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INTRODUCTION 

 

At the recent United Nations Climate Change Conference in Glasgow, Indonesia’s President 

announced the issuance of a new regulation on carbon pricing and carbon trading.  

 

The new regulation follows the introduction of a somewhat controversial carbon tax earlier 

this year as part of various other changes to Indonesia’s tax system. 

 

The new regulation is intended to provide a general regulatory framework for Indonesia’s 

efforts to reduce greenhouse gas emissions through a variety of initiatives including carbon 

trading.  

 

In this article, the writer will focus on the particular initiative of facilitating carbon trading 

and what we now know about how Indonesia plans to regulate the same.  

 

 

BACKGROUND 

 

In 2016, Indonesia ratified the Paris Agreement to the United Nations Convention on Climate 

Change (“Paris Agreement”).  

 

As part of its updated Nationally Determined Contribution under the Paris Agreement, 

Indonesia made a 2021 commitment to achieve net zero greenhouse gas emissions (“NZE”) 

by 2060 at the latest and with an interim 2030 target of a reduction in Indonesia’s greenhouse 

gas emissions of between 29% (without international assistance) and 41% (with international 

assistance) (“Updated NDC”).  

 

A carbon tax, carbon pricing and carbon trading are all key elements of Indonesia’s proposed 

strategy for realizing its Updated NDC.  

 

Indonesia finally introduced a carbon tax of Rp30 (US$0.02) per kilo of CO2e (“Carbon 

Tax”) as part of Law No. 7 of 2021 re Harmonization of Taxation Regulations (“Law 

7/2021”). Readers interested in knowing more about the background to the Carbon Tax are 

referred to the writer’s earlier article “Carbon Tax Proposal – Possible Solution to Multiple 

Problems?” that appeared in the July – August 2021 edition of Coal Asia Magazine. 
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The Carbon Tax comes into force on 1 April 2022. 

 

The Finance Minister (“MoF”) foreshadowed, at the time Law 7/2021 was being considered 

by the Indonesian parliament, that the Carbon Tax would be implemented taking into account 

developments in the carbon market and the need for a proper regulatory regime for carbon 

pricing and carbon trading.  

 

On 29 October 2021, Presidential Regulation No. 98 of 2021 re Implementation of Carbon 

Economic Value to Achieve Updated NDC and NZE in National Development (“PR 

98/2021”) was issued. 

 

 

ANALYSIS AND DISCUSSION  

 

1. Overview of PR 98/2021 

 

Indonesia’s Updated NDC is to be achieved through a combination of so-called Climate 

Change Mitigation and Climate Change Adaptation. 

 

Central to progressing Climate Change Mitigation and Climate Change Adaptation is the 

implementation of Carbon Economic Value or “NEK”. 

 

The implementation of NEK is to be realized through a combination of (i) Carbon Trading, 

(ii) Performance Based Payments, (iii) Charges on Carbon and (iv) other mechanisms 

reflecting the development of science and technology. 

 

Carbon Trading comprises both (i) Emissions Trading and (ii) GHG Emissions Offset. 

 

As is so often the case with Indonesian laws and regulations, the wording of PR 98/2021 

leaves a great deal to be desired in terms of clarity and precision. As a consequence, different 

interpretations are inevitable in the case of various technical aspects of those provisions of PR 

98/2021 concerning Carbon Trading. Owing to PR 98/2021 having only been issued very 

recently, it has not proved possible for the writer’s staff to obtain coherent and consistent 

explanations, from officials at the Ministry of Environment & Forestry (“MoE&F”), as to 

what is the correct interpretation of those provisions of PR 98/2021 concerning Carbon 

Trading. Given the importance of PR 98/2021, it must be expected that arriving at the correct 

interpretation of the Carbon Trading regulatory regime, as contemplated by PR 98/2021, will 

remain a “work in progress” for some time to come. 

 

 

2. Key Concepts  

 

A tedious but nevertheless unavoidable part of understanding Indonesia’s new regulatory 

framework for Carbon Trading is developing a working familiarity with the meaning (or, 

perhaps, more accurately the apparently intended meaning!!) of at least some of the most 

important concepts that are utilized in PR 98/2021. Even by normal Indonesian, “jargon 

heavy”, regulatory standards, PR 98/2021 is notable for its employment of what is a truly 

extraordinary level of technical jargon.  

