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ABSTRACT

With the long-term difference existed between domestic and global il price,
higher global oil price brings us challenges from various aspects, when it is the right
time for the Chinese government to further reform its oil pricing mechanism to make
the prices of its processed oil more responsive to the global oil price. What's more,
the reform is significant because of its profound influence on the energy saiety,
benefits of all parties, and the economic devel opment.

As the only Asian member of OPEC, Indonesia is famous for its heavy fuel
subsidy, which cost Indonesia ailmost $7 billion in 2004. Indonesia’s performance on
oil price reform sets a good example, from which we can find the ways to deal with
our problemsin the oil price reform.

Starting with the theory of fiscal policy, this paper attempts to review the history
of Indonesian fuel subsidy policy with its advantages and disadvantages in different
phases of development, giving a comprehensive evaluation toward fuel subsidy. Also
this paper points out the urgency of the reform, which has great impact on the national
income, the political stability and the national energy safety. The emphasisis focused
on the specific measures of fuel subsidy cut and its reference value for our oil pricing
mechanism reform.

Through the analysis based on the definition of fuel subsidy, the main points
have been made as follows:

1. According to the economics, the fuel subsidy goes against the fundamental
price forming principle, but ironically, it can be long-term practiced in Indonesia.
Therefore, this paper analyzes fuel subsidy policy of Indonesia from its energy
industry, energy trade and other socia elements.

2. A further research has been done after the introduction of fuel subsidy policy
background, finding the rationality of fuel subsidy. However, with the changes of
economic situation, the fuel subsidy brings more and more negative influence on

domestic economic development, which requires immediate oil price reform.



3. From the comparison among the measures of fuel subsidy cut in different time,
we find the fuel subsidy involves the benefits of many parties and industries like
transportation. Therefore, something must be concerned before the reform such as
inflations, employment and people’s living standards. For Indonesia, its economic
development and social stability rank the same.

4. To make sure the positive reform result, the reform must be carried out step by
step. Besides, some other measures should be prepared to promote the economic
development, such as reducing domestic demand for energy and providing cash fund

for the poor.

Key Words:. Indonesia; fuel subsidy; price reform
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