxbreaks, e.g. taxdeductions for the depletion of or investment in oil and gas fields and coal deposits; excise exemptions
for fuels used in international air, rail or water transport.

e  Credit, e.g. loan guarantees to finance energy infrastructure or preferential rates on loans to producers.

° Risk transfers, e.g. insurance or indemnification provided to fossil-fuel producers at below market levels; limitation of
financial liability.

e  Accesstogovernment goods and services below full cost, e.g. provision of seismic data for oil and gas exploration.

(Annex 1 includes more detailed subsidy categories.)

Figure 1
Value chain of production and consumption of fossil fuels (oil, gas and coal)
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2.2 SCALE OF FOSSIL FUEL SUBSIDIES
There have been recent improvements in the measurement of fossil fuel subsidies:

° Detailed country-level inventories have been completed by the OECD of the subsidies provided for the production and
consumption of fossil fuels in its member countries since 2010. These have most recently been updated in September
2015 and expanded to include major emerging economies (Brazil, China, India, Indonesia, Russia and South Africa).
The inventory includes almost 800 spending programmes and tax breaks used by governments, and it estimates total
support at US$ 160-200 billion annually.®

e  ThelEAhas made high-level estimates of subsidies for the consumption of fossil fuels in 40 developing countries and
emerging economies since 2008, and for 2013 these were estimated at US$548 billion.

° Recent IMF analysis of fossil fuel subsidies” in 2013, and forecast for 2015, estimates that these have dropped
from US$900 billion in 2013 to a predicted level of US$650 billion for 2015, due mostly to the falling price of oil
(see Section 6.2).1

e  According to the IMF, when the costs of climate change, local air pollution, congestion, accidents and road damage are
included in the calculated subsidies for fossil fuels (which are not included in the OECD and IMF estimates), the cost to
governments will be US$5.3 trillion in 2015.12

In addition, non-governmental organisations (NGOs), such as the Global Subsidies Initiative (GSI), Oil Change International
(OCl), and the Overseas Development Institute (ODI), have produced analyses that highlight specific subsidies provided at the
national and sub-national level. Their studies generally focus on a specific fuel or set of countries.

(For additional details of subsidy estimates compiled by the above organisations see Annex 2 and Figure 32.)*

Although this progress in the estimation of subsidies is extremely valuable, substantial gaps remain because of limited
transparency at the national level, and a full accounting of global energy subsidies (for fossil fuels and renewables) has never
been completed. As a result, it is likely that existing global estimates are well below current levels of support.** Taking into
account the gaps in overall data on energy subsidies, Koplow (2014) added the available data on subsidies for fossil fuels,
renewable energy and nuclear power and found that a total of US$840 billion was spent on energy subsidies annually (roughly
1% of global GDP), of which fossil fuel subsidies make up roughly 70%* (see Figure 3).%¢
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Figure 2
Total quantified energy subsidies

Billions of US$
2009 2008 2007 2007-11
Fossil fuels® 589 475 361 622 404 2451
Renewables® 88 66 60 48 44 306
Nuclear® 162 159 157 156 152 787
All 839 700 579 825 600 3544

a OECD consumer subsidies to South Korea and Mexico deducted to avoid double counting. IEA price gap subsidies to fossil-fuel electric allocated back to source fuels based on country-level data on the fuel
mix of power generation. IEA (2011a, 2012, 2013); OECD (2012); and Sauvage (2013). b IEA(2011aand 2012). cKitson, Wooders, and Moerenhout (2011) midpoint value. Single year annual value for
2009, adjusted for inflation, was applied to other years in the series. No adjustments made to incorporate the taxpayer costs of the Fukushima nuclear accident.

Source: Koplow, 2014.%7

Figure 3
Fossil fuels receive the highest proportion of energy subsidies!®

Renewables

9% 0il 39%

Natural gas 24%

[ Coal 6%

Note: see Annex 2 for international estimates of main subsidies for fossil fuels.

Source: Koplow, 2014.%°
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3. Economic, social and environmental costs of subsidies for fossil fuels

Main points:

e  Although complete data is missing, available information shows that the economic, social and environmental
costs of fossil fuel subsidies, when fully accounted for, often outweigh the benefits of this support, particularly
as subsidies are often ineffective at achieving the specific policy objectives that they seek to address, and as
increasingly there are less costly alternatives that can achieve the same objectives.

e  Full cost accounting has helped spur a greater understanding that subsidising fossil fuels is not sound policy and,
indeed, can actually inhibit sustainable economic development by:

1.  Creating a significant burden on government budgets, and reducing resources that could be used
more efficiently.

2. Perpetuating inequality and limiting access to affordable energy, benefiting the rich and failing to
meet the needs of the poorest in society.

3.  Decreasing the competitiveness of key industries, including low-carbon businesses, skewing the
playing field for investment in renewables and energy efficiency.

4. Increasing the risk of stranded assets (in the event of climate regulation), by encouraging the
exploration for and production of unburnable carbon.

5. Compromising energy security (compared to alternatives such as subsidizing renewables and
energy efficiency).

6. Damaging public health by increasing air pollution.

7. Negating carbon price signals.

When the full economic, social and environmental costs and benefits of fossil fuel subsidies are taken into account, their net
costs far outweigh the benefits of sustaining them, and there are increasingly less costly alternatives that can achieve the same
policy objectives.?°

Fossil fuel subsidies are often introduced for understandable and legitimate public policy objectives such as improved energy
security, domestic energy services and access to energy. For example, production subsidies may temporarily sustain jobs in the
oil and gas sectors, and consumption subsidies may help to improve access to (affordable) energy. In addition, the benefits of
fossil fuel subsidy reform - particularly in the short term - will be unevenly distributed across countries and strongly dependent
on the approach and complementary measures adopted (see Section 7.6).2*

Nonetheless, emerging evidence demonstrates that in most cases the costs of subsidies far outweigh the benefits. The
interconnected economic, social and environmental costs of fossil fuel subsidies are discussed in the next sections.

3.1 CREATING A SIGNIFICANT BURDEN ON GOVERNMENT BUDGETS

In relation to consumption subsidies in 40 developing countries, support for fossil fuels accounts for up to 5% of GDP and
between 25% and 30% of government revenues.?” The IMF has produced a global analysis of the comparative burden of
subsidies on GDP and government revenue by region, showing the impact of pre-tax subsidies and forgone consumption tax
revenue (see Figure 4 and Sections 2.5 and 2.6).2° Fossil fuel subsidies are particularly high in the Middle East and North Africa
(MENA) region where they are estimated at 13% of GDP and 35% of government revenues.?*

In a number of countries that produce fossil fuels, revenues from natural resources have been seen as a national patrimony to
be shared across the population in the form of subsidies.?” In the 1990s, major oil exporters spent twice as much on subsidising
domestic petroleum consumption (as a share of GDP) as countries that did not produce oil.?¢ For major energy producers, the
opportunity costs of these subsidies are less evident than their budgetary costs because revenues rise and fall with the costs of
the subsidy, so there is little incentive to phase them out.?”
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Figure 4
Fossil fuel subsidies as a percentage of GDP by region
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Source: Coady et al, 2015.%8

A comparison of fossil fuel subsidies to consumers with the primary balance?” (or the level of debt) in a number of developing
countries shows the intensity of the budget pressure created by the aim to maintain low energy prices (see Figure 5). Although
well documented, it is likely that the fiscal burden of fossil subsidies is also underestimated. This is particularly relevant in
countries that have state-owned enterprises (SOEs) for the production and distribution of fossil fuels, electricity and heat.
SOEs play very different roles in each country - some are commercially oriented and differ very little from their private-

sector counterparts, while others receive significant government support.®® In such cases governments may offset the costs of
supporting SOEs against the company’s profits, or the costs of finance for these companies may be reduced thanks to access to
credit or guarantees from government. Frequently, the total level of government support to SOEs is not transparent and may be
significantly larger than the documented drain on government budgets.*!

Energy subsidies also can create a burden on government budgets (and more widely on trade flows and exchange rates), as when
domestic fuel prices do not adjust automatically to changes in world prices, the government must step in to offset a portion

of the shift. More directly, energy-consumption subsidies lead to greater domestic demand for energy products that must be
imported, or that could potentially be exported, thus forgoing revenue and worsening the trade balance.®?

