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Abstract

The introduction of the carbon tax in Indonesia through the 2021 Harmonization of Tax
Regulations Law aims to reduce CO2 emissions from fossil fuels. This step is part of
Indonesia’'s broader strategy to mitigate climate change and achieve sustainable economic
growth. The carbon tax policy faces several administrative and strategic challenges that need
to be addressed to ensure successful implementation. This study aims to identify the
administrative barriers and analyze the effectiveness of market strategies in the implementation
of the carbon tax in Indonesia. The research adopts a qualitative approach, utilizing case studies
to gather data from policy documents, interviews with tax experts, and local carbon market
analyses. Data triangulation is employed to enhance the validity and reliability of the findings.
The study identifies key challenges, including the need for accurate emissions data, the
development of a robust monitoring, reporting, and verification (MRV) system, and
overcoming resistance from industrial sectors affected by the tax. Effective market
management strategies, such as allocating tax revenues to sustainable projects, are crucial for
mitigating negative economic impacts and encouraging investment in green technologies. This
research contributes to understanding the complexities of carbon tax implementation in
developing countries. It highlights the importance of strong inter-agency coordination,
consistent law enforcement, and the adaptation of global carbon market models to local socio-
economic conditions. These insights are valuable for policymakers and stakeholders involved
in climate change mitigation efforts globally.
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Introduction

In the midst of global challenges related to climate change, Indonesia has taken a step
forward by implementing a carbon tax policy as part of its strategy to reduce greenhouse gas
emissions (Strubbe et al., 2024). This step is encouraged by Law Number 7 of 2021 concerning
the Harmonization of Tax Regulations (HPP Law), which provides a legal basis for the
implementation of this economic instrument (Pamungkas & Haptari, 2022). The carbon tax is
geared towards reducing CO2 emissions from major fossil fuels such as coal, petroleum, and
natural gas (Bhatti et al., 2024).

Indonesia also launched the Carbon Exchange in 2023 as a trading platform for the
Technical Approval of the Upper Limit of Emissions-Business Actors (PTBAE-PU) and the
Greenhouse Gas Emission Reduction Certificate (SPE-GHG) (Salim & Sidig, 2022). These
steps demonstrate Indonesia's strong commitment to achieving sustainable economic growth
while preserving the environment (Kusmiyati et al., 2023). In 2023, Indonesia recorded around
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1.2 billion metric tons of CO2 equivalent emissions, with the fossil energy sector being the
largest contributor to around 75% of the total emissions (Maghfirani et al., 2022).

Implementing the carbon tax in Indonesia is a complex challenge involving various
administrative and strategic aspects of public policy management and market penetration. In
2023, the Indonesian government introduced a carbon tax rate of 50,000 Rupiah per ton of CO2
to achieve a 29% emission reduction target by 2030 compared to 2005 levels (Pratama et al.,
2022).

In addition to these administrative challenges, a market strategy also plays a crucial role
in the successful implementation of the carbon tax in Indonesia (Minardi et al., 2023; Wiloso
et al., 2024). In 2023, the global carbon market recorded transactions worth more than 320
billion US dollars, showing great potential in optimizing emission reductions economically
(Margono et al., 2022). However, adjusting the global carbon market model to Indonesia's local
conditions requires in-depth research on market policies that are in accordance with the
economic and social characteristics of the Indonesian people.

Implementing the carbon tax in Indonesia presents significant administrative challenges
because it requires good coordination between government agencies and an effective
monitoring and enforcement system (Minardi et al., 2023; Ramadhani & Koo, 2022). This tax
is designed to influence the behavior of consumers and producers to be more careful in
producing carbon emissions (Becker et al., 2023a). However, its implementation requires a
strong bureaucratic infrastructure to ensure that these rules are not only announced but also
applied consistently across sectors of the economy.

From a management perspective, administrative challenges are primarily related to the
government's capacity to implement policies effectively and efficiently. About 40% of the
carbon tax collected in 2023 is allocated to climate change mitigation and adaptation funds,
which requires a transparent and accountable fund management system (Saputra, 2021). The
involvement of various stakeholders, including the industry sector, academia, and civil society,
is also key in building consensus and supporting the implementation of these policies.

On the other hand, market strategy also involves the proper design of economic
instruments to be applied, such as carbon pricing that is in accordance with domestic market
conditions (Bolte et al., 2024; Khan & Johansson, 2022). This will later affect the
competitiveness of industries and investment in related sectors and can open up new
opportunities for green technology innovation and sustainable industrial development in
Indonesia. However, the challenges associated with market policy integration should be
considered, as its success depends on a strong and transparent regulatory framework.

