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• Introduction to the step-by-step guide

• Preparing the ground for FFSR (steps 1-4)

• Strategic design considerations (step 5)

• Monitoring and adjustment (step 6)

• Concluding words
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• Objectives

• Target audience

• Benefits of FFSR

1) Introduction

FFSR

Reduced burden 
on government 

budgets

Revenue freed 
up for poor 

public spending

Efficiency gains 
due to reduced 

distortions

Enhanced 
competitiveness 

of many 
industrial 

sectors

Less 
vulnerability to 
global fossil fuel 
price volatility Investment in 

energy 
efficiency and 

renewables

Energy 
independence

Reduced 
greenhouse gas 

emissions

Cleaner air and 
other 

environmental 
benefits

Enhanced 
social equity 
targeted to 
vulerable
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• Subsidy definitions

• Possible approaches 

• Towards more comprehensive inventories

• Accessing international support
=> The SDG12 Hub
=> The APEC Peer Review Process

• Examples from Germany and Italy
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Non-

internalized 

externalities

Risk transfers 

and induced 

transfers

Indirect 

budget 

transfers

Direct budget 

transfers

Direct transfer of 

government funds

Non-tax revenue 

forgone

Tax revenue 

forgone

Induced market 

transfers

Transfer of risk to 

government

No full-cost 

pricing

Producer Subsidy Consumer Subsidy

• Unit subsidy

• Consumption grants

• VAT / excise concession on fuel

• Income based deductions

• Underpricing of access to a 

resource 

• Price triggered subsidies

• Cold weather grants

• Regulated prices

• Cross subsidies

• (producer / consumer 

distinction is not clear in this 

case)

• R&D grants

• input price subsidies

• Capital grants

• Provision of goods, services and 

special infrastructure

• Tax credits for: production, 

income, R&D, property etc.

• Higher depreciation allowances

• Underpricing of access, goods, 

services and infrastructure

• Credit guarantees

• Liability limits on producers

• Tariff- and market protection

• Deviation from standard rules

• Regulatory support

• Health damages

• Landscape destruction

• Greenhouse gas emissions

• Pollution

• Accidents

Source: Adolf et al. 2014
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Source: Beaton et al. 2013, GIZ 2012, GIZ 2015. 

FF price regulation 

1. What mechanisms are in place to influence FF prices? 

2. Do they limit pass-through of price fluctuations to consumers? 

3. How do they work?

Level of subsidies / taxation

1. How much do FFS reduce the end price of FF?

2. Where is their incidence in the supply chain? 

3. How and to what extent are FF taxed? 

Transparency 

To what extent is the composition and regulation of energy prices open and 

transparent?

Enforcement

To what degree is energy pricing monitored, supervised, and enforced?
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1. Identify subsidy beneficiaries.

2. Understand original rationale for FFS, ascertain whether it is still fulfilled 

3. Are these aims still desirable?

4. Analyse subsidy incidence, i.e. the aspect of production or consumption to which the 

subsidy is targeted.

5. Tools to understand distribution of subsidy benefits across income groups:

=> Commitment to Equity Institute

=> IMF tool for distributional incidence analysis

https://commitmentoequity.org/publications-ceq-handbook
https://www.imf.org/external/np/fad/subsidies/data/subsidiestemplate.xlsx
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Qualitative Quantitative Stakeholder engagement

Checklists of common impacts Input-output tables Interviews with key 

stakeholders

Literature review and historical 

analysis

Social Accounting Matrices 

(SAM)

Public consultation processes

Prioritise vulnerable groups 

dependent on subsidies

Micro-simulation models and 

Computable General 

Equilibrium (CGE) models

Focus groups, roadshows, 

workshops
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• Estimated cost: what is the burden of the subsidy on the budget?

• Distortiveness: impacts on economic decision-making, i.a. prices, consumption, production&

• Environmental harmfulness: impacts on climate, air, water and soil quality, biodiversity?

• Social impacts: health costs, equity implications of FFS and FFSR, welfare?

• Effectiveness and subsidy incidence: does the subsidy meet its objectives? Could the same 

objective be achieved in a less environmentally harmful way?

• Mitigation of impacts: which impacts can and should be mitigated?

• Political economy: How might it be possible to build consensus and achieve political acceptance 

for the rationalization of specific subsidies? 

• For the sections on environmental and social impacts, DMC governments can draw on national 

statistics and IMF data on post-tax subsidies.

http://: https://www.imf.org/en/Topics/climate-change/energy-subsidies
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1. Depoliticise fossil fuel pricing

2. Develop mechanisms for distribution 

of targeted welfare

3. Design support measures for industry

4. Build capacity and consensus 

within government

S
o

ci
a

l m
iti

g
a
tio

n
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ie
ra

rc
h
y

Transformational 
change

Extending 
opportunities

Tackling women's 
reproductive care 

burden

Empowerment and 
capacity building

Co-benefits

Conditional cash 
transfers

Green jobs

Access to 
affordable energy

Safeguarding Cash transfers

Social protection

Vocational trainingNo action
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1. Pacing reform: big bang vs. 

gradual approaches

2. Strategic timing

3. Sequencing reform

4. The case of Iran
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• Communication campaigns and stakeholder engagement are key strategies to build consensus

Source: author, Bridle et al. 2013

• Define 
objectives

• Time 
planning

Pre-
campaign 
research

• Define 
audiences

• Map 
stakeholders

Develop 
audience-

specific 
messages

• Campaign 
creatives

• Channels

• Evaluation

Implement
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• Unwanted substitutions

• Smuggling

• Fuel adulteration

• Negative equity impacts

• Impacts on industrial sectors

• Inflation
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• FFSR is a challenging and politically sensitive process.

• Rationalization calls for both political will and in-depth understanding of the 
political economy of FFS and their reform.

• Many countries subsidize fossil fuels while also introducing carbon pricing, 
including OECD countries.

• To achieve the Agenda 2030, all countries must rationalize 8inefficient9 FFS, cf. 
SDG 12.

• FFSR is also essential to achieve the targets of countries9 Nationally Determined 
Contributions under the 2015 Paris Climate Agreement.

• DMC governments will need to explore which carbon pricing approaches are 
most likely to be workable, effective and politically feasible in their specific 
country context.
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Thank you for your attention.
I look forward to your questions.

STEP-BY-STEP GUIDE TO 

FOSSIL FUEL SUBSIDY 

RATIONALIZATION 
for Developing Member 

Countries of the Asian 

Development Bank

JACQUELINE COTTRELL

Jacqueline.Cottrell@foes.de