These impacts can be particularly acute in countries that produce fossil fuels and which generate a significant portion of their
revenues from oil, gas or coal, where subsidies have a significant impact both domestically and internationally. For example,
Venezuela has historically generated over half of its revenues from oil and gas.®® In addition to providing domestic subsidies, it
has supplied Caribbean countries with subsidised oil through ‘Petrocaribe’. This programme, which includes both grants and
oil shipments, is estimated to have cost 3% of Venezuela's GDP, or an estimated US$44 billion in forgone revenue. In addition,
Venezuela sends another 500,000 barrels per day (bpd) of oil to China in order to service US$50 billion of previous oil-backed
loans, leaving only around 1.3 million bpd to sell on world markets, worth only US$20 billion a year in March 2015. This limited
potential revenue stands in stark contrast to Venezuela's import bill, which is almost four times as high.**
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Figure 5
Primary balance and fossil fuel subsidies
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Source: IEA (2012) and IMF (2013).

Compounding the lack of information on subsidies and incentives, thereis also a lack of information about the revenue

from taxes or fees obtained from the fossil fuel industries, and how it is used. On the basis of information from a fee-based

data provider, (i.e. not publicly available) ODI and Oil Change International research found that government income from

the companies active in oil and gas exploration and production in the G20 countries (including royalties, government profit

oil, income tax and bonuses), excluding Saudi Arabia, was U$554 billion in 2012. This accounts for, on average, 8% of these
countries’ total tax income. With more information on production subsidies and tax revenue there would be greater potential to
understand how countries might sustainably move away from fossil fuel-based tax revenues (see Figure 6).°

Figure 6
Government income from oil and gas in G20 countries in 2012 (across all upstream)

Country Royalty effects and Income tax and Total government Percentage of total

government profitoil  bonuses (million US$) incomefromoilandgas  government income
(million US$) (2012) (million US$) from oil and gas

Saudi Arabia 84921 253750 338671 90

Russia 150793 29171 179 963 30

United States 64929 18725 83654 3

China 7138 75440 82577 10

Mexico 1717 79610 81327 36

Indonesia 29183 5300 34483 41

Canada 16558 7725 24283 8

India 14428 4768 19196 8

Brazil 44 18018 18063 3

Australia 82 9489 9570 3

United Kingdom - 9333 9333 1

Argentina 2961 2410 5371 2

[taly 588 2039 2626 0.34

Germany 1928 537 2465 0.25

Japan 115 557 671 0.10

Turkey 211 153 364 0.13

France 72 174 246 0.02

South Africa 19 158 177 0.16

South Korea 37 (165) (128) (0.001)

Total 375722 517 191 892914 12 (average)

Total (excluding Saudi Arabia) 290802 263441 554243 8 (average)

Source: Bast et al, 201436
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Keeping prices artificially low may also encourage smuggling and fuel adulteration, thus further reducing government revenue.
This is particularly the case for oil products, which are easy to transport and store. For example, due to a history of high subsidies
in Angola, (see Annex 3) about 10% of the country’s oil is smuggled into the neighbouring Republic of Congo and Democratic
Republic of Congo, which have higher domestic prices.®” Fuel shortages and flourishing parallel markets with high prices are
common also in countries where low official prices have the impact of reducing overall fuel supply (see Section 3.4).®

Finally, the significant proportion of many country’s budgets spent on maintaining subsidies to fossil fuels is a drain on public
finances and reduces the resources available to address social and development objectives. In a number of countries that
provide high levels of fossil fuel subsidies to consumers, such subsidies may be equivalent to, or significantly exceed, expenditure
on health (see Figure 7). Many aid-recipient countries are also subsidising fossil fuels at levels that far exceed the official
development assistance (ODA) and climate finance they receive (see Figure 8 and Figure 9).

Such resources or support could potentially be dedicated more directly to economic or social development goals, such
as improving health services and education, and financing the development of low-carbon infrastructure.®” Section 7.7
emphasises that complementary measures, which help to finance wider public goods, should be developed as part of a
subsidy reform process.

Figure 7
Public health expenditure compared to fossil fuel subsidies
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Figure 8
Aid received compared to fossil fuel subsidies
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Figure 9
Fossil fuel subsidies, climate finance and greenhouse gas emissions in developing countries
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3.2 DECREASING COMPETITIVENESS OF THE ECONOMY AND SELECTED INDUSTRIES,
INCLUDING LOW-CARBON BUSINESSES

3.2.1 Impact on key industries (energy production and energy-intensive businesses)

Governments often use the under-pricing of energy inputs to support production across particular sectors or firms. The purpose
of these subsidies is often to promote national or regional economic development by conferring an advantage to domestic
energy-intensive industries or energy producers, and to increase the competitiveness of export-oriented firms.*

However these subsidies may, in fact, encourage an inefficient allocation of resources across the economy by undermining
efficiency, and encouraging over-consumption. Countries where energy prices are much lower than the cost of producing it

are characterised by very high consumption per capita and low energy efficiency. In Venezuela, which has some of the world’s
highest levels of fossil fuel subsidies, petrol consumption per capita is 40% higher than in any other country in Latin America, and
more than three times the regional average for Latin America and the Caribbean (LAC).*! This impact of subsidies on inefficient
over-consumption of resources by key industries and energy production has an impact not only on domestic consumption, as in
Venezuela, but also means its highly subsidised oil is distributed internationally.*> Furthermore, every barrel sold domestically at
a subsidised price cannot be exported at the international market price for hard currency.

Similarly, subsidies for the production of fossil fuels can promote the consumption of one particular type of fuel by reducing the
cost of the inputs for energy service providers. This type of policy was often applied to the coal used to produce electricity in
eastern and central Europe, and still is in many developing countries, including China and India.*® Subsidies thus lead to efficiency
losses and can impede energy sector development.*

Subsidies to inputs for electricity production, for example, can create a vicious cycle by artificially lowering costs and thus
discouraging investment in efficiency, maintenance and increasing supply.*® This under-investment in turn seriously reduces
the ability of such companies to invest in order to meet the increasing demand, especially by potential consumers who

do not yet have access to energy (see Section 3.4). These subsidies can also discourage private and foreign investment

in the energy sector.#
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3.2.2 Skewing the playing field for renewables

From the perspective of the transition to low-carbon economies, one of the most damaging effects of subsidising fossil fuels is
that low-carbon technologies, and in particular emerging renewable energy technologies, are less able to compete. This hinders
investment in renewables and leads to continued dependence on fossil fuels. In addition, the slower adoption of renewables
reduces the pace of learning and cost reduction as the technologies mature. In other words, the more a government subsidises
fossil fuels, the more it has to subsidise renewables if it wants these to compete fairly (see Figure 3).

According to the IEA, in 2013 about two-thirds of the US$1.6 trillion invested in the energy sector worldwide was for fossil
fuels, while global investment in renewables and energy-efficiency amounted to US$380 billion a year (see Figure 10).47

Figure 10
Investment in global energy supply, 2000-2013
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The impact of fossil fuel subsidies on investment in renewables is particularly striking in the Middle East, where more than 33%
of the region’s electricity is generated by oil.*” Both oil and natural gas are heavily subsidised in this region, to the degree that oil
subsidies reduce electricity-generation costs to around 30% of the level they would be if full reference prices were paid, while
gas subsidies reduce costs to around 45% of the unsubsidised level. As a result, low-carbon power technologies face greater
challenges in competing against existing or new capacity. Were oil not subsidised in the Middle East, new oil-fired plants would
be unable to compete with any of the main renewable energy technologies or with nuclear power (see Figure 11). In the absence
of subsidies to natural gas, nuclear and onshore wind power would still be more expensive options than gas-fired power plants,
but the gap would be significantly reduced.>®

Figure 11
Impact of fossil fuel subsidies on the costs of generating electricity in the Middle East
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Some businesses are starting to highlight the unfair competition that is created by subsidising fossil fuels. In response to a
parliamentary enquiry on energy subsidies in the United Kingdom (UK), Vestas Wind Systems highlighted that “subsidies for
fossil fuelled power stations in the UK are significant... [and] distort the electricity market, making it unnecessarily difficult

for technologies not in receipt of such subsidies ... to compete” The Chief Executive of ReNew Power, one of India’s largest
renewable energy companies, stated that “to the extent the government keeps giving cheap coal to power producers, you have
to give something [to the renewable energy sector]...when they say that renewable energy needs subsidies to survive [that] is
because our entire power market is totally distorted...there is no actual fair market pricing happening today”.>?