 



 

21WAS39 03 3 

A reasonably comprehensive list of the definitions is to be found in Article 1 of PR 98/2021. 

Unfortunately, however, the wording of many of the definitions is unenlightening at best and 

confusing at worst. Accordingly, the writer has taken the liberty of occasionally reworking 

some of the most important definitions to make them at least somewhat intelligible in the 

context of trying to better understand the apparent intention of the drafter of PR 98/2021 

when it comes to the recently introduced regulatory framework for Carbon Trading. The 

writer has also added a couple of definitions of his own in order to cover expressions that are 

used, with respect to Carbon Trading, in PR 98/2021 but (somewhat curiously) are not 

defined at all in Article 1 of PR 98/2021 or anywhere else in PR 98/2021 for that matter. For 

the purposes of this article only, the most important definitions are as follows:  

 

(a) Baseline GHG Emissions – estimates of GHG Emissions in particular industry 

sectors/sub-sectors or from particular activities/businesses within a particular period 

of time and without any Climate Change Mitigation or Climate Change Adaptation; 

 

(b) Carbon Units – proof of carbon ownership in the form of Carbon Emissions 

Reduction Certificates/Other GHG Emission Certificates recorded in the SRN PPI; 

 

(c) Carbon Trading – market-based mechanism to reduce GHG Emissions through 

either Emissions Trading or GHG Emissions Offset; 

 

(d) Climate Change Mitigation – activities intended to reduce GHG Emissions or 

increase GHG absorption so as to reduce the risk of climate change; 

 

(e) Climate Change Adaptation – activities intended to increase the ability to adapt to 

climate change; 

 

(f) Emissions Trading – buying and selling of Carbon Units, as evidenced by GHG 

Emission Reduction Certificates, through an organized and public exchange; 

 

(g) GHG – gases contained in the atmosphere, both natural and anthropogenic, which 

absorb and re-emit infrared radiation; 

 

(h) GHG Emissions – the release of GHG into the atmosphere in a certain area and 

during a certain period of time; 

 

(i) GHG Emissions Offset – MoE&F approved/recognized deemed fulfilment of all or 

part of Target GHG Emissions, in respect of a particular activity/business and during 

a particular period of time, on the basis of GHG Emissions reduction efforts carried 

out in respect of another activity/business whether in the same industry sector/sub-

sector or in a different industry sector/sub-sector; 

 

(j) GHG Emissions Offset Statements – statements to be provided to MoE&F by 

would-be utilizers of the benefit of the GHG Emissions reduction efforts carried out 

in respect of different activities/businesses to the activities/businesses of the would-be 

utilizers and for the purpose of obtaining MoE&F approval/recognition of GHG 

Emissions Offsets; 

 

(k) GHG Emissions Reduction Certificates – certificates issued by MoE&F providing 

proof of GHG Emissions reduction activities/performance/results that have gone 
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through MRV and are recorded in the SRN PPI in the form of a registry number 

and/or code; 

 

(l) GHG Emissions Upper Limit – highest permitted GHG Emissions level for a 

particular industry sector/sub-sector and in a particular period of time as determined 

by MoE&F; 

 

(m) MRV – activity of measuring, reporting and verifying, in accordance with established 

procedures and standards, Climate Change Mitigation activities/performance/results 

and Climate Change Adaptation activities/performance/results; 

 

(n) NEK – carbon economic value being the value of each unit of GHG Emissions; 

 

(o) Other GHG Emissions Certificates – certificates/statements evidencing GHG 

Emissions reduction activities/performance/results that are issued other than pursuant 

to the Indonesian scheme for the issuance, by MoE&F, of GHG Emissions Reduction 

Certificates and are recorded in the SRN PPI in the form of a registry number and/or 

code; 

 

(p) SRN PPI – national registry system for managing data, information and resources 

on/for Climate Change Adaptation, Climate Change Mitigation and NEK in 

Indonesia; and 

 

(q) Target GHG Emissions – target levels of reduced GHG Emissions, applicable to 

activities/businesses in particular industry sectors/sub-sectors and within a particular 

period of time, as a result of Climate Change Mitigation or Climate Change 

Adaptation. 

