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Overview

The importance of energy as a primary driver of economic growth and industrial development is historically
clearly evident. Energy trends show how the world’s energy consumption patterns have evolved over the years.
It shows there is uncertainty in the energy industry, with the highly volatile current trends as a result of
fluctuations in the international crude oil market. The trend of such changing crude oil prices continues to affect
the economic growth prospects particularly of the nations in the Asia-Pacific region. The decline in crude oil
prices indeed can affect a country’s economy, especially having macroeconomic, financial and policy
implications. However, plummeting crude oil prices present another window of opportunity for oil exporting
countries in the region to move toward more effectiveness and fairness in energy pricing. The objective of this
paper is to discuss policy issues relating to the effects of fuel subsidisation in the Asia-Pacific region as a result
of a sharp decline in the crude oil price.

The paper is organised as follows: After the introduction the second section gives a brief overview of the impact
of falling crude oil prices that relate to the debate of fuel subsidisation in Asian economies. The third section
addresses the model applied in the energy subsidisation by Asia-Pacific governments, which incorporates of
household consumption. The model examines the impact of a fuel subsidy, how household consumption can be
affected as a result of the removal energy subsidisation and why the government choose to have them even
though this policy can diminish the nation’s economic growth. In section four the researcher discusses the
empirical outcomes and in the final section policy implications are derived.

Methods
The vector autoregression (VAR) model is applied in this study.

Results

In the first section, the researcher uses a three variables vector autoregression (VAR) model that includes gross
domestic saving, gross domestic income and trade balance applies in this study.

In the second section the results of this analysis show that there is a positive correlation between energy
subsidisation and these three variables.

In the third section, the researcher finds that the study is consistent with the literature in which increasing fuel
subsidy benefits high-income earners.

Conclusions

Fuel subsidies are an important policy issue for many emerging economies in the Asia-Pacific region. In
particularly, for net oil exporting countries, fuel subsidies comprise a significant proportion of government fiscal
budgets. These subsidies are difficult to remove once in place. In this study, the researcher concludes that fuel
subsidies can indeed affect a nation’s economic growth, distorting the entire social welfare and long-run
macroeconomic variable. However, abolishing subsidisation scheme is tough because resource and energy
companies are among the major sponsors of business and government activities in these countries.

1 The first version of this paper has been published in the forthcoming issue of the Energy Forum newsletter under the title of “Falling crude oil prices: The impact on the

economy of the Asia-Pacific region.
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