3.2.3 Discouraging innovation in energy services and demand-side management

In addition to undermining the wider competitiveness of energy producers and energy-intensive industries, fossil fuel subsidies
for consumers can also undermine the development and commercialisation of new technologies that might ultimately become
more economically (as well as environmentally) attractive. As a result, fossil-fuel subsidies can lock-in technologies and create
barriers to the adoption of cleaner energy.>®

To give an illustration, private research and development (R&D) spending on new low-carbon energy technologies is discouraged
by fossil fuel subsidies because their impact on prices makes it more difficult to commercialise new technologies. In OECD
countries, where the bulk of energy-related R&D investment takes place, fossil-fuel subsidies have historically far exceeded total
government spending on R&D for all types of energy.>*

Subsidies for fossil fuels also make it less attractive for households to invest more in energy-efficient equipment and appliances:
when afuel is cheaper because it is subsidised, this reduces the potential savings of buying a more energy-efficient device.
Energy subsidies lengthen the effective payback periods for investments in energy efficiency by reducing the savings on energy
bills. The higher the rate of fuel or electricity subsidy, the longer the payback period and the less likely consumers will be to make
an outlay on improved efficiency.>

Again, the Middle East serves as an important example of the impact of subsidies on investment in energy efficiency. With the
exception of a few countries in the region, the prevalence of fossil-fuel subsidies has acted as a brake on the uptake of modern,
energy-efficient technologies in most sectors. In the transport sector, for instance, the average passenger car uses 60% more
fuel per kilometre than does the average car in the OECD.> In Saudi Arabia, the removal of subsidies to petrol would reduce the
payback period of upgrading from a vehicle with average efficiency to one that is twice as efficient from 16 to three years (see
Figure 12).°7 A similar case applies to lighting, including for light-emitting diodes (LED), which consume much less electricity
than incandescent or fluorescent bulbs. Given the large subsidies to fossil-fuel-based electricity in the Middle East, the payback
period for installing LEDs is almost ten years on average across the region, compared with about 18 months if electricity tariffs
were to cover the full cost of supply (see Figure 12).58 A parallel review of the impact of subsidies on investment in new energy
technologies in Southeast Asia found that payback periods in all sectors considered are almost twice as long as they would be
without energy subsidies (see Figure 13).>7

Figure 12
Impact of fossil fuel subsidies on the payback periods of efficient equipment in the Middle East
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Figure 13
Effect of removing fossil fuel subsidies on average payback periods by sector in selected ASEAN
economies
2.5

% [ With current fossil fuel subsidies

f>._’_ 2.0 I With no fossil fuel subsidies

T

S

g 15

<

(%]

©

<10

©

o

()

N I I

Q

>

: ‘T O

. ]
Industry Coockstoves Lighting
gas system (LPG) Condltloners

Source: IEA, 2013.61

The UKis also at risk of establishing fossil fuel subsidies that undermine demand-side management as part of the establishment
of capacity markets. The capacity market was set up to offer subsidies (GBP 2.5 billion per year) to reliable forms of power
capacity to switch on when needed to balance demand and capacity; however, the current structure favours the supply of

new sources of on-demand power, which are provided on 15-year contracts (with old refurbished coal plants on three-year
contracts), whereas demand side management is eligible only for one-year contracts. The capacity market has been accused

of violating the EU’s State Aid rules by prioritising the generation of fossil-fuel electricity over “cheaper and more reliable”
demand-side options.¢?

In addition to creating domestic barriers to technology development, fossil fuel subsidies also have a significant impact on
technology transfer to developing countries, and has been identified as the second most important barrier after a lack of
financial resources (see Figure 14).63

Figure 14
Barriers to the transfer of clean-energy technologies to developing countries
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3.3 COMPROMISING ENERGY SECURITY

Governments often seek to increase diversity in energy supply by providing subsidies to specific energy sources. A frequently
stated objective in subsidising fossil fuels is to promote ‘energy security’, a concept that often bundles security of supply through
domestic production with protection from volatile fuel prices. It is possible, however, that the domestic production of fossil fuels
can be disrupted by changes in international market prices (as has recently occurred in the production of shale gas in the USA).

This price volatility hurts the economy. The value of oil is 5% of world GDP, and its price can move by 50% within a matter of
months. Many countries have few short-term options to change patterns of production and consumption, and fuel price changes
can affect other key inputs to economic activity. In addition to compromising energy security, energy price volatility can also
delay business investment, reduce consumer spending and slow job growth. Thus, even when consumers enjoy the benefits of
low oil prices, governments should work to reduce their exposure to energy price volatility, by adopting policies and measures
such as reforming the subsidies to fossil fuels in order to discourage wasteful consumption, increase energy efficiency and
expand the economically viable supply of non-fossil energy.®®

Energy subsidies often start out as temporary income buffers. According to many governments these subsidies are intended

to protect the population from the impact of international price hikes.®¢ In fact, governments may be less concerned about
fluctuations in energy prices than about the resulting fluctuations in income (potential consumption) and its distribution.®” Since
fossil fuel subsidies have been found to aggravate inequality and undermine the capacity of the poorest to obtain access to
energy, they may in fact do more harm than good in protecting populations from volatile energy prices.

3.4 PERPETUATING INEQUALITY AND LIMITING ACCESS TO AFFORDABLE ENERGY: BENEFITING
THE RICH AND FAILING TO ADDRESS THE NEEDS OF THE POOREST

Consumer subsidies are often justified as a way to help the poorest households to obtain access to energy. There is mounting
evidence, however, that fossil fuel subsidies are actually regressive, since their benefits accrue mainly to middle- and higher-
income groups, while their costs are borne by the whole population.®® An IMF review of subsidies in developing countries found
that only 7% of the benefits accruing from fossil fuel subsidies reached the poorest 20% and that subsidies for petrol, LPG and
diesel are particularly regressive (Figure 15 and Figure 16).¢

Figure 15
The wealthy benefit most from fossil fuel subsidies in developing countries
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Figure 16
Distribution of petroleum product subsidies by income group
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Fossil fuel subsidies frequently exacerbate unwelcome distributional effects. This is particularly true in those countries where
most people lack access to electricity or commercial fuels and often rely on biomass, which is collected in rural areas, or
purchased at an unsubsidised cost in urban areas. These populations do not share the benefits of lower prices for commercial
energy, as subsidies tend to go to large, capital-intensive projects or wealthier users, which may be at the expense of support to
smaller-scale biomass-based energy.”®

As outlined in Section 3.4, subsidies often constitute a barrier for the poorest to obtain access to energy. In countries and
regions where electricity production is based on fossil fuels, subsidies create a disincentive to invest in the power sector and
canresultin anindustry being unable to recover the full costs of production. On average, electricity tariffs in sub-Saharan
Africa (SSA) cover only 70% of the cost of power production.”* This adds to challenges in the SSA energy sector, where under-
investment contributes to poor access, high transmission and distribution losses, and persistent shortages.”?

Although the benefits of subsidies accrue mostly to middle-class and wealthier sectors, the adverse impact of their removal can
still fall disproportionately on the poor. Income groups differ greatly in their energy-consumption patterns, and the distributional
impact of subsidies is not the same for all types of fuel and electricity. On average, lower-income households (particularly in
urban areas) spend a higher proportion of their energy budget on fuel, particularly in cases where these are used for cooking,
and less on electricity and private transport.”® As a result, the poor will be directly affected not only by the rising prices resulting
from reforming subsidies, but also indirectly through the increased cost of transport and food (World Bank, 2006). Any reforms
to phase out subsidies for fossil fuels should therefore include measures to mitigate the likely negative impacts on the poorest
households (see Section 7.7.2).74

3.5 DAMAGING PUBLIC HEALTH BY INCREASING AIR POLLUTION

In many towns and cities, the pollution associated with the combustion of fossil fuels either for uses such as transport, or in
transformation activities (to generate electricity and heat), is a major public health problem.” It is estimated that, globally, air
pollution resulting from the combustion of fossil fuels and biomass was responsible for 3.7 million premature deaths in 2012.7¢
These health hazards are borne disproportionally by people who cannot avoid heavily congested and polluted urban areas.””
An analysis of OECD countries alone found that the cost of mortality due to air pollution was US$1.6 trillion in 2010, of which
almost US$1 trillion was attributable to road transport.”® Although the level of air pollution caused by road transport is linked
to the specific type of fuel and vehicle used, and the extent and type of use, most of these costs result from the combustion

of fossil fuels.”?