 

 

3. Carbon Trading in General 

 

Carbon Trading is sometimes and somewhat confusing referred to in PR 98/2021 as “buying 

and selling of Carbon Units”. What is really being bought and sold, however and at least 

from the perspective of most market participants, are GHG Emission Reduction Certificates, 

Other GHG Emission Certificates and the right to GHG Emissions Offsets. 

 

Carbon Trading, whether it be in the form of Emissions Trading or GHG Emissions Offset, 

may be carried out both domestically and internationally (PR 98/2021 Article 48(1)). MoF 

has, however, indicated that international Carbon Trading will only be allowed once 

Indonesia achieves its Updated NDC as, otherwise, foreign parties producing GHG 

Emissions would, inevitably, want to take advantage of Indonesia’s extremely low (by 

international standards) Carbon Tax rate and buy up GHG Emissions Reduction Certificates. 

MoF has, accordingly, foreshadowed the likelihood of a “domestic market obligation” being 

introduced in respect of the utilization of GHG Emissions Reduction Certificates for domestic 

Carbon Trading. 

 

Both domestic and international Carbon Trading must be recorded in the SRN PPI. 

International Carbon Trading separately requires “international Carbon Trading 

authorization” (PR 98/2021 Article 48(2)g). Just who provides authorization for international 

Carbon Trading is not specified but is, most probably, MoF. 
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The use of GHG Emissions Reduction Certificates, in both domestic and international Carbon 

Trading, is to be prioritized (PR 98/2021 Article 48(3)b). 

 

Carbon Trading policy is to be determined by MoE&F, following co-ordination with other 

relevant ministers (PR 98/2021 Article 48(4)). 

 

Carbon Trading, whether it be in the form of Emissions Trading or GHG Emissions Offset, 

may be carried out both within particular industry sectors/sub-sectors and across (i.e., 

between) industry sectors/sub-sectors (PR 98/2021 Article 49(3)). Cross-sectoral Carbon 

Trading is to be the subject of a separate MoE&F regulation (PR 98/2021 Article 49(4)).  

 

Development of the “infrastructure required for Carbon Trading” is to be carried out by 

MoE&F together with other relevant ministers/heads of institutions (PR 98/2021 Article 

54(3)). Just what constitutes “infrastructure required for Carbon Trading” is not specified 

but may well be a reference to, among other things, MRV, SRN PPI and the Carbon 

Exchange. 

 

It is envisaged that Carbon Trading will be subject to tax in the form of the imposition of so-

called “non-tax state revenue on sale and purchase transactions” (PR 98/2021 Article 54(4)).  

 

The “carbon market exchange centre” is to be domiciled in Indonesia ((PR 98/2021 Article 

54(7)). The “carbon market exchange centre” is, presumably, the organized/public exchange 

to be used for Emissions Trading and which is simply defined as the “Carbon Exchange” in 

Article 1 of PR 98/2021. At the time of writing, the intention appears to be that the Indonesia 

Stock Exchange will be the organized/public exchange to be used for Emissions Trading. 

 

 

4. GHG Emissions Reduction Certificates/Other GHG Emissions Certificates 

 

GHG Emissions Reduction Certificates are (i) evidence of GHG Emissions reduction 

activities/performance/results and (ii) the designated “tool” for Carbon Trading (PR 98/2021 

Article 71(2)a and b).  

 

In order to obtain GHG Emissions Reduction Certificates, parties must go through the 

following steps: 

 

(a) registration at/with the SRN PPI; 

 

(b) verification, by an independent verifier, of GHG Emissions reduction 

activities/performance/results in respect of Climate Change Mitigation carried out in 

respect of particular industry sectors/sub-sectors and within a particular period of 

time; and 

 

(c) reporting of verification results to MoE&F which then uses these results as the basis 

for determining whether or not to issue GHG Emissions Reduction Certificates (PR 

98/2021 Article 71(3)).  

 

The importance of GHG Emissions Reduction Certificates, in the proposed Indonesian 

system of Carbon Trading, is made very clear by virtue of the express prohibition on 
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“business actors” implementing NEK and having the opportunity to obtain economic benefits 

from NEK implementation “in the event that [MoE&F] does not issue GHG Emissions 

Reduction Certificates” (PR 98/2021 Article 73(6)).  

