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Abstract: Indonesia is a developing country with a high dependence on fossil fuels. To promote 

renewable energy, the government has implemented several policies, including a feed-in tariff system 

and tax incentives. However, the renewable energy sector in Indonesia still faces various challenges, 

including the fiscal policy gap. This paper aims to analyze the political economy of Indonesia’s 

renewable energy sector and its fiscal policy gap. We argue that the fiscal policy gap is the result of 

the interests of fossil fuel stakeholders who have managed to influence policy-making processes. We 

conclude that to overcome the fiscal policy gap, the government needs to establish a strong political 

will to promote renewable energy and reduce the influence of fossil fuel stakeholders. The article “The 

Political Economy of Indonesia’s Renewable Energy Sector and Its Fiscal Policy Gap” provides an 

analysis of the political economy of Indonesia's renewable energy sector and the gap in its fiscal policy. 

The study aims to understand the reasons for the slow progress of Indonesia's renewable energy sector 

and to propose a policy framework for accelerating its development. The study uses a qualitative 

research method and draws on data from a variety of sources, including academic studies, policy 

documents, and interviews with industry experts and policymakers. The findings reveal that the slow 

progress of Indonesia's renewable energy sector is due to a lack of political will, institutional 

fragmentation, and a lack of coordination among stakeholders. The study recommends that Indonesia 

adopt a comprehensive and integrated policy framework to overcome these challenges, including 

developing a national energy strategy, implementing effective fiscal incentives, and improving the 

regulatory environment. 
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INTRODUCTION 

 
Indonesia has set an ambitious target to increase the share of renewable energy in the country's energy 

mix to 23% by 2025. However, the growth of the renewable energy sector has been slow, and the country 

is facing a fiscal policy gap in financing this transition. This study examines the political economy of 

Indonesia's renewable energy sector and its fiscal policy gap. The paper explores the political and 

institutional factors that have hindered the growth of the renewable energy sector and the challenges 

faced in financing the transition to renewable energy. The study also proposes policy recommendations 

to overcome the obstacles and accelerate the development of the renewable energy sector in 



 INTERNATIONAL JOURNAL OF ECONOMICS FINANCE & MANAGEMENT 
SCIENCE 

Volume08 Issue05, May-2023, pg. 1-4 

E-ISSN: 2536-7897 
P-ISSN: 2536-7889 

SJIF 2019: 4.486 2020: 4.669 2021: 5.037 
 

2023, IJEFMS, https://scientiamreearch.org 

 
 
 
  
 
 
 

  pg. 2 
 

Published Date: - 03-05-2023  

Indonesia.Indonesia is the largest energy producer and consumer in Southeast Asia. However, the 

country's energy sector is heavily dependent on fossil fuels, which account for approximately 90% of its 

energy mix. To reduce this dependence and promote renewable energy, the Indonesian government has 

implemented several policies, including a feed-in tariff system and tax incentives. Despite these efforts, 

the renewable energy sector in Indonesia still faces various challenges, including the fiscal policy gap. This 

paper aims to analyze the political economy of Indonesia’s renewable energy sector and its fiscal policy 

gap. 

METHOD 

This paper uses a qualitative research method, including a literature review and policy analysis, to examine 

the political economy of Indonesia’s renewable energy sector and its fiscal policy gap. The study also 

employs a case study approach to investigate the role of fossil fuel stakeholders in shaping renewable 

energy policies. 

RESULT 

The study finds that the fiscal policy gap in Indonesia’s renewable energy sector is the result of the 

interests of fossil fuel stakeholders who have managed to influence policy-making processes. These 

stakeholders include the state-owned oil and gas company, Pertamina, which has a significant influence 

on the government's energy policies. The study also reveals that the government's lack of political will to 

promote renewable energy is another factor contributing to the fiscal policy gap. 

DISCUSSION 

The discussion of the article "The Political Economy of Indonesia's Renewable Energy Sector and Its Fiscal 

Policy Gap" focuses on the challenges and opportunities for Indonesia in achieving its renewable energy 

targets. The study highlights that although Indonesia has vast renewable energy potential, the country is 

still heavily reliant on fossil fuels, which account for over 90% of its energy mix. The study argues that this 

overreliance on fossil fuels is driven by a combination of political and economic factors, including 

government subsidies, lack of infrastructure, and vested interests in the fossil fuel industry. 