The IMF has found that phasing out subsidies to fossil fuels would lead to reduced emissions of air pollutants such as sulphur
dioxides (SOx), nitrogen oxides (NOx) and particulate matter, which are not only harmful for public health but also cause
environmental problems such as acid rain, and material damage to infrastructure. A combination of subsidy reform and
corrective taxes on fossil fuels could result in a 23% reduction in these emissions as well as a 63% decrease in deaths worldwide
from outdoor fossil fuel air pollution.®
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3.6 NEGATION OF CARBON PRICE SIGNALS

Unfortunately, rather than placing a price on emissions or raising their cost, governments are currently subsidising firms to
over-produce and consumers to over-use carbon-intensive fossil fuels. Research undertaken by the IEA estimated that 13% of
energy-related emissions received an incentive of US$115 per tonne through a wide range of subsidies, and that only 11% of
energy-related emissions were subject to a carbon price (on average US$7 per tonne) 8! In addition, carbon prices have fallen
sharply. In 2008, carbon credits from developing countries - Certified Emission Reductions (CERs) - were valued at €20 per
tonne. But as a result of the 2008 financial crisis, low caps in the emission-trading scheme (leading to a surplus of allowances),
and the failure to reach a new international climate agreement in 2009, the price of carbon from projects in developing countries
has fallen to below €1 per tonne.?? Investors have been sent the wrong signals in a number of countries where carbon prices
have fallen and fossil fuel subsidies have risen.®

Investors and businesses tend to look for long-term, unambiguous and legal signals from governments in order to decide where
toinvest. Rather than using carbon price signals as a means to avert dangerous climate change, governments’ subsidies for fossil
fuels indicates to investors that they should continue to invest in fossil fuel-based energy (see Figure 19).84

Until recently there was no link made between discussion on reforming subsidies to fossil fuels and the issue of carbon pricing,
but the 2015 IMF and World Bank spring meetings, and a recent World Bank report, emphasise that getting energy prices right
and introducing carbon pricing must start with the removal of subsidies for fossil fuels, which are “bad for the environment, bad
for fiscal policy and neither help the poor nor competitiveness”#

3.7 INCREASING THE RISK OF STRANDED ASSETS: DRIVING EXPLORATION FOR AND
PRODUCTION OF ‘UNBURNABLE’ CARBON

At the 2010 United Nations Framework Convention on Climate Change (UNFCCC) negotiations in Cancuin, governments from
around the world agreed to limit global average temperature increase to a maximum of 2°C above pre-industrial levels in order
to avert dangerous climate change.®

Following their lead, the world’s major scientific institutions that were working on climate and energy issues determined the
volume of fossil fuels that could be burned to stay safely within this limit - and, at the same time, the amount of carbon reserves
that are ‘unburnable. According to both the IEA and the Intergovernmental Panel on Climate Change (IPCC), by 2013, at least
75% of proven reserves of oil, gas and coal needed to stay in the ground if climate change was not to reach dangerous levels 8’

The percentage of total reserves of fossil fuels that are unburnable has grown rapidly over the past decade: there are more
proven global oil, gas and coal reserves while the carbon budget (the amount left to burn) has shrunk as the result of rising
greenhouse gas (GHG) emissions (see Figure 17). In addition, as fossil fuels become more difficult and expensive to obtain, their
extraction and production are also becoming more energy- and emissions-intensive. The Carbon Disclosure Project has found
that major oil and gas companies are producing more GHG emissions, despite producing less oil and natural gas.®®

Figure 17
The carbon content of fossil fuel reserves in comparison to the carbon budget (2000- 2013)
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Unburnable carbon is a climate issue and could also be a financial one: according to the Carbon Tracker Initiative (CTI), as much
as 80% of the coal, oil and gas reserves of private companies are now ‘unburnable; which represents potentially ‘stranded’
assets. The CTl defines stranded assets as fuel, energy and generation resources that, at some time before the end of their
economic life, can no longer create an economic return because of regulatory changes linked to the transition to a low-carbon
economy.? It is estimated that under a global climate deal consistent with the 2°C commitment, the fossil fuel industry could lose
US$28 trillion in gross revenues by 2035 compared to the existing scenario. The oil industry alone would face stranded assets of
US$19 trillion, including current investments in offshore deep-water fields, tar sands and shale oil.”* Despite these risks, public

and private fossil fuel companies continue to invest heavily in exploration - US$674 billion was spent in 2012 to find and develop
new sources of oil, gas and coal.”?

Governments own over 50% of the world’s production of fossil fuels and control as much as 70% of oil and gas production
through companies that are wholly or majority state-owned (see Figure 18).”° If governments were to remove current subsidies
for exploration, including those provided through public finance and support to SOEs, the economics of a wide range of fossil fuel
exploration and production projects would shift. Research undertaken by ODI and OCI found that governments make much of
this investment, since they have continued to support exploration despite the spectre of unburnable carbon and stranded assets.
For instance, G20 countries are providing US$88 billion a year in support for exploration alone, despite their commitment to
phase out inefficient subsidies for fossil fuels (see Figure 19, Annex 2 and Section 8).

Figure 18
Government ownership and control of oil, gas and coal production (globally)
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4. Emerging evidence on the benefits of fossil fuel subsidy reform
- global level

Main points:

e  Areview of studies on the economic impact of the reform of subsidies to the consumption of fossil fuels suggests
that phasing them out leads to an increase in global real income or GDP by up to 0.7% per year to 2050. This
benefit would not be spread equally, however, as in general, fossil fuel importers would see increases in GDP
whilst fossil fuel producers would face income losses. Given uncertainties about the exact impact of removing
subsidies, these can only be rough estimates, but nevertheless provide an order of magnitude that indicates the
issues at stake.

e  There are also likely to be health and environmental benefits accruing from reforming fossil fuel subsidies.
An analysis conducted by the IEA, using its data on fossil fuel consumption subsidies in developing countries,
estimated that a phase-out of these subsidies between 2011 and 2020 would lead to lower emissions of air
pollutants such as SO,, NOx and particulate matter, which are harmful to public health and the environment.

° Recent research by the Global Subsidies Initiative (GSI) based on modeling in 20 countries found that the
removal of fossil fuel subsidies between now and 2020 could lead to average national emission reductions of
approximately 11%.

e  There are significant gaps in studies of the impact of reforming subsidies. Carbon-emissions savings from the
removal of subsidies to producers have not yet been estimated in the same way as the emission reduction
potential of reforming subsidies to consumers, but are likely to be significant. Furthermore, the impacts of
national-level subsidy reform on the economy and climate are rarely analysed together.

There is increasing evidence and acceptance of the fact that subsidies for fossil fuels are economically, socially and
environmentally unsustainable, and that they need to be reformed to open fiscal space for public investments that will enhance
low-carbon growth.”® The following section outlines the findings from global-level studies on the benefits of subsidy reform.””

4.1 BENEFITS FOR GDP, ENERGY DEMAND AND PRICES

Areview of studies on the economic impact of reforming subsidies to the consumption of fossil fuels suggests that phasing these
out leads to increases in global real income or GDP. These gains are the result of more efficient allocation of resources saved
from subsidy reform, with global increases in GDP ranging up to 0.7% per year to 2050.7®

The GDP impact of subsidies to fossil fuel consumption arises from their role in distorting energy prices. When energy is sold
below its true costs, its use imposes a burden on the economy. This burden can be expressed as the increase in growth that
would occur if subsidies were removed and resources redeployed more efficiently.”” Given uncertainties about the exact impact
of removing subsidies, the numbers can be only rough estimates, but they nevertheless suggest an order of magnitude that
indicates the issues at stake.