Therefore, the study on the management of administrative challenges and market
strategies in implementing a carbon tax in Indonesia has high significance for further research.
The research Pamungkas et al. (2022) highlighted that in the context of developing countries
such as Indonesia, implementing carbon tax policies often faces administrative complexities
that include a lack of adequate data and limited bureaucratic capacity. The same thing was also
stated by Samasta (2023) emissions trading mechanisms, which can be an effective instrument
in reducing carbon emissions economically. The study confirms that implementing market
strategies can incentivize industries to reduce their emissions while creating opportunities for
sustainable economic growth.
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The gap in this study is the lack of an in-depth study of administrative management,
especially in the context of the implementation of carbon taxes in developing countries such as
Indonesia. This study aims to investigate the management of administrative challenges and
market strategies related to the implementation of a carbon tax in Indonesia. The research will
focus on identifying concrete administrative barriers faced by the government and analyzing
the effectiveness of market strategies, such as emissions trading mechanisms, in reducing
carbon emissions in Indonesia’s industrial sector.

Research Methods

This research was conducted using a qualitative approach, using the case study method.
The qualitative approach was chosen because it is able to provide a deep and contextual
understanding of the phenomenon being studied. Data collection was carried out from various
sources, such as government policy documents, in-depth interviews with tax experts, and
analysis of carbon-related market data in Indonesia. Using a case study approach, the research
is more focused on specific analysis regarding the implementation of the carbon tax, identifying
the administrative challenges faced, and analyzing relevant market strategies in the local
context.

Descriptive analysis techniques are applied to detail administrative challenges in the
implementation of carbon taxes. This analysis includes data collection on administrative,
regulatory, and policy processes related to carbon taxes in Indonesia. This research refers to
the latest literature, which includes previous research, government reports, and related
scientific articles to gain deeper insights into the problems studied. To ensure the validity and
reliability of the data used in this study, data triangulation is used. The data triangulation
technique involves comparing data from various sources to strengthen the validity of research
findings. Evaluation of the credibility of data sources is carried out thoroughly to ensure the
accuracy of the information obtained.

Results and Discussion
Administrative Challenges of Carbon Tax Implementation in Indonesia

The implementation of a carbon tax in Indonesia is a complex administrative challenge
and requires careful planning and coordination between various stakeholders. Carbon taxes aim
to reduce greenhouse gas emissions by providing incentives for companies or individuals to
reduce the use of fossil fuels or improve energy efficiency. In Indonesia, this step is part of a
commitment to reduce the impact of global climate change, but it faces various challenges in
its implementation.

One of the main challenges in the implementation of carbon tax in Indonesia is the lack
of accurate and reliable data on greenhouse gas emissions from various sectors of the economy.
Only complete or accurate data can make setting fair and effective tax rates difficult. For
example, the industrial sector often has a wide variety of emission sources that are difficult to
monitor precisely, such as complex manufacturing processes or different energy use patterns.

Furthermore, a system monitoring, reporting, and verification (MRV) is needed to
ensure that companies or individuals pay carbon taxes in accordance with the emissions

981 Advances in Social Humanities Research Vol 2 No. 7 July 2024



Trio Ardhimansyah, Muammar Khaddafi

generated by potential tax sources. A concrete example of this is the need to build infrastructure
that supports accurate and systematic measurement of emissions.

Another challenge is the resistance or disapproval from certain industrial sectors that
may be directly affected by the implementation of carbon taxes. For example, industries that
rely heavily on fossil fuels may face significant increases in production costs due to carbon
taxes, so they may oppose these policies or look for ways to influence the reduction of tax rates.

Expanding the carbon tax to cover all sectors of the economy is also a challenge.
Indonesia has a very diverse economic structure, ranging from heavy industry to the
agricultural and transportation sectors. Each sector has unique characteristics and challenges
related to reducing greenhouse gas emissions. For example, the agricultural sector may require
a different approach to calculating carbon emissions from agricultural practices, such as the
use of chemical fertilizers or waste management.

The importance of social justice and the distribution of benefits from carbon tax
revenues must also be carefully considered. It is important to ensure that these policies not only
impose additional burdens on economically vulnerable consumers or producers but also
provide sufficient incentives for them to invest in green technologies or more sustainable
practices (Barus & Wijaya, 2021).

Good coordination between the central government, local governments, and various
stakeholders is also crucial to the successful implementation of the carbon tax. Various
regulations and policies need to be synchronized between the national and local levels, and
there must be a clear division of responsibilities in monitoring and enforcing these policies.

