Governments Should Phase Out Fossil Fuel
Subsidies or Risk Lower Economic Growth,
Delayed Investment in Clean Energy and
Unnecessary Climate Change Pollution

Few concrete steps have been made to fulfill commitments by the G20 leaders in 2009, and more than 50
countries since, to eliminate fossil fuel subsidies.!?3 Although the G20 commitment was an important first
step which led to a broader international coalition, the lack of a timeline and an organization that could monitor
and assist countries in the implementation of their commitments has limited its practical effect on the phase
out of fossil fuel subsidies. In fact, governments are expected to spend nearly three times more money

subsidizing fossil fuels than they did in 2009.#

In the United States, President Obama has repeatedly

proposed cutting $4 billion in annual federal subsidies to the

oil and gas industry and 36 Congressmen urged a bipartisan
committee to cut over $120 billion in fossil fuel subsidies
over the next 10 years.® Both proposals, and others, failed in
the face of strong industry opposition. Meanwhile, efforts
to reduce or eliminate fossil fuel consumption subsidies in
countries such as Ethiopia, India, Mexico, and Nigeria have
demonstrated the increasing urgency of subsidy reform as
well as its pitfalls if poorly implemented.

In a time of economic hardship, progressing climate
change and a growing demand for reliable and clean
sources of energy, fossil fuel subsidies represent a reckless
and irrational use of taxpayer money and government
investment. NRDC and OCI urge the international
community to establish a timeline to phase out fossil
fuel subsidies by 2015, and recommend the timeline
implementation be overseen by an independent body which
can monitor the progress of governments in their efforts to
phase out fossil fuel subsidies.

THE EARTH’S BEST DEFENSE

Fast Facts On The Real Cost Of Fossil Fuel Subsidies:

Eliminating fossil fuel subsidies would:

save governments US$775 billion in 2012

reduce global carbon dioxide emissions by nearly

6 percent by 2020

reduce annual global primary energy demand by

nearly 5 percent, if done by 2020

reduce global carbon dioxide emissions by 5.8 percent,
if done by 2020

increase annual global gross domestic product between
0.1 percent by 2010 and by 0.7 percent by 2050°¢

“Instead of taxpayer giveaways to an industry
that’s never been more profitable, we should be
using that money to double-down on investments
in clean energy technologies that have never been
more promising.”

President Obama, March 29, 2012
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Conservative estimates project global fossil fuel subsidies

to be $775 billion in 2012, limiting its tally to subsidies that
directly support the production and consumption of fossil
fuels (see Figure 1: Estimates of International Fossil Fuel
Subsidies in 2012). These subsidies are more than twelve
times the amount that is being provided to renewable
energy.? Beyond the subsidies included in this analysis, many
government actions further defray the true cost of producing
and consuming fossil fuels. Public financing institutions

and export credit agreements provide preferential support
for the development of fossil fuel facilities that amount to
tens of billions of dollars each year. And governments spend
tens, if not hundreds, of billions of dollars securing fossil fuel
supplies, pipelines and shipping lanes.!°

Figure 1: Estimates of International Fossil Fuel Subsidies

in 2012

$775 Billion in total international fossil fuel subsidies in 2012

Consumption Subsidies in Developing Countries:
+$630 Billion®

Producer Subsidies
Globally:
$100 Billion®

Consumption Subsidies
in Developed Countries:
+$45 billion®
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The U.S. National Academy of Sciences estimated that the
cost of the health effects in the United States alone attributed
to fossil fuel use approaches US$120 billion annually.!! And
the effects of climate change, including extreme weather,
declining food production, rising sea levels, and diseases,
cost hundreds of billions of dollars annually.'? Although these
adverse effects are felt globally, the poorest populations are
the most vulnerable. The external costs of fossil fuels will
only escalate if the international community continues to
subsidize their production and use.

Fossil fuel companies defend their production subsidies
and claim that their elimination would result in higher
energy prices, energy insecurity, and job loss. After G-20
nations committed to phase out fossil fuel subsidies in 2009,
the American Petroleum Institute (API) argued that U.S.
compliance “would likely constrict future energy supplies,
reduce production, raise energy costs and kill jobs.”'?
However, six modeling studies of fossil fuel reform found
that API’s assertions were unfounded. The studies showed
that reducing fossil fuel subsidies would increase annual
gross domestic product (GDP) of both OECD and non-OECD
countries by an average of 0.7 percent by 2050.'