Specific studies find that while the multilateral removal of subsidies to the consumption of fossil fuels would bring real income
gains at the global level, these gains would be unevenly distributed across countries. For a number of countries, particularly
those which import fossil fuels, phasing out subsidies would lead to a real increase in GDP relative to the baseline, both from
efficiency gains associated with their removal and from an improvement in the terms of trade. At the same time, most countries
that produce fossil fuels are projected to incur real income losses, in some cases substantial, such as for Russia and non-EU
Eastern European countries.’® In relation to wider removal of subsidies, combined with reforms in the price of energy (to tax
and fully reflect the cost of fossil fuels) the IMF finds that all countries benefit, with the highest GDP gains in Asia, the former
Soviet Union, and the MENA region (including Pakistan) (see Figure 20).1°
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Figure 20
Projected fiscal benefit of removing subsidies for fossil fuels and reforming the price of energy
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In addition, a 2010 IEA analysis, using its figures for subsidies to the consumption of fossil fuels (see Annex 2), found that
a phase-out between 2011 and 2020 would cut primary global energy demand by 5.8% by 2020 alone, equivalent to the
combined energy consumption of Australia, Korea and Japan (See Figure 21).1%

Figure 21
Impact of removing fossil fuel subsidies on global energy demand

15,000
13,000

11,000

Mtoe

9,000
e SUbSidy removal 2011-2020
No subsidy removal

7,000
1990 1995 2000 2005 2010 2015 2020

Source: IEA 20104

Fossil Fuel Subsidy Reform: From Rhetoric to Reality WWW.NEWCLIMATEECONOMY.NET \ 23


http://WWW.NEWCLIMATEECONOMY.NET

THE NEW CLIMATE ECONOMY

The Global Commission on the Economy and Climate

4.2 BENEFITS FOR HEALTH, ENVIRONMENT AND CLIMATE

According to data presented by the IEA in 2010, phasing out subsidies to the consumption of fossil fuels in developing countries
between 2011 and 2020 would lead to lower emissions of air pollutants such as SO, NOx and particulate matter, all of which
are harmful to public health and the environment (see also Section 3.5 on the health costs of air pollution).'>

Subsidies for fossil fuels have significant climate impacts. According to the 2014 IPCC report, emissions from the energy sector
accounted for 78% of the increase in GHG emissions in the past decade.'® Recent modeling by the Global Subsidies Initiative
finds that the removal of fossil fuel subsidies across 20 countries between now and 2020 could lead to average national
reductions of about 11% against a business as usual scenario. This research also found that if 30% of the savings from subsidy
removal are redirected to renewable energy and energy efficiency, the national average emission reduction estimates increase
to 18%.19%198 Research completed at Laval University and the University of Oxford in 2014 found that subsidies for fossil fuels
could have been responsible for up to 36% of global carbon emissions between 1980 and 2010.1%”

Emissions savings from the removal of subsidies for the production of fossil fuels have not yet been estimated in the same way
as consumption subsidies, but are likely to be significant. Subsidies to fossil fuel production influence the economic viability of
both exploration and extraction with a potential ‘all or nothing’ outcome in releasing emissions from new reserves. In addition,
once fossil fuel reserves come on line, there is a risk that they will continue to be put to productive use until they are depleted,
because the fixed costs of exploration and extraction are sunk, and the variable costs of production may be far smaller. There

is also a significant link between existing subsidies for the production of coal and gas and locking-in high-emission sources of
electricity generation. Further work is needed - and is currently underway - to model and estimate emissions savings from the
removal of production subsidies.

Figure 22
Impact of fossil fuel subsidy removal on energy-related CO, emissions
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Source: IEA 201011°

Like energy consumption per unit of GDP, GHG emissions per unit of GDP and per capita also display large differences between
countries. The impact of subsidy reform on a country’s GHG emissions will depend largely on the energy and carbon intensity of
its economy.!?

The impacts of national-level subsidy reform on the economy and climate are rarely quantitatively analysed together (see Figure
23).112 A 1999 IEA study estimated that the removal of fossil fuel subsidies in the eight countries reviewed would: ™

° Reduce primary energy consumption by 13%;
e Increase GDP through higher economic efficiency by almost 1%;
° Reduce CO, emissions by 16%; and

° Produce domestic environmental benefits, including reduced air pollution.
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Replicating this analysis alongside efforts to produce a detailed global inventory of fossil fuel subsidies would make a significant
contribution to the data needed to support the phasing out of these subsidies (see Section 8.1.1).

Figure 23
The economic and climate impacts of subsidy removal in eight countries

Country Average rate of subsidy Annual economic efficiency gain Reduction in energy Reductionin CO,
(percent of market price) (percent of GDP) consumption (in percent)  emissions (in percent)

China 10.9 0.4 9.4 134
Russia 325 15 18.0 17.1

India 14.2 0.3 7.2 14.1
Indonesia 27.5 0.2 7.1 11.0

Iran 80.4 2.2 47.5 49.4

South Africa 6.4 0.1 6.3 8.1
Venezuela 57.6 1.2 24.9 26.1
Kasakhstan 18.2 1.0 19.2 228

Total sample 21.1 0.7 12.8 16.0

Total world NA NA 3.5 4.6

Source: IEA 1999

The global economic and climate benefits of subsidy reform are particularly high where: 1) reforms are undertaken
simultaneously worldwide to minimise competitiveness and trade effects; 2) budgetary allocations are used to mitigate the
distributional impacts of subsidy removal across income groups and sectors at the national level; and 3) reinvestment at the
sector level is focused on low-carbon alternatives (see Section 7.5.1). Although limited, existing evidence suggests that the
economic, social and environmental benefits of fossil fuel subsidy reform would largely exceed the transitional costs.'* A
review by the Copenhagen Consensus Centre finds that there is US$15 dollars of benefit for every US$1 spent on reforming
subsidies to fossil fuels.!*®
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5. Why subsidies persist: barriers to reform

Main points:

e  Despite the potential benefits that could result from the removal of fossil fuel (and other) subsidies, governments
are often reluctant to undertake reform.

e  Researchers have identified several reasons for the persistence of subsidies - some explicit, such as a lack of
information, while others are implicit, driven by special interests.

e Inaddition, certain governments subsidise fossil fuels because they lack other effective means and institutional
capacity to implement more targeted policies.

e  Taken together, implicit and explicit barriers to reform create a dangerous inertia around subsidies even in the
light of new technological, economic and social developments.

Phasing out subsidies for fossil fuels as part of wider reform of the energy sector can reduce pressure on budgets, and create
the necessary fiscal space to support sustainable economic development and ensure access to energy for the poor; establish
price signals for investment in efficient, low-carbon energy systems and efficient urban planning and transport systems; and
eliminate the perverse incentives that drive up carbon emissions. Despite the potential virtuous cycles for national priorities
that could result from the removal of fossil fuel subsidies, governments are often reluctant to undertake reform. Researchers
have identified several specific reasons for the persistence of subsidies - some are explicit, such as misperceptions of their role in
social protection and economic development; others are implicit, driven by special interests.'*

5.1 EXPLICIT REASONS WHY SUBSIDIES PERSIST

5.1.1 Lack of information: consumer subsidies

Although citizens are aware of fuel prices, they rarely have complete or accurate information about what they or others receive
in terms of subsidies. This lack of transparency can pose a significant barrier to revising or eliminating subsidies.**

Survey and focus-group evidence collected in Morocco in 2010, for example, found that few households were aware of a
subsidy for butane gas that absorbed 5.5% of GDP, or 17% of the government budget, and households that did know about it
underestimated its scale by a wide margin.*'® The Egyptian government sponsored a survey in 2014 that found that nearly 70%
of households did not know the scale of the country’s fossil fuel subsidies, and that poor households in particular had no idea of
the size of government support. Although richer households were more likely to claim knowledge, they usually underestimated
the scale of government spending, which at the time of the survey absorbed 8% of GDP and 39% of the government’s budget
(see Figure 24 and Annex 3).*%7

Figure 24
Egyptian household beliefs about the scale of fossil fuel subsidies
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Source: Vis-Dunbar, 2014.12°
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The public may also have a flawed understanding of the effectiveness of fossil fuel subsidies. A survey in Mexico found that

a large proportion of the population believed that subsidies for fossil fuels subsidies were universally beneficial and that the
government had an obligation to maintain them.*?* In Bolivia, the public was not aware that a new cash-transfer scheme was
funded by, and meant to compensate for, the removal of subsidies for fossil fuels. The cash transfer was supported, but the public
opposed the decision to remove subsidies, which was eventually reversed.'??

Robust processes of reform must therefore be accompanied with detailed information about the impacts of fossil fuel subsidies,
and the potential benefits of their reform (see Section 7.3).

