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Is fuel pricing the answer to transport infrastructure finance

hurdles in East Asia?
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Economic growth and transport infrastructure in East Asia
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2007 Global Competitiveness Index: Country Ranking

COUNTRY OVERALL INFRASTRUCTURE

Germany 5 1
France 18 2
Singapore 7 3

Japan 8 9
Korea 11 16
Thailand 28 27
China 34 52
Indonesia 54 91
Philippines 71 94

Source: 2007 Global Competitiveness Report, World Economic Forum
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Private investment in transport
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Data source: 2007 Private Participation in Infrastructure Database, WB
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m Widening the gap between the (1) transport
infrastructure investment needs vs. (2)tunding
and financing means

m Need to increase funding capacity of the public

SE€Cctor
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B Review and assess the fuel tax as a instrument for road
pricing and revenue-raising in Fast Asia:

m Identity 1ssues and challenges in introducing fuel tax
in EA countries;

B [nvestigate alternative schemes of fuel tax
earmarking in major countries;

® Recommend fuel pricing reforms and institutional

mechanisms for self—ﬁnancing transport infrastructure
investments in East Asian countries.
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m General revenue raising
m Internalizing transport externalities
m Travel demand management

m Energy security
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B Amended 1999 CEPT and the AFTA aims to

achieve an eventual free-trade area in the region

by removing all import duties by 2018

m Ffficiency of market integration rely on the
harmonization of market instruments
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(@Excise tax is computed as (automobile price*excise tax rate)/(1-(1.1*excise tax rate)
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m Conflicting pricing preference for commercial
and private vehicles
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m Possible economic distortions
m [nflationary impact
m Volatile oil market do not fit rigid pricing

m Strong resistance from the people and transport
Sectors

m Avoiding household income burden

(C) Dr. Michelle Gun PARUMOG, Institute for Transport Policy Studies, 2007
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® Subsidize fuel used by households, fishing boat, fuel,
transportation, and public service facilities

B Indonesia remove some subsidies on October 2005, to
lessen fiscal burden

O Average cost> market price> taxation

®m Implemented financial support package that include:

m March 2005: free education fees for poor student; targeted
health insurance; and infrastructure grant for 13,000 poor
village

m October 2005: cash transfer to about 19,000 low-income
households

(C) Dr. Michelle Gun PARUMOG, Institute for Transport Policy Studies, 2007
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Subsidizing marginalized sectors in Indonesia
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Crude oil price* (US$/bbl)

Source: Statistics, Bank of Indonesia
Oil Prices and Subsidies: An Explanation, Economic Planning Unit, Malaysia

*Indonesia Minas
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m Differentiated pricing for low-income household,
freight sector, and public transport,

m Packaging and “branding” of tax or charge is
important, the purpose of tax must be clear

m Should have price stabilizing effect

(C) Dr. Michelle Gun PARUMOG, Institute for Transport Policy Studies, 2007
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m Increase fuel price

m To internalize externalities

To raise revenues

’~.
"y
~~
)

For enerov securit )
8Y y Revenues from the increased

price may be used efficiently

B Decrease fuel price to achieve obijectives to

: : decrease price
® Social equity

®m For int’l competitiveness

Increase productivity
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CASE 1: Road fund- Japan

CASE 2: Cross-financing rail - Switzerland
CASE 3: Integrated transport fund - Korea

CASE 4: Multiple objective fund- Germany

(C) Dr. Michelle Gun PARUMOG, Institute for Transport Policy Studies, 2007
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m Road sector revenue for road sector spending

m Direct correspondence means easier
acceptability

m [ong-term stability of the fund
m Spending diversification needed at some stages

m Danger of being in place long after needed

(C) Dr. Michelle Gun PARUMOG, Institute for Transport Policy Studies, 2007
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Source: Federal Highway Trust Fund (http://www.thwa.dot.gov/)
Ministry of Land, Infrastructure, and Transport website
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m Special Account for Transport Facilities
m Development-oriented, target-oriented
m Weak pricing-revenue linkage

m Capital mobilization

(C) Dr. Michelle Gun PARUMOG, Institute for Transport Policy Studies, 2007
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Revenue sources and Spending

Road

Rall

Subway

Other sources Port

Airport

Metropolitan
facilities
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Reauthorization until 2009 to provide
stable income source for high-speed
railway projects

Initial authorization until last 2006
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Account expenditure, 1994-2006
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Automobile International

and mineral oil bonds Increase in mineral
tax o1l tax

Federal Gov’t

Env’l Public Reduction in

pI‘OjCCtS transport pension
maintenance contributions

Road construction and

Dedicated funding Eco-tax reform

1927-1930s 1998-
* for the purpose of * Aimed at the double dividend
maintaining public roads of protecting the environment
and creating jobs
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m Road pricing revenues cross-financing rail
investments

m Funding pre-determined transport investment
program

m Private capital considered in the framework

Source: Laird & Nash(2007) IMPRINT-NET
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General fund

1%o0f VAT | RAIL
mr— 1. Rail 2000
N6V Fun 2. High-speed connection

(Railway fund) 3. Transalpinerailway
4. Noisereduction

Fuel tax

Private capital
(national/int’l)

2/3
HGV Toll* e Central Road Fund.

Mototra\;eh'de Local Road Fund

Instruments Funds Soending

Source: Laird & Nash(2007) IMPRINT-NET
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m Tax earmarking for transport may increase the
acceptability of fuel taxation

m Considering timing of funding and financing
institution 1s important

m Potential of private sector involvement

m Consideration for growth-oriented earmarking

(C) Dr. Michelle Gun PARUMOG, Institute for Transport Policy Studies, 2007
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Potential revenue from a two cents increase in motor fuel taxes
(million USD)

Two cents One percent of :
Potential

revenue to

Potential revenue :
percentage in | GDP (transport
Country for two cents : :

price spending need

indicator)
China 2376 5% 16,400 15%

Indonesia 594 7% 2,370 25%
Malaysia 298 6% 1,040 29%
Philippine 161 6% 805 20 %
Thailand 375 6% 1,430 26%
Vietnam 119 6% 397 30%

Data source: Energy Balance, IEA
World Development Indicators, WB

increase per liter spending ratio
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m [nstitutionalizing/ increasing automobile use

taxes, particularly fuel tax, and enhancing its
acceptability,

m [nstitutionalization of efficient pricing policy on
the context of optimal pricing and transport
investments,

m Price setting and instrument design for sectors
such as low-income households, and freight
transport
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Needs/Considerations

Possible solution

Fund source

m[uel tax may not be reliable
in times of high market price

m[Fuel tax is an interim fund
source

mFund source diversification

mProgramming of fund

Investment
vis-a-vis
maintenance
funding

m Consider scale and
uphill/downhill spending

pattern for investment

m Revenue —based financing
for capital investment

mDirect revenue channehng
for road maintenance

Fund
administration

mShould circumvent political
constraints

mMaintain some government
control

mPrivately managed fund/
public-private participation

(C) Dr. Michelle Gun PARUMOG, Institute for Transport Policy Studies, 2007




Thank you very much for listening.
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