 

Notwithstanding the importance of GHG Emissions Reduction Certificates for Carbon 

Trading as well as for various other purposes, PR 98/2021 contemplates the possibility of 

GHG Emissions reduction activities/performance/results also being evidenced by Other GHG 

Emissions Certificates. In order to be used in Indonesia, these Other GHG Emissions 

Certificates must meet the following requirements: 

 

(a) be issued as part of a scheme that utilizes principles and procedures that meet 

international standards and/or Indonesian national standards; 

 

(b) the organizer of the other certification scheme must be accredited by Indonesia’s 

National Accreditation Committee; and 

 

(c) be otherwise acknowledged/recognized by MoE&F (PR 98/2021 Article 72).  

 

Although not beyond doubt, some allowance for Other GHG Emissions Certificates is 

probably necessary in order to facilitate international Carbon Trading in the form of 

business to business GHG Emissions Offset as discussed in Part 6 below. It seems unlikely, 

however, that Other GHG Emissions Certificates are intended to have any role in domestic 

Carbon Trading in the form of non-business to business Emissions Trading as discussed in 

Part 5 below. This is because domestic Carbon Trading, in the form of non-business to 

business Emissions Trading, takes place on the Carbon Exchange which, presumably, 

requires the use of standardized GHG Emissions Reduction Certificates which, by definition, 

Other GHG Emissions Certificates are not. 

 

 

5. Emissions Trading 

 

For Emissions Trading to take place in Indonesia, Indonesia needs to first develop/finalize (i) 

trading procedures, (ii) MRV procedures, (iii) regulations for the “use of Carbon Units” (in 

reality, GHG Emissions Reduction Certificates) and (iv) regulations for the “transfer of 

ownership of Carbon Units” (as evidenced by GHG Emissions Reduction Certificates) (PR 

98/2021 Article 50(1)). Indonesia, undoubtedly, has some considerable way to go in 

developing/finalizing these matters. 

 

When Emissions Trading becomes a reality in Indonesia, it will be able to be used in 

situations where there are: 

 

(a) activities/businesses (i) in respect of which GHG Upper Emissions Limits have been 

mandated for their industry sectors/sub-sectors but (ii) notwithstanding the carrying 

out of Climate Change Mitigation, these activities/businesses have GHG Emissions 

above the specified GHG Emissions Upper Limits for their industry sectors/sub-

sectors and within a particular period of time (“Potential ET Buyers”); and 

 

(b) other activities/businesses (i) in respect of which GHG Upper Emissions Limits have 

been mandated for their industry sectors/sub-sectors and (ii) having carried out 

Climate Change Mitigation, these activities/businesses have GHG Emissions below 
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the specified GHG Emissions Upper Limits for their industry sectors/sub-sectors and 

within a particular period of time (“Potential ET Sellers”) (PR 98/2021 Articles 

50(2) and 51(1)).  

 

Where the above conditions are met, Emissions Trading “is carried out by moving Carbon 

Units by business actors” (PR 98/2021 Article 51(2)). These extraordinarily oblique and 

unhelpful words are, most probably, to be understood as meaning that (i) Potential ET 

Sellers, which have an excess/surplus of GHG Emissions Reduction Certificates, may offer 

their excess/surplus GHG Emissions Reduction Certificates for sale via the Carbon Exchange 

and (ii) Potential ET Buyers, which have a deficit/shortfall of GHG Emissions Reduction 

Certificates, may acquire the additional GHG Emissions Reduction Certificates they need via 

the Carbon Exchange. 

 

Emissions Trading is a non-business to business mechanism that exclusively takes place 

through the intermediation of the Carbon Exchange. 

 

Although not apparent from a literal reading of PR 98/2021 Article 51, Emissions Trading is 

only possible as between different legal entities and is not applicable to different 

activities/businesses, with different Target GHG Emissions, carried on by the same legal 

entity. This is because Emissions Trading involves the sale, purchase and transfer of GHG 

Emissions Reduction Certificates. Self-evidently, the same legal entity cannot be both the 

seller/transferor and the buyer/transferee of the same GHG Emissions Reduction Certificate. 