5.1.2 Lack of information: producer subsidies

It may be even more complicated in political terms to reform producer subsidies than consumer subsidy reform, and also face
stiff opposition given the role of fossil fuel revenues in government budgets in some countries, and the fact that the fossil fuel
industries often have access to many levels and branches of government.*?® In addition, there is a basic lack of knowledge about
the extent of support for producers and of taxes and revenues governments receive from the energy industry, and where this
information is held.

A GSl research project found that fossil fuel production is supported by a wide range of subsidies that include direct payments;
preferential access rights to energy deposits; credit and insurance support; caps on liabilities related to fossil-fuel enterprises;
tariffs or export restrictions; government ownership of power generation; transmission or distribution assets and fuel stockpiles;
support for bulk fuels transport; and health and safety oversight (see Annex 2).%2* The 2015 OECD inventory of fossil fuel
subsidies uncovered about 800 types of subsidy, mainly in national budgets, but said they did not cover all factors causing
artificially lower prices.'? Reformis further impeded because, most of these subsidies, despite being widely recognised as
incentives, are not clearly identified in standard government budget documents.1?¢12”

Compounding the lack of information on subsidies and incentives, there is also a lack of information about the revenue
from taxes or fees obtained from the fossil fuel industries, and how it is used. On the basis of information from a fee-
based data provider (i.e. not publicly available) a review of exploration subsidies by OCIl and ODI across the G20
countries (which have committed to phasing out inefficient subsidies) found wide variations in the availability of data, and
highlighted that in order for governments to be fully accountable for their commitments, there is an urgent need for more
transparent and comparable information.!?

5.2 IMPLICIT REASONS WHY SUBSIDIES PERSIST

5.2.1 Special interests

Even when experts agree that the cost of a given subsidy significantly outweighs its benefits, it can be very difficult to reform or
phase it out. This is because the benefits of subsidies are often concentrated among specific sectors or groups, while the costs
are spread across the general population (i.e. consumers and taxpayers).'?” This creates asymmetric incentives for political
leaders, as lobby groups often support the interest of small, special interest groups, rather than those of comparatively vague
“general interest” and disbursed benefits.'*® Depending on the political influence exerted by these special interest groups, this
canimpose significant constraints on decisionmakers.*3*

The influence of special interest groups can be significant. In India, cheap or free electricity provided to farmers creates

a significant fiscal burden, but the politically influential farming lobby has ensured that no government can remain in

power without maintaining these subsidies.'*? Although not only linked to subsidies, in the USA, individuals and political-
action committees affiliated with oil and gas companies have donated US$424 million to political candidates and parties
since the 1990 election.’® Recent research has also found that Exxon Mobil and Shell are the third and sixth most significant
lobbyists of EU institutions, spending almost €10 million a year.'3*

5.2.2 Weak institutions

Governments sometimes subsidise fossil fuels because they lack other effective means and institutional capacity to implement
more targeted policies. In most countries, the price of energy is a simple indicator that is fairly easy for the public to monitor,
which means that consumption subsidies are a visible way to provide benefits in exchange for political support.**> As a result,
subsidies are difficult to reform because governments often see them as a convenient fiscal tool for achieving economic or social
objectives, requiring little administrative capacity.**
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Governments may not reform subsidies due to their limited capacity to respond, lack of mechanisms for targeting and
transferring payments at the national level, lack of strategy to integrate transfer programmes and subsidy policy, and little or
no coordination between entities that administer subsidies and social programmes (and other complementary measures) (see
Section 7.7).%%/

This dynamic is often reinforced in countries where the public has little confidence in the government’s ability to make
responsible use of the savings generated from reform to support more focused and efficient policies and support.**® Weak
governance and institutions can also lead to distrust, and makes potential supporters of change averse to risk, severely limiting
policymakers’ capacity to reform subsidies.'*”

Well-targeted subsidies require adequate institutional and administrative capacities, and strong links among different ministries
and departments. Governments willing to reform subsidies but lacking these capacities need to be supported in their efforts

to build or reinforce institutions, and incentives may be needed to adopt these alternative instruments or complementary
measures (see Sections 7.5 and 7.6).140

5.3 INERTIA

Taken together, the implicit and explicit barriers to reform create a dangerous inertia around subsidies even in the light of new
technological, economic and social developments. Subsidies tend to lock in the patterns of activity that they support, and thus

prevent dynamic responses to changing circumstances. They tend to encourage rigidity, because they maintain the production
and consumption decisions encouraged by the subsidy.'**

In many cases subsidies persist even when their original rationale or justification has ceased to exist, and the original policy
objectives have been achieved. This poses a significant challenge, as subsidies often persist even in a changed policy environment
with new preferences and objectives.'*? Subsidies that are originally intended as short-term measures can eventually become
permanent, because they become embedded in planning and expectations, prices (including of capital), resource allocation, and
community assets, creating new vested interests.*

As will be outlined in Section 7.7, subsidy reform often requires the adoption of complementary measures to ease the process.
These interventions must also be carefully designed to allow for flexibility and phase-out so that they do not become immutable
as public priorities evolve.
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6. Drivers of reform: windows of opportunity

Main points:

e  Avreview of case studies of reform shows that the most common motivation was a combination of crises,
particularly where the fiscal costs are so high that the government has no choice but to act.

e Inaddition, although the factors driving subsidy reform may include sector or economic reforms and wider
political changes, they are rarely driven by broader social and environmental (or climate-related) issues.

e  Fast-rising demand for energy will require some US$45 trillion in new infrastructure investment by 2030.
Governments therefore have an important near-term opportunity to avert fiscal crises by reforming energy
prices (including phasing out fossil fuel subsidies) as part of wider energy system reform and development. In
addition, volatile prices reinforce the case for reforming these subsidies.

e  Despite the challenges associated with reform, a number of countries have made significant progress in recent
years, which is documented in a detailed set of 15 country case studies (see Annex 3).

6.1 CROSS-CUTTING DRIVERS (ACROSS ALL SUBSIDIES AND TIMEFRAMES)

An OECD review of case studies of subsidy reform across a number of sectors, including energy, found that the most common
motivation for reform was a combination of crises (fiscal and economic, climate or resource). Subsidy reform appears to be
possible in situations where the fiscal costs are so high that the government has no choice but to act. This gives the political will
to implement and maintain reform. In many cases, a major driver of reforms on energy-related subsidies has been the escalating
costs of oil that made the fiscal cost of subsidies unsustainable.’**

In the absence of a fiscal or economic crisis, the OECD study found that subsidy reform was also driven by broader processes
of sector or economic reforms, sometimes aided by a change in political orientation (see Section 7.8).*** Often reforms of
consumption subsidies are undertaken in the context of an enabling environment, which creates the foundation for wider
reforms, including times of economic growth, low energy prices, and currency stability. These reforms are often supported by a
sound social security system, labour market programmes and a well-funded education system.

Only inrare cases have broader environmental (or climate-related) issues appeared to be a direct motive for reform. While
leverage from multilateral processes and rules were cited as a potential motivation, they did not play a large role in the cases
assessed in the OECD analysis.** This suggests that while climate benefits may motivate a small number of countries to reform
subsidies to fossil fuels (such as Germany) (see Annex 3), in most cases the economic rationale for reform prevails as a primary
driver being the creation of fiscal space. Particularly in the least developed countries, focusing on the climate-change benefits of
reform may be relevant only in cases where it can allow the government to attract climate finance (see Section 8.2.2).

6.2 CURRENT DRIVERS OF REFORM: 2015

The New Climate Economy (NCE) estimates that fast-rising demand for energy will require some US$45 trillion in new
infrastructure investment by 2030.%/ This means that notwithstanding slow progress on subsidy reform, governments have a
significant opportunity over the next 15 years to realign energy prices as part of wider energy system reform and development.
More efficient energy pricing offers significant promise as countries look for better future economic growth - this underpins
two of the NCE's recommendations: the elimination of fossil fuel subsidies and the introduction of a carbon price as part of
overall fiscal reform.

