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Abstract 
Recent updates in the Indonesian legal framework address energy 
security and related concerns in many instances.  Not only mandating 
physical availability of energy, the laws also request other measures to 
ensure the management of resources for the people’s welfare.  However, 
a complete set of aligned implementing regulations for various laws in 
the energy sector and related segments of the economy is crucial in 
translating the new perspectives into action.  Strengthening stakeholder 
participation is inevitably important. 
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1. Introduction  
 
Energy security is now back on center stage as one of the major global issues. Energy is a 
basic need for sustaining the life, livelihood and development of any country, while various 
factors may cause the disruption and discontinuity of energy supply.  Every country can 
secure energy availability through maintaining access to various energy resources and 
practicing efficient utilization.  Natural limits on the amount of energy available and the 
growing need for energy have increasingly pushed countries towards seeking cross-border 
alternative sources.  However, combining the need to secure energy supply with global 
dependency on fossil fuels and the concentration of fossil energy reserve locations has often 
led to tensions among countries. Conflicts and wars related to energy matters have never 
subsided for long.   
 
The United Nation convention on climate change has made the issue of energy selection and 
utilization part of the bilateral and multilateral discussions among countries.  A large body of 
scientific evidence shows that human activities, including energy use, have contributed 
significantly to the global warming that has led to to extreme changes in the Earth's climate.  
Schemes to mitigate greenhouse gas emissions are part of the global agreements resulting  
from this series of negotiations.  Along with this arrangement, energy has become an 
important factor influencing both domestic and foreign policies of countries, as well as 
affecting political, economic, business, and social decisions of country leaders.  Hence, 
energy security is also linked to a wider concern of national security.  Many decisions in the 
management of energy resource and consumption will have implications on energy security, 
as well as national security, in the medium and longer term. 
 
There are various indications of non-optimal management of Indonesian energy resources 
and energy consumption.  The national energy price subsidy policy has led to excessive usage  
for those who have access to modern energy, lack of interest in energy saving, and a heavy 
burden on the state budget.  It also sustains high dependency on fossil fuels, while hampering 
the development of renewable energy resources and new energy alternatives. The policy of 
making fossil fuel energy resources a main export commodity may have supported the 



country’s revenue for decades, but it also resulted in limited efforts toward conservation of 
non-renewable energy resources and has led to insufficient supply for the growing domestic 
need for energy.  Lack of comprehensive planning and weak coordination has resulted in a 
segregated and inconsistent legal framework and high-cost economy, as well as serious 
imbalances in energy supply and demand, which cause widespread energy problems.  It is 
clear that the country’s collective decisions do not substantiate energy security.  The resulting 
energy crisis has caused escalating tensions in many districts and may threaten national 
security if it remains unchecked.  This situation requires that groundwork  be done.   
 
Energy security is in fact mandated by Law 17/2007 concerning the Long Term National 
Development Plans 2005-2025 (RPJPN) and Law 30/2007 on Energy. Further, these laws 
explicitly acknowledge the links between energy, country development, and the welfare of 
people.   Both laws, which require physical availability of energy, also dictate various 
principles, such as economical energy pricing, the roles and functions of institutions in the 
central government as well as sub-national administrations, participation of stakeholders, and 
caring for the needs of future generations.  These laws embody a significant shift in paradigm 
and imply major changes, as well as consequences.  As such, the implementing regulations of 
these recently issued legal bases are awaited both with high expectation and skepticism.  
Without strong determination and serious efforts, these laws will remain little more than text 
on paper. 
 
This article highlights the new perspectives reflected in these new laws.  Section 2 discusses 
major changes in the Indonesian legal framework, which affect the energy sector.  Section 3 
highlights the new laws from the energy security perspective.  Section 4 focuses on 
implications of the requirements mandated by the laws concerning role and responsibilities, 
capacity improvement, cost allocation, alignment of policy, and implementing regulations.   
 
 
2. Legal Framework Updates  

Article 33 (3) of the Republic of Indonesia’s Constitution of 1945 asserts that the state has the 
authority over the country's land mass, as well as the water and natural resources within, and 
that these resources must be utilized for the optimum benefit of the people.  This implies a 
dominant role of the state in regulating and managing Indonesia's natural resources,  
including energy.   Further, the wellbeing of the people of Indonesia must be positioned as 
the main objective in all resource utilization.  