 

 

6. GHG Emissions Offset 

 

For GHG Emissions Offset to take place in Indonesia, Indonesia needs to first 

develop/finalize (i) procedures for calculating GHG Emissions Offsets, (ii) procedures for 

issuing GHG Emissions Offset Statements and (iii) procedures for the use of GHG Emissions 

Reduction Certificates and Other GHG Emissions Certificates (PR 98/2021 Article 52(3)). 

Indonesia, undoubtedly, has some considerable way to go in developing/finalizing these 

matters. 

 

When GHG Emissions Offset becomes a reality in Indonesia, it will be able to be used in the 

situation where there are: 

 

(a) activities/businesses which (i) do not have specified GHG Emissions Upper Limits 

for their industry sectors/sub-sectors and (ii) have carried out Climate Change 

Mitigation but (iii) their GHG Emissions reduction performance/results are either (X) 

below both the Target GHG Emissions and the Baseline GHG Emissions for their 

industry sectors/sub-sectors within a particular period of time or (Y) above the Target 

GHG Emissions but below the Baseline GHG Emissions for their industry 

sectors/sub-sectors and within a particular period of time (“Potential Offset 

Utilizers”); and 

 

(b) other activities/businesses which (i) do not have specified GHG Emissions Upper 

Limits for their industry sectors/sub-sectors, (ii) have carried out Climate Change 

Mitigation, (iii) have GHG Emissions reduction performance/results that are above 

the Target GHG Emissions for their industry sectors/sub-sectors within a particular 

period of time and (iv) can evidence their above Target GHG Emissions with GHG 
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Emissions Reduction Certificates/Other GHG Emissions Certificates (“Potential 

Offset Providers”) (PR 98/2021 Article 52(2) and Article 53(2)). 

 

Where the above conditions are met, GHG Emissions Offset is carried out by “providing a 

statement of emissions reduction using the results of Mitigation Actions from other business 

and/or activities” (PR 98/2021 Article 52(1)). Again, these are extraordinarily oblique and 

unhelpful words. Probably, however, these words are intended to allow GHG Emissions 

Offset to be used both (i) where the Potential Offset Utilizer and the Potential Offset 

Provider are different legal entities/parties carrying on the same or different 

activities/businesses (“GHG Emissions Offset Alternative 1”) and (ii) where the Potential 

Offset Utilizer and the Potential Offset Provider are the same legal entity/party but the 

Potential Offset Utilizer needs the GHG Emissions Offset in respect of a different 

activity/business to that in respect of which the relevant above Target GHG Emissions have 

been achieved (“GHG Emissions Offset Alternative 2”) as follows: 

 

(a) GHG Emissions Offset Alternative 1 - Where the Potential Offset Utilizers and 

the Potential Offset Providers are Different Parties: - (i) Potential Offset Utilizers 

may identify and negotiate directly with Potential Offset Providers to obtain the 

benefit of/right to utilize their GHG Emissions Reduction Certificates/Other GHG 

Emissions Certificates, (ii) in the event of agreement being reached, Potential Offset 

Utilizers acquire from Potential Offset Sellers the benefit of/right to utilize their GHG 

Emissions Reduction Certificates/Other GHG Emissions Certificates, (iii) acquiring 

Potential Offset Utilizers submit, to MoE&F, GHG Emissions Offset Statements and 

(iv) MoE&F approves/recognizes and calculates the GHG Emissions Offsets to which 

the acquiring Potential Offset Utilizers are entitled; and 

 

(b) GHG Emissions Offset Alternative 2 - Where the Potential Offset Utilizers and 

the Potential Offset Providers are the Same Party - (i) Potential Offset Utilizers 

submit, to MoE&F, GHG Emissions Offset Statements in respect of 

activities/businesses they own/operate that have below Target GHG Emissions levels 

and (ii) MoE&F approves/recognizes and calculates the GHG Emissions Offsets to 

which the Potential Offset Utilizers are then entitled in respect of other 

activities/businesses they own/operate that have above Target GHG Emissions levels. 

 

GHG Emissions Offset Alternative 2 is possible because, unlike Emissions Trading, GHG 

Emissions Offset does not have to (although it may do so as in the case of GHG Emissions 

Offset Alternative 1) involve any formal change in the legal ownership of GHG Emissions 

Reduction Certificates/Other GHG Emissions Certificates but, rather, can simply be 

achieved, if necessary, through MoE&F approval/recognition and calculation of the 

applicable GHG Emissions Offset, by an activity/business other than the business/activity 

which actually undertook the relevant Climate Change Mitigation. 