In addition to the opportunity to link subsidy reform to wider energy pricing reform, current market conditions also reinforce
the case for reforming of fossil fuel subsidies. While many have suggested that the recent drop in oil prices (including the
International Energy Agency, the International Monetary Fund, and the Economist) is a once-in-a-generation opportunity to
slash subsidies and introduce a carbon price, it is important to recognise that falling commodity prices lead to a parallel rise in
demands for production subsidies, as has been demonstrated in calls from UK North Sea oil producers for tax breaks in light of
recent falling oil prices.*814?
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The continued volatility in oil prices (see Figure 25 and Figure 26), the rising cost of finding and extracting oil, gas and coal,**° and
the falling cost of renewables, all highlight the risky nature of the current energy mix focused on investments in and subsidies
for fossil fuels (see Section 3.3). Without government support for fossil fuels, large swathes of today’s production and use would
be uneconomic.’®! The budgets of countries that produce fossil fuels such as Angola, Canada, Iran and Nigeria (see Annex 3) are
particularly at risk due to rapid changes in international prices for oil, gas and coal, although these impacts could be mitigated by
reducing fossil fuel subsidies to production and increasing taxation (see Section 3.1).%%?

Figure 25
Non-consecutive episodes of six-months for which the average oil price dropped by more than 30%
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Figure 26

Average crude oil prices (Brent, Dubai, WTI) in US$ per barrel, nominal, 1990-2015
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6.3 RECENT EXAMPLES OF SUBSIDY REFORM

Despite the challenges associated with reform, and the fact that fossil fuel subsidies remain unreasonably high, a number of
countries have made significant progress in recent years. The IEA has recently documented 27 country-level reform efforts,
and in 2013, the IMF assessed 28 processes worldwide of fossil fuel subsidy reform.*>* It classified 12 as a success (leading to a
permanent and sustained reduction of subsidies); 11 as a partial success (reduction for at least a year, but subsidies have been
reintroduced or remain a policy issue); and five as unsuccessful (price increases or efforts to improve efficiency in the energy
sector reversed soon after reform began).

Encouragingly, there has been accelerating progress in recent years, particularly in terms of reforming subsidies to the
consumption of fossil fuels. In 2013 and 2014, several countries undertook such reform. Egypt raised fuel prices by 78% in
2014 and is doubling electricity prices over the next five years; Indonesia raised petrol and diesel prices by an average of 33%
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in 2013 and by another 34% in 2014; India eliminated diesel subsidies in October 2014 after incremental increases over the
preceding two years; Iran raised petrol prices by 75% in April 2015; and Malaysia raised fuel prices by 10-20% in 2013 and
againin 2014.¢ This trend is likely to accelerate if oil prices remain relatively low, which makes it easier to reform consumption
subsidies, particularly in oil-importing countries.*>”

Based on the work of the IMF, World Bank and other organisations, we have compiled case studies of reforms of fossil fuel
subsidies across a range of regions, country income groups and sectors, including transport, energy (electricity, heating and
cooking), extractives and manufacturing, which highlight particular drivers relevant to different national contexts. The case
studies include lessons learned in Angola, Argentina, Canada, Germany, Egypt, Ghana, India, Indonesia, Iran, Mexico, Nigeria,
Peru, Tunisia, Turkey and the United Arab Emirates (UAE) (see Figure 27 and Annex 3).

Figure 27

Summary of case studies of fossil fuel subsidy reform (see Annex 3)

Country
income

grouping>®

Country
is anet
importer
of...

Country
isanet
exporter
of ...

Sectors affected by reform

Type of
subsidies
reformed

Target(s) of
complementary
measures to
support reform
(see Section 7.7)

Angola Sub- Upper-middle Oil -Transport, heating and Consumption | - Households
Saharan income cooking
Africa -Electricity generation and use
Argentina | Latin Upper-middle Coal, Oil, -Transport, heating and Consumption | - Households
America income Gas cooking - Sectors
-Electricity generation and use
Canada North High-income Gas Coal, Oll - Extractives Production None identified (in
America literature reviewed)
Germany | Europe High-income Coal, Ol - Extractives Production - Sectors
Gas
Egypt Middle East | Lower-middle Coal, Ol Gas -Transport, heating and Consumption | -Households
and North income cooking - Sectors
Africa -Electricity generation and use
Ghana Sub- Lower-middle Oil -Transport, heating and Consumption | - Households
Saharan income cooking
Africa
India Asia Lower-middle Coal, Oil, -Transport, heating and Consumption | - Households
income Gas cooking
Indonesia | Asia Lower-middle Qil Coal,Gas | -Transport, heating and Consumption | -Households
income cooking
Iran Middle East | Upper-middle Coal Qil, Gas -Transport, heating and Consumption | - Households
and North income cooking - Sectors
Africa -Electricity generation and use
Mexico Latin Upper-middle Coal,Gas | Oil -Transport, heating and Consumption | -Sectors
America income cooking
-Electricity generation and use
Nigeria Sub- Lower-middle Oil, Gas -Transport, heating and Consumption | - Households
Saharan income cooking - Sectors
Africa -Electricity generation and use
Peru Latin Upper-middle Coal, Oil Gas -Transport, heating and Consumption | Noneidentified (in
America income cooking literature reviewed)
-Electricity generation and use
Tunisia Middle East | Upper-middle Qil, Gas -Transport, heating and Consumption | - Households
and North income cooking
Africa -Electricity generation and use
Turkey Europe Upper-middle Coal, Oil, -Transport, heating and Consumption | - Households
income Gas cooking - Sectors
-Electricity generation and use
United Middle East | Highincome Coal, Gas | Oil -Transport, heating and Consumption | None identified (in
Arab and North cooking literature reviewed)
Emirates Africa -Electricity generation and use
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7. Principles for reform

Main points:

e  The ‘ingredients’ for successful subsidy reform are the same as those needed for any effective process of policy
change.

e  Therole of energy in the economy justifies a ‘whole of government’ approach to reform processes. Individual
ministries seldom have access to all the tools required to mitigate the impacts of reform, support economic
diversification, or the convening power to plan reform processes.

e  Research should be undertaken before, during and after reform to support understanding of the scope and
nature of fossil fuel subsidies, the policy objectives of existing subsidies, up-to-date information on the costs of
energy services, key attributes of relevant institutions and decisionmaking processes, the potential domestic
impacts of removing consumption subsidies, and the groups that would be favoured or penalised as a result of
reform.

e  Any subsidy reform process should be supported by transparent and extensive communication and consultation
with stakeholders, including the general public. There is strong evidence for the need for clear, open and honest
information on the scale of subsidies, their costs and impacts, plans for reform, and complementary measures.
There are several examples of how a failure to engage and communicate with stakeholders has significantly
undermined reform efforts.

e  While subsidy reform can yield significant fiscal space and additional government revenue, which are often
far greater than the up-front costs of reform, these positive impacts are felt only after the reforms have
been enacted. As a result most governments will need to mobilise resources to support many of the elements
necessary for robust subsidy reform.

e  There may be a need to create new institutions or strengthen existing ones to support energy sector reform, the
mobilisation of resources, and the deployment of the fiscal space created for wider public goods.

e  Akey element of successful reform is the efficient and visible reallocation of resources to those groups most
affected through complementary measures. These complementary measures can be developed through
resources mobilised prior to reforms, and through the resources saved or generated by removing fuel subsidies.
Although there are specific considerations for support to sectors, industries and firms, and to households and
individuals, complementary measures should be designed and implemented in a manner that follows a set of
basic principles that build on lessons from general good practice in policy reform.

e  Although the temptation may be to undertake wholesale elimination of fossil fuel subsidies, where possible the
best approach is to set ambitious goals, with slow, credible and specified timeframes for phasing out subsidies.
This can include staggering the elimination of subsidies, and ideally should take place as part of broader sector-
or economy-wide reforms as part of a comprehensive approach.

