Fossil fuel subsidies are an international threat, but more needs to be done.
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The sheer scale of subsidies makes them an important pillar of the fossil fuel industry. The International Institute for Sustainable Development (IISD) found that production subsidies by the G20 countries averaged $290 billion annually during 2017-2019. Of this amount, almost 95% went towards oil and gas, with a relatively small amount earmarked for coal. Similarly, in 2019, global consumption subsidies stood at around $320 billion. Once more, oil subsidies were the largest component, followed by electricity, natural gas, and then coal. While these subsidies have declined over the past several years—consumption subsidies were over $500 billion in 2013—they are still far higher than they should be. 
Table 1: A snapshot of consumption subsidies (IEA)
Country	Consumption subsidies  (Real 2019 USD)
Iran	$86.1 billion
China	$30.5 billion
Saudi Arabia	$28.7 billion
Russia	$24.1 billion
India	$21.9 billion
These subsidies are problematic for four key reasons. First, they create market distortions by artificially lowering the price of fossil fuels, which leads to overconsumption, particularly in energy and capital-intensive industries like power and transport. A 2014 study estimated that global fuel subsidies generated $44 billion in deadweight loss each year; over 70% of this came from the four countries with the largest fuel subsidy expenditures (Saudi Arabia, Venezuela, Iran, and Indonesia).¶ Second, production and consumption subsidies create negative externalities. These subsidies increase the use of fossil fuels, which causes a range of adverse environmental and health impacts. Externalities due to air pollution from fossil fuels range between $2.6 trillion to $8.1 trillion globally and are felt most acutely in developing and emerging countries such as Ethiopia, Kenya, Nigeria, and India.¶ Third, consumption subsidies have also been ineffective in alleviating inequity. Since these subsidies typically do not vary by income, most of the benefits are accrued by wealthier households that already have high consumption levels. In Indonesia, for example, the World Bank found that the richest decile of households consumed 40% of subsidized gasoline, while the poorest decile consumed less than one percent. Instead of subsidies, other policies such as direct benefit transfers have been found to be more effective in achieving developmental objectives.¶ Finally, subsidies are not the best use of public finances, which can be better directed towards sectors like social protection, healthcare, education, and the environment. The IEA found that 17 out of a sample of 40 countries spent more than two percent of their GDP on consumer energy subsidies in 2017. In Malaysia and Indonesia, government spending on subsidies exceeded that of social programs and services.¶ So, if subsidies are problematic and alternatives exist, why has reform been so slow? The reality is that fossil fuels, as the incumbent in the energy sector, have had decades of systemic support and have amassed political power. There is also pushback from consumers and producers impacted by the reform.¶ For consumers, removing consumption subsidies immediately raises the price of energy. And when energy prices increase, the cost of many other goods and services also goes up. Opposition to such inflation is evident by the waves of protest and public unrest in response to an increase in electricity prices in Morocco in 2015 and gasoline price hikes in Mexico in 2017. Knowing this, politicians are unlikely to push for reform since people’s dissatisfaction will negatively impact their chances of reelection.¶ Production subsidies are also preserved because of interest group politics. In some countries, fossil fuel industries play a large role in the economy, so removing subsidies can make domestic output more expensive and increase unemployment. This is partially why the Indian government has opted to retain subsidies for coal mining and stranded coal assets despite coal becoming increasingly uncompetitive. In addition, many lobbying groups devote time and resources to promoting policies that favor fossil fuel production on behalf of large oil and gas corporations. This is especially common in Canada, Europe and the United States. Similarly, rich fossil fuel producers will often support political candidates that advance their interests, further embedding themselves in the system.¶ These factors create multiple barriers to implementing and sustaining subsidy reform. The G20 countries, for example, have been announcing that they will remove inefficient subsidies every year since 2009, and subsidy reform is explicitly stated under Sustainable Development Goal (SDG) 12 regarding responsible consumption and production. However, subsidies persist, and the IISD found that none of the G20 countries were on track to achieving their fossil fuel subsidy phaseout commitments. Any reductions in consumption subsidies can mostly be attributed to an average decrease in oil prices and not subsidy reform.
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