A recent study of petroleum production subsidies in
the United States found that the presence of production
subsidies does not have an impact on production rates.'®
The study compared subsidies between North Dakota and
Montana, two states that share an oil field. Despite offering
significantly higher production subsidies, Montana did not
experience greater intensity in drilling or production. The
study found that prevailing crude oil prices, not subsidies,
determined production, concluding that “the main outcome
of drilling and production tax deductions and incentives is
to reduce and delay tax revenue collections.” 16



A major justification for maintaining consumption subsidies
is to protect the poor. In fact, many of these subsidies benefit
the upper class more than the poor in developing countries.
The International Energy Agency (IEA) found that in 2010,
just 8 percent of fossil fuel consumption subsidies, reached
the poorest 20 percent of income groups.'® Furthermore, a
survey of 11 developing nations comprising about half of the
world’s population found that between 89 percent and 98
percent of fossil fuel consumption subsidies do not benefit
the poorest populations.? Electricity subsidies where power
generation is dependent on coal, oil, or gas, only benefit
households that are connected to a grid, which in many
developing countries excludes a large proportion of the
poorest population. For example, in India about 44 percent
of rural households are not on the grid.?! And gasoline and
diesel subsidies primarily benefit people who own vehicles,
again, often in developing countries this is the wealthy.
Energy subsidies also hurt the poor by incentivizing
conventional, centralized energy over small-scale,
distributed, labor-intensive alternatives. This often means
fewer job opportunities and more pollution from power
plants and refineries that tend to be placed in poorer
communities. In other cases, artificially low prices also
lead to the fuel being diverted to other uses than for which
the subsidy was intended, including selling fuel across
borders or on the black market or diverting energy for less
efficient uses.?

Eliminating fossil fuel subsidies would significantly reduce
global greenhouse gas emissions, helping world leaders meet
commitments to curb climate change. The International
Energy Agency estimates that eliminating just the fossil

fuel subsidies related to consumption by 2020 would

reduce annual global primary energy demand by nearly

5 percent and carbon dioxide emissions by 5.8 percent,

or 2.6 gigatons—equivalent to almost half of U.S carbon
dioxide emissions.

Phasing out fossil fuel subsidies would also free nearly
$1 trillion of public money for other more economically
beneficial endeavors. Particularly in these challenging
economic times, when governments are on tight budgets
and need to reduce unnecessary expenditures, eliminating
fossil fuel subsidies that only increase the profits of the oil,
gas and coal industries makes economic sense.

Ending fossil fuel subsidies is also a critical policy step for
transitioning to a clean energy economy, giving renewable
energy sources and clean technologies a better competitive
chance by reducing the cost differential. But any reform
or removal of fossil fuel subsidies should include social
safety nets, such as targeted payments to the poorest in a
population, and a robust administrative strategy to ensure
the poor are provided the most benefits.

In May 2012 a coalition of environmental, faith, development,
trade, indigenous peoples, youth, and health organizations
representing millions of citizens worldwide called on world
leaders to fulfill their promises to eliminate wasteful fossil
fuel subsidies and redirect the investment to create a more
sustainable future.”” NRDC and Oil Change International
support the four key steps that these civil society groups
recommend:

1. Define plans to phase out fossil fuel subsidies by 2015.
In September 2009, G20 leaders pledged to “phase out and
rationalize over the medium term inefficient fossil fuel
subsidies while providing targeted support for the poorest.”
In order to fulfill this historic commitment, leaders should
immediately establish a timeline for this process.

2. Increase transparency and consistency in reporting of
subsidies. An obvious first step to removing subsidies is to
catalog all existing fossil fuel subsidies. Reporting and reform
should be separate processes. Up to now, the disclosure of
producer subsidies in particular has been lacking in many
countries. It is imperative that governments commit to fully
and fairly disclosing the existence and value of all fossil fuel
subsidies in order to inform robust plans for reform.

3. Incorporate assistance and safeguards to developing
countries, as well as poor and vulnerable groups. Fossil
fuel subsidy removal, particularly consumption subsidies,
will only be successful by incorporating gender-aware
safeguards for poor and vulnerable groups, and by assisting
with financial, technical and capacity building in developing
countries, where needed.

4. Establish or identify an international body to facilitate
and support fossil fuel subsidy reform. This body would be
tasked to define and review proper and regular reporting by
all countries, reporting all fossil fuel subsidy types as well as
the actions taken by countries to reduce subsidies.
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