Guidance for robust subsidy reform (across all sectors) is very similar to the principles that would be used in a well-designed
process of policy reform.*” While there is no single ‘recipe’ for success in managing the process of subsidy reform, the prospects
for sustained reforms can be enhanced by adherence to some basic principles, and by taking into account both national
circumstances and changing regional and international market conditions.*¢°

Since subsidies are provided at the national and sub-national level (either through domestic or international support), any
guidance for reform must be relevant to the country or local level. As highlighted in the experiences of subsidy reforms of a
number of countries (see Annex 3), and outlined in a growing body of research on the topic, several specific elements of a subsidy
reform process contribute to its being effective and sustained over time, including a ‘whole of government’ approach; research
and analysis; consultation and communication (before, during and after reform); mobilising resources (before and during
reform); complementary measures (for sectors and households); and phasing-in and linking to wider reform processes.
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7.1 WHOLE OF GOVERNMENT APPROACH

Although at first glance efforts to reform fossil fuel subsidies might seem to link only to one sub-sector, and only a limited portion
of an energy department or ministry’s portfolio, the role of energy in the economy and the significant impact of subsidies on
wider economic, environmental and social objectives justify a whole of government approach to reform. In addition, individual
government ministries seldom have access to all the tools required to mitigate the impacts of reform, support economic
diversification, or the convening power to plan reform processes.'! This places the burden of the ‘reform agenda’ on high-level
political and bureaucratic leadership at the national or sub-national level. For examples if subsidies are provided at the national
level this would include parts of central government such as the Office of the Prime Minister or President and Treasury or
Ministry of Finance, to ensure that any process is broad in scope and planning, and involves all relevant parties (see Figure 28).?
Such processes are also needed to bring together the many relevant agencies (see Figure 29), and to avoid sending (too many)
conflicting signals to the public and businesses.'*® This has been highlighted recently in the cases of the Dominican Republic and
Honduras, where the joint action of various public actors across the entire government, as opposed to in one or two ministries,
was seen as essential for creating broad political ownership of reform.*¢

Figure 28
Policymakers and ministries that typically have a stake in fossil fuel subsidy reform

Issue

Whole of government
coordination

Political

President or prime minister,
cabinet, state council

Bureaucratic

President or PM'’s
department, central planning
agencies

Other

Energy policy

Minister for energy

Department for energy and
resources

SOEs in the energy sector

Economic policy

Finance minister or treasurer

Department of finance or
treasury

Social policy

Minister for social protection

Department of social services

Domestic non-government organisations
involved in providing social services

Business policy

Minister of commerce or
business

Department of commerce

Financial or regional institutions involved
in providing financial assistance (loans, cash
payments)

Environmental policy

Minister of environment

Department of environment
and natural resources

Source: Beaton et al, 20131%>

Figure 29

Non-executive branches of government with a stake in fossil fuel subsidy reform

Stakeholder group

members)

Federal parliament (non-government

Sub-categories

Upper and lower houses

Represented by

Parliamentary and Senate committees

State, provincial and territory government

First minister, key portfolio ministers and their
departments

Federal-state consultative bodies and leaders’
meetings

Local government

Leaders and their office

Local government associations

Source: Beaton et al, 20131¢¢
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7.2 RESEARCH AND ANALYSIS

Governments and wider stakeholders seeking to undertake or encourage subsidy reform should conduct research and analysis
before, during and after reform. This research and analysis should not be undertaken in a vacuum, but in a manner that can
directly contribute to the elements necessary for a successful process. As such, information and findings should feed directly
into communication and consultation processes, and provide the necessary evidence to support cross-government collaboration
and the mobilisation of resources. In many cases, the decision of who should complete this research and analysis, and how

they go about it, may be just as important as the analytical content of the report produced. For example, a supportive review of
subsidy reform, written by a member of the industry benefiting from the subsidy, and which consulted all relevant stakeholders,
may be more influential than the same report prepared by a technocratic institution.*®’

There must also be clear recognition through the process of collecting data that there are limits to the scale of analysis that can
be undertaken and acted upon; that rational arguments and economic findings alone are not sufficient to enable and sustain
reform (see Section 5); and that some of the information collected can be equally useful in supporting the reforms necessary to
implement carbon pricing.'¢®

Specific areas of focus for research and analysis should include:

e Dataon the scope and nature of fossil fuel subsidies can be useful in dispelling myths and misinformation about
the magnitude and incidence of these incentives (see Annexes 1 and 2). If transparently provided, this information
can encourage informed discussion and debate among those with an interest in maintaining the subsidies and those
interested in their reform, and can support peer review and encourage compliance with any future subsidy reform
processes.*? In addition to global estimates there are also country-level subsidy inventories by the IEA, OECD, IMF and
other groups, which can be an important point of departure for governments seeking to develop their own transparent
list of subsidies (see Figure 32).

e The policy objectives of existing subsidies should be reviewed along with their effectiveness in achieving stated
goals.'’° This requires rigorous analysis as it often requires disentangling various subsidies’ objectives and impacts, and
as those resisting reform may have a strong incentive to obscure the objectives of policy.*”* One suggestion has been
to place the onus for identifying subsidy objectives and justifications for their retention on the providers and recipients
of subsidies as opposed to those seeking their reform.'’? In addition, identifying the original objectives can support a
comparison between the cost effectiveness of fossil fuel subsidies and alternative policies, and the design of a well-
targeted package of instruments (including complementary measures - see Section 7.7).17°

e Updated information on the costs of energy services. Fossil fuel production and consumption, and associated
subsidies, are often ingrained in government approaches to energy development. Subsidy reform may depend on
a government’s ability to understand the swiftly changing nature of energy systems, such as the rapid growth and
increasing competitiveness of the cost of renewable energy and energy access alternatives. There is also a need for a
willingness to try new approaches to energy development, which requires on-going learning and openness on the part
of policymakers and those responsible for implementing policies. For example, energy strategies have often historically
been approached in terms of the amount of fuel produced or as the number of megawatts generated. More recently,
particularly in the context of providing increased access to energy, and increasing efficiency, energy production has been
discussed as the provision of ‘energy services’ such as hot water, thermal comfort, lighting, cooking, food cool-storage
and mobility. Further, using methods such as ‘full cost accounting’ can help to consider the unwanted by-products and
additional costs of energy choices from the project level to a systems level. A new approach to energy strategies and
systems can help pave the way for reforming the policies and subsidies that promote fossil fuels, while ensuring that
energy policy and investment provides maximum value for money.

e Key attributes of relevant institutions and decision making processes should be outlined to support a whole
of government approach, and to determine which institutions and processes will need increased capacity or to be
newly established. Although self-evident within a given sector or government department, this analysis will support
understanding across the wide range of affected institutions that are likely to form part of the reform process.”* This
should also support coordination and implementation of complementary measures and timing of reforms including
understanding election cycles at the sub-national and national level (see Sections 7.7 and 7.8).

e The potential domestic impacts of consumption subsidy removal (economic, social and environmental) can
be estimated using a number of modelling tools including Computable General Equilibrium (CGE) models, which
provide information on household welfare, GDP, government budgets, and forecasts for major macroeconomic
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indicators.”> In addition, the World Bank has developed a Subsidies Simulation Stata Toolkit, which should help in
studying the impact of price reforms on household wellbeing and on government revenues (where information is
available on prices paid by consumers), and GSI has developed an Integrated Fiscal Model (GSI-IF) for estimating GHG
emissions reductions from removal of fossil fuel subsidies or an increase in fossil fuel taxation (VAT, goods and services
tax or carbon tax).17¢

e  The groups that would gain or suffer an economic loss as a result of subsidy reform must be identified in order to
understand the distribution of costs and benefits.'”” This information can be gleaned from resources such as household-
expenditure surveys and sector and industry performance reviews, and can directly support the development of
comprehensive consultation processes (see Section 7.3) and the development of complementary measures (see Section
7.7).78 This means determining not only who is concerned and what they stand to gain and lose but also what they know
about the issue, along with their preferences, beliefs, and values (Cabafero-Verzosa and Garcia, 2009).77? This specific
analysis is particularly important in supporting consultation and communication undertaken as part of reform processes
(see Section 7.3) and can include literature and media reviews, interviews and focus groups, discussion groups and
workshops, polls and surveys, web-based forums and public enquiries.*®°

7.3 CONSULTATION AND COMMUNICATION (BEFORE, DURING AND AFTER REFORM)

Any subsidy reform process must be supported by transparent and extensive communication and consultation with stakeholders,
including the general public. There is strong evidence for the need for clear, open and honest messages on the scale of subsidies,
their costs and impacts, plans for reform, and complementary measures to be provided.'® Both consultation and communication
are seen as critical to dispelling myths about subsidies, correcting information asymmetries, building coalitions of support for
reform, improving participation in collective efforts and getting the support of those more resistant to change.*®?

Broad stakeholder consultation and engagement is particularly important for durable reform and to ensure that reform
processes are broadly perceived as fair and legitimate and reflect citizens’ preferences.'®® Consultati