 

GHG Emissions Offset is likely to be used most commonly (i) with respect to GHG 

Emissions Offset Alternative 1 in the case of either (X) domestic Carbon Trading involving a 

local party (i.e., Potential Offset Utilizer) with an activity/business that does not have a 

specified GHG Emission Upper Limit and, therefore, Emissions Trading is not available or 

(Y) international Carbon Trading involving a foreign party (i.e., the Potential Offset 

Provider) that does not have GHG Emissions Reduction Certificates but, rather, only has 

Other GHG Emission Certificates which a local party (i.e., the Potential Offset Utilizer) 

wants to obtain the benefit of and (ii) with respect to GHG Emissions Offset Alternative 2 in 
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the case of domestic Carbon Trading where the Potential Offset Utilizer carries on/operates 

activities/businesses with different Target GHG Emissions and different Baseline GHG 

Emissions and the activity/business with the below Target GHG Emissions does not have a 

specified GHG Emissions Upper Limit.  

 

GHG Emissions Offset Alternative 2 most probably has no application, in either domestic or 

international Carbon Trading, where (i) the Potential Offset Utilizer has an activity/business 

with below Target GHG Emissions but that activity/business has a specified GHG Emissions 

Upper Limit and (ii) the Potential Offset Provider has GHG Emissions Reduction Certificates 

that can be bought and sold on the Carbon Exchange. This is because it will surely always be 

easier and cheaper, in these circumstances, for the Potential Offset Utilizer to obtain the 

benefit of the Potential Offset Provider’s GHG Emissions Reduction Certificates through 

non-business to business Emissions Trading, via the Carbon Exchange, rather than through 

business to business GHG Emissions Offset requiring as it does the unavoidable case by case 

involvement of MoE&F to calculate and approve/recognize the applicable GHG Emissions 

Offset. 

 

 

7. Issues with Indonesia’s Approach to Carbon Trading 

 

7.1 Potential Carbon Unit Confusion: The concept of Carbon Units, which is referred to 

in PR 98/2021 as the “tool” for Carbon Trading, is neither sufficiently well-developed 

nor sufficiently well-defined/well-explained in PR 98/2021 to make clear the intended 

relationship between Carbon Units and GHG Emissions Reduction Certificates/Other 

GHG Emissions Certificates. This is unfortunate because it is likely to lead to 

confusion and uncertainty given most business people understand Carbon Trading to, 

in practical terms, involve either the (i) buying and selling of GHG Emissions 

Reduction Certificates in the case of Emissions Trading or (ii) the utilization, through 

offset, of GHG Emissions Reduction Certificates/Other GHG Emissions Certificates 

in the case of GHG Emissions Offset. 

 

Although a far from perfect analogy, the relationship between Carbon Units and GHG 

Emissions Reduction Certificates/Other GHG Emissions Certificates, as envisaged by 

the drafters of PR 98/2021, may be thought of as being somewhat akin to the 

relationship between shares and share certificates in the case of stock trading. In other 

words, it was probably the intention of the drafters of PR 98/2021 that Carbon Units, 

like shares, are the benefits/entitlements/rights due to the owners of Carbon Units 

while GHG Emissions Reduction Certificates/Other GHG Emissions Certificates, like 

share certificates, are the tangible evidence of the ownership of those 

benefits/entitlements/rights. More particularly, just as acquiring shares in a company 

entitles the owner of the shares to voting/dividend/attendance/information rights in 

respect of the relevant company, carrying out successful Climate Change Mitigation 

entitles the responsible party to certain benefits/entitlements/rights consequent upon 

the achievement/over-achievement of its Target GHG Emissions including, most 

importantly, the right to (i) continue carrying on its GHG Emissions generating 

activity/business and (ii) monetize, through trade or offset, any above Target GHG 