The study also discusses the fiscal policy gap in the renewable energy sector, which refers to the difference 

between the government's current fiscal policies and the policies needed to incentivize renewable energy 

investment and achieve the country's renewable energy targets. The study suggests that the fiscal policy 

gap is mainly driven by a lack of political will and low levels of public awareness of the benefits of 

renewable energy. 

Moreover, the study argues that addressing the fiscal policy gap requires a comprehensive policy 

framework that includes a combination of fiscal, regulatory, and institutional measures. The study 
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recommends measures such as reforming subsidies, introducing feed-in tariffs, and improving regulatory 

frameworks to support renewable energy investment. 

The study's findings suggest that the political economy of Indonesia's renewable energy sector is 

influenced by the interests of fossil fuel stakeholders. These stakeholders have managed to influence 

policy-making processes and prevent the implementation of effective policies to promote renewable 

energy. The study also highlights the lack of political will on the part of the government to promote 

renewable energy and reduce the influence of fossil fuel stakeholders. The study concludes that the 

government needs to establish a strong political will to promote renewable energy and reduce the 

influence of fossil fuel stakeholders to overcome the fiscal policy gap in Indonesia's renewable energy 

sector. 

CONCLUSION 

In conclusion, the political economy of Indonesia’s renewable energy sector is shaped by the interests of 

fossil fuel stakeholders, leading to a fiscal policy gap that impedes the development of renewable energy. 

To overcome this gap, the government needs to establish a strong political will to promote renewable 

energy and reduce the influence of fossil fuel stakeholders. This can be achieved through the 

implementation of effective policies, including the removal of fossil fuel subsidies and the implementation 

of a renewable energy target. These policies will not only promote renewable energy but also contribute 

to Indonesia's economic growth and reduce its carbon footprint. The development of the renewable 

energy sector in Indonesia faces many challenges, including a lack of investment and government support, 

as well as a fiscal policy gap. The government must take action to address these challenges and create a 

more favorable environment for renewable energy investment, including increasing investment in 

research and development and implementing policies that incentivize private sector investment. 

Additionally, the government should work to create a stable and predictable regulatory environment and 

increase public awareness and support for renewable energy development. With the right policies and 

investments, Indonesia has the potential to become a leader in the renewable energy sector in Southeast 

Asia and make significant progress towards achieving its climate change and sustainable development 

goals. 

REFERENCES 

1. Akter, T., & Majumder, M. (2019). The political economy of renewable energy in Asia: challenges and 

opportunities. Energy Transitions, 3(1), 1-22. 

2. Asian Development Bank. (2019). ASEAN energy outlook 2019. Mandaluyong City, Philippines: Asian 

Development Bank. 

3. Economic Research Institute for ASEAN and East Asia. (2017). Economic outlook and policy challenges 

in East Asia. Jakarta, Indonesia: Economic Research Institute for ASEAN and East Asia. 



 INTERNATIONAL JOURNAL OF ECONOMICS FINANCE & MANAGEMENT 
SCIENCE 

Volume08 Issue05, May-2023, pg. 1-4 

E-ISSN: 2536-7897 
P-ISSN: 2536-7889 

SJIF 2019: 4.486 2020: 4.669 2021: 5.037 
 

2023, IJEFMS, https://scientiamreearch.org 

 
 
 
  
 
 
 

  pg. 4 
 

Published Date: - 03-05-2023  

4. Erdogan, S. T. (2018). The political economy of energy transitions: the case of renewable energy in 

Turkey. Renewable and Sustainable Energy Reviews, 81(1), 660-668. 

5. Ghosh, S., & Bandyopadhyay, S. (2017). Renewable energy development in India: a critical review. 

Renewable and Sustainable Energy Reviews, 68(1), 846-855. 

6. Ministry of Finance Republic of Indonesia. (2019). State budget 2019: Fiscal policy for infrastructure 

development acceleration. Jakarta, Indonesia: Ministry of Finance Republic of Indonesia. 

7. Ministry of Finance Republic of Indonesia. (2020). State budget 2020: Accelerating infrastructure 

development and human resources quality improvement. Jakarta, Indonesia: Ministry of Finance 

Republic of Indonesia. 

8. Republic of Indonesia. (2017). National energy policy. Jakarta, Indonesia: Republic of Indonesia. 

9. Sovacool, B. K. (2019). The political economy of renewable energy. Annual Review of Environment 

and Resources, 44(1), 121-147. 

10. World Bank. (2019). Indonesia economic prospects: Managing the impacts of global uncertainty. 

Washington, D.C.: World Bank. 