Integrating carbon tax policy with international initiatives also requires good
coordination and adaptation. As a member of the international community, Indonesia is also
bound by various agreements and commitments to reduce greenhouse gas emissions. Good
coordination with other countries and keeping up with international developments in climate
policy are important parts of an effective carbon tax implementation strategy. The last
challenge is that regular monitoring and evaluation of the implementation of the carbon tax is
very important to assess the effectiveness of the policy and make adjustments if necessary. The
data and results of this evaluation can help the government make better future policies and
maintain public trust in climate change mitigation efforts. By thoroughly considering all of
these challenges and taking appropriate steps, Indonesia has the potential to succeed in
implementing a carbon tax as part of a global effort to mitigate the impact of climate change.
Market Management Strategies in Carbon Tax Implementation in Indonesia

Implementing the carbon tax in Indonesia is an important milestone in the government's
policy to reduce greenhouse gas emissions and adapt the national economy towards a
sustainable growth pattern. Carbon taxes were introduced as an economic instrument to
encourage companies and individuals to reduce the use of fossil fuels and encourage investment
in sustainable technologies and infrastructure. In 2023, the Indonesian government set an initial
carbon tax rate of Rp 75,000 per ton of CO2 after a consultation process involving various
parties, including industry representatives and environmental groups. This step is in line with
Indonesia’'s commitment to achieve the emission reduction target of up to 29% by 2030, which
increases the reduction ambition to 41% with international assistance.
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The market management strategy in Indonesia's carbon tax implementation is designed
to maximize the effect of emission reduction while minimizing negative economic impacts.
One main approach is providing sufficient incentives to encourage green technology innovation
and diversify energy sources. Data from the Ministry of Finance shows that the expected
revenue from the carbon tax can reach Rp 20 trillion per year, which is planned to be allocated
to sustainable development projects (Mayada et al., 2023). These include the development of
electric-based public transportation, restoring degraded ecosystems, and providing more
affordable and environmentally friendly energy services for the community.

The policy also regulates tax incentives for investment in green projects, such as the
development of renewable energy infrastructure and national reforestation programs. The
government hopes that these measures will open up new opportunities for the private sector to
actively participate in the transformation towards a greener and more sustainable economy. By
combining carbon tax policies with incentives for green investment, Indonesia seeks to limit
carbon emissions, create new jobs and increase environmental resilience.

In the regional context, Indonesia is an important leader in climate change mitigation
efforts in Southeast Asia. The carbon tax is part of a broader strategy to reduce reliance on
fossil fuels and develop capacity in renewable energy. With large populations and economies,
these measures also set an example for other countries in the region to adopt similar policies to
achieve the Paris Agreement's global goals and the sustainable development agenda.

Previous studies provide significant insights into market management strategies for
carbon tax implementation in Indonesia. Becker et al.(2023) and Pamungkas et al. (2022)
compare administrative complexities and market strategies in various developing countries,
offering valuable lessons for Indonesia, while Minardi et al. (2023) and Samasta (2023) analyze
the economic impacts of carbon taxes, emphasizing the importance of market strategies in
mitigating adverse effects. Additionally, Mayada et al. (2023) and Salim & Sidiq (2022)
examine the effective allocation of tax revenues to sustainable projects and the establishment
of carbon exchanges, providing models for Indonesia to follow. These references collectively
enhance the understanding of effective market management strategies and their potential
benefits in the Indonesian context.

The implementation of a carbon tax in Indonesia is not only a strategic step to mitigate
the impact of climate change but also part of a broader economic transformation towards
sustainable and inclusive development. With support from various sectors of society and
industry, Indonesia hopes to create a cleaner, healthier, and more sustainable environment for
future generations while still ensuring sustainable economic growth and social justice.

Conclusion

Based on the analysis of the implementation of a carbon tax in Indonesia, it can be
concluded that the implementation of a carbon tax is an important effort in reducing greenhouse
gas emissions and promoting sustainable economic growth. Despite facing challenges such as
a lack of accurate data, industry sector resistance, and the complexity of coordination between
various stakeholders, strategic measures such as establishing robust monitoring systems,
providing incentives for green investments, and allocating revenue from carbon taxes for
sustainable development can help overcome these barriers. For the future, it is important for
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the Indonesian government to continue to evaluate and adjust policies periodically and
strengthen international cooperation in climate change mitigation efforts. Social justice must
also remain a top concern so that carbon taxes not only reduce emissions but also provide
equitable economic benefits to society. As such, Indonesia has the potential to become a
regional leader in the transition to a greener and more sustainable economy while also playing
a significant role in achieving the global goals of the Paris Agreement.
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