Emissions. 
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7.2 Alleged Inappropriateness/Unfairness of Allowing GHG Emissions Offset: Some 

commentators have been quick to criticize Indonesia for allowing GHG Emissions 

Offset at all when, as they point out, GHG Emissions Offset can never be a substitute 

for actually reducing GHG Emissions and may, in fact, be seen as simply facilitating 

the continued production of below Target GHG Emissions in the case of parties that 

satisfy their Climate Change Mitigation obligations by the simple expedient of buying 

the benefit of or otherwise utilizing the benefit of above Target GHG Emissions 

attributable to other activities/businesses. This is probably unfair, however, as other 

commentators have highlighted that, while not ideal and certainly not a long-term 

solution to the problem of GHG Emissions, GHG Emissions Offset is a pragmatic 

recognition of the fact that, at this time and in some industry sectors/sub-sectors, there 

is simply no viable way to actually reduce GHG Emissions. The airline industry is 

often cited as a good example of this. Accordingly, it should actually be seen as being 

to Indonesia’s credit that it is willing to recognize the realities of the GHG Emissions 

reduction problem and make possible interim strategies that, at least, result in some 

net benefit in managing if not solving the GHG Emissions problem. 

 

7.3 Likely Limited Commercial Interest in Carbon Trading: Given payment of the 

Carbon Tax and Carbon Trading are essentially alternative means by which an 

Indonesian company, producing below Target GHG Emissions, may continue to carry 

on its activities/businesses, Indonesian companies will, inevitably, consider the 

relative costs involved before making a final decision on which alternative to pursue.  

 

The Carbon Tax is currently set at the extremely low rate of Rp30 per kilogram (or 

Rp30,000 per ton) of CO2e, being the equivalent of about US$2 per ton of CO2e 

Putting this rate in context, the Fiscal Policy Agency of the Ministry of Finance 

originally proposed that the rate be set initially at Rp75 per kilogram (or Rp75,000 per 

ton) of CO2e, being the equivalent of about US$5 per ton of CO2e. Meanwhile, the 

High-Level Commission on Carbon Prices recommended a Carbon Tax rate of at least 

US$40 per ton of CO2e initially, increasing to US$50 per ton of CO2e by 2030. 

Likewise, the International Monetary Fund proposed that Indonesia set its Carbon Tax 

rate at US$35 per ton of CO2e if it wanted to ensure that it meets its Updated NDC. 

 

The current Carbon Tax rate is, of course, expected to increase over time. 

Nevertheless, until such time as there is a dramatic increase in the Carbon Tax rate, it 

is likely to always be much cheaper to pay the Carbon Tax rather than use Carbon 

Trading to ensure the continuation of activities/businesses that are significant 

producers of below Target GHG Emissions.  

 

 

SUMMARY & CONCLUSIONS 

 

PR 98/2021 provides a very general outline only of how the Government proposes Carbon 

Trading will work in Indonesia. It is, in essence, a “framework” document that still needs to 

have many of the critical details worked out and otherwise “filled in”.  

 

The numerous ministerial regulations that are required to make Carbon Trading a reality in 

Indonesia remain unfinalized and unissued. Because of this present lack of detail, it is 

difficult to assess whether or not Indonesia’s proposed approach to Carbon Trading will work 

well in practice.  
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The most that can really be said is that PR 98/2021 is a tentative first step in establishing a 

comprehensive regulatory basis for Carbon Trading in Indonesia. 

 

Even when the comprehensive regulatory basis for Carbon Trading is in place, it is still most 

unlikely that Carbon Trading will assume much importance in Indonesia. Significant Carbon 

Trading activity depends on the Carbon Tax rate being increased to a level at which Carbon 

Trading becomes a viable and cost-effective alternative way for companies to fulfill/be 

deemed to have fulfilled their Climate Change Mitigation obligations. That time could still be 

a long way off.  

 

 

***************************** 

 

 

This article was written by Bill Sullivan, Senior Foreign Counsel with Christian Teo & 

Partners and Senior Adviser to Stephenson Harwood. Christian Teo & Partners is a Jakarta 

based, Indonesian law firm and a leader in Indonesian energy, infrastructure and mining law 

and regulatory practice. Christian Teo & Partners operates in close association with 

international law firm Stephenson Harwood which has eight offices across Asia, Europe and 

the Middle East: Dubai, Hong Kong, London, Paris, Piraeus, Seoul, Shanghai and 

Singapore.  
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