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According to a World Bank’s report, Indonesia is the world third largest carbon emitter by
3,014 billion tones CO, contributed by deforestation and land conversion (85%); energy
sector (9%) and; agriculture and waste (6%). Concurrently, as an archipelago country lies
on tropical zone, Indonesia will be badly affected by climate change impacts such as

decreasing food security, rising sea level, and increasing diseases”.

Taking responsible actions, in the Copenhagen meeting, President Yudhoyono had
pledged an ambitious target to reduce 26% CO, emission level by 2020. Furthermore, a
proposal of 2014 carbon tax which imposing 80,000 rupiah (US$8) per ton CO,, increasing
the rate by 5% every year until 2020, and expecting 95 trillion rupiah (USS$ 10 billion) tax
revenue by 2020 had been announced. The proposal and other policies to mitigate the

climate change, is well documented in 173 pages of the Ministry of Finance Green Paper®.

However, the carbon tax seems hardly to gain supporters. Even, the Coordinating Minister
for Economic Affairs Hatta Radjasa, the finance and other economic-related ministers’
superior, told the press that carbon tax is less effective than incentives to renewable

energy productions4. As an illustration, France authority is facing widespread protests
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against carbon tax implementation in 2011. Despite its effectiveness to address a

problem, tax remains as something people do not like.

Therefore, this policy paper aims to support, to answer doubts and to refine the carbon
tax as proposed in the Green Paper. Indeed, it is very hard to find flaws since the Green
Paper perfectly prepared by both Indonesia and Australia prominent experts; still, this
policy paper presents possible developments to the successful implementation of the
carbon tax. Beforehand, important to remember, the objective of carbon tax is to
stimulate people in changing preference from carbon intensive energy to the less one, not

to control the use of energy.
Comparing carbon tax to other instruments, vis-a-vis

According to Joseph E. Stiglitz, taxes and subsidy/incentives are some public sector
solutions to environmental externalities including carbon emission problems. Comparing
these two solutions, the former known as corrective taxes or Pigouvian taxes is better
reducing inefficiency which occurs under the latter scheme. Furthermore, imposing taxes

generates double dividend: discourages carbon energy production and raises revenue®.

Clearly, if the government solely conducts the incentive policy to renewable energy
productions, at least two problems arise. Firstly, government has to find funds to finance
the incentive policy. Secondly, the fossil fuel producers never face the true social cost of

their production (no tax in carbon emissions) and more likely to maintain the current



production level. Hence, the policy objective -to reduce fossil fuels - is hardly to be

achieved.

This logical framework could be employed to the debate in public policy choice between
taxing carbon and reducing fuel subsidy. A research by Yusuf and Ramayandi showed in
the same budget amount, taxing carbon is superior to reducing fuel subsidy in terms of a
lower economy cost; a better impact toward income inequality and poverty; and better in

accelerating the reduction of CO, emissions®.

Consequently, compared to subsidy/incentive, tax is the best solution to reduce carbon
emissions. Of course, the combination of these three instruments -carbon tax, incentive to
renewable energy productions and reducing fuel subsidy- as advocated in Chapter 2 and 4

of the Green Paper (including carbon trading scheme) will bring better achievements.
Additional subjects of carbon tax

In Table 2.2 of page 42, the Green Paper has proposed three carbon tax subject based on
output paid by end consumers as follow: (a) electricity; (b) diesel/kerosene; and (c)
gasoline. Despite its convenience in collecting taxes, the major weakness for this approach
is a possibility of several marketable fossil fuels could be delivered to end consumers
without paying carbon tax. In this regard, the classification of carbon tax as regulated by
the British Columbia Carbon Tax Act’ may be followed and hence, additional fossil fuels to

be subjected to the carbon tax:

1. Liquid fuels: aviation fuel, jet fuel, methanol, naphtha, light and heavy fuel oil.



2. Gaseous fuel: natural gas, propane, butane, ethane, refinery gas, and coke oven gas.
3. Solid fuels: coke.
4. Combustibles: tire and peat.

Moreover, these additional subjects may prevent the substitutes of taxed fuels to non-

taxed ones.

However, the main problem of high level CO, emission comes from deforestation could
not easily addressed by the carbon tax including an idea to taxing carbon to palm—oilg.
Thus, a policy suggested in Chapter 5 of the Green Paper could be agreed as the best
solution which line ministries’ law enforcement undertaken simultaneously with fiscal
policy instruments of Ministry of Finance by employing taxation, intergovernmental
transfers and REDD (Reducing Emissions from Deforestation and Degradation) schemes
financing. This policy aims to provide adequate incentives to local authority and

companies to promote sustainable forest management.
Intervention policy measures

Geothermal policy is stated in Chapter 4 of the Green Paper as one of the best example
for renewable energy policy intervention. Meanwhile, the roadmap for energy policy as
stated in a Presidential Regulation’ mentioned about diversifying the energy sources and

geothermal energy is only one of renewable energy sources that Indonesia rich of*°.



According to John Humphreys, the best policy to government is proposing a carbon price
as a signal to market and allowing them to choose the best alternative. Picking winners
practice by favoring or funding a particular sector should be avoided because government
(including politicians and bureaucrats) generally does a poor job than private agency.

Hence, the Green Paper should leave this favoring policy from its recommendation.

Conclusions

These three developments to carbon tax proposal along together with persuasive public
communication, hopefully, will bring a better carbon tax implementation in Indonesia.
Finally, its climate change mitigation efforts will boost Indonesia to play greater role in the

making of a greener earth.
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