The Long Term National Development Plan (RPJPN) 2005-2025 was signed on February5,  
2007, in the form of Law 17/ 2007.  It serves as a guideline for continuous development 
efforts for the next two decades, covering all aspects of life and aiming towards improving 
people’s welfare as the national objective mandated by the constitution.  It also puts a strong 
emphasis on the generational balance, in which the efforts to improve the livelihood of the 
existing generation does not negatively influence the  interests of future generations.   

Activities in the energy sector are part of the overall national development.  It has a strong 
link with other sectors, as well as with various social and environmental matters.  Shifts in the  
energy sector pattern are neither independent from what happens in other sectors, nor 
occurring in a vacuum.  Vice versa, efforts to improve the conditions in other sectors cannot 
be separated from conditions and achievements in the energy sector.  The scope and depth of 
this interaction will influence the process and outcome along the development path of the 
country.     



Another new legal product is Law 30/2007 on Energy, containing long awaited guidelines for 
the energy sector, issued on August 10, 2007. Section 10 (ten). Article 34 (thirty-four) of this 
law stipulates the various government obligations related to energy matters, such as to ensure 
energy access for all Indonesians, provide energy security through proper policies, and 
strengthening the legal position of the national energy policy.  It mandates that the 
government guarantee social benefits from energy resource utilization and take good care of 
environmental assets.  It also requires a National Energy Board to be established and ensure 
pronounced management of energy resources.  Overall, it mandates wide-ranging elements to 
address sustainable development and energy security in national energy management.   

The Energy Law is expected to serve as the starting point for comprehensive and 
synchronized improvement in energy resource management in Indonesia.  However, such a 
high expectation is accompanied by apprehension, considering that this requires many 
implementing regulations and policies to translate the principles into operational legal 
references.  In many cases it takes a long time to formulate a complete set of implementing 
policies and regulations for an Indonesian law.  Without operating regulations, the Energy 
Law will have no impact.  The second concern relates to the fact that other laws in the energy 
sector have been established independently from each other and that all of these laws have 
the same status in the legal hierarchy.  In this context, the Energy Law can lead to many more 
overlaps and inconsistencies in various laws, as well as their respective operational policies 
and regulations.  In other words, it simply enhances the complexities of the legal framework 
governing the energy sector. 

However, it is important to keep a positive outlook on the implementation of both Law 
17/2007 and 30/2007.  As they are already part of the existing legal system, it is appropriate 
to work out how to make them function in the appropriate direction.  It is possible to position 
the presence of these new legal updates as momentum for endorsing a concerted effort 
towards an improved legal framework, policy design and decision process, as well as the plan 
and strategy for development. Embarking on a more open process and taking into account 
various stakeholder standpoints would enrich the contents of the upcoming implementing 
regulations and create a better chance for them to be more operational than their counterparts 
of the past.  This approach is even more crucial for coping with inconsistencies among the 
many laws in the energy sector and the related legal bases in other sectors.  A more 
participatory process can be expected to facilitate wider public acceptance and support during 
implementation, therefore lowering the risk of failure.  

 

3. Energy Security in the New Laws 

Each country needs to find innovative ways of achieving energy security suitable for their 
own set of challenges and opportunities.  Distinctive geological and geographical positions, 
natural endowments, demographic characteristics, and other physical features make each 
country and the areas within their territories different.  The needs, preference sand decisions 
made by its people make a country unique.  Considering these characteristics, every country 
faces individual challenges in dealing with both global and local problems.  A global 
quandary, such as global warming, and a common issue like ensuring energy security or 
implementing sustainable development will have to be responded to differently by each 
country for that reason.      



Energy security and sustainable development have been explicitly mandated by the 
Indonesian Energy Law.  Article 2 lists the principles for energy management, which are (i) 
beneficial, (ii) fair efficiency, (iii) value added, (iv) sustainability, (v) welfare of people, (vi) 
environmental protection, (vii) national security, (viii) harmonization based on national 
capacity.  Article 3 states that the context of managing energy is to attain sustainable 
development and improved energy security on a national level, which will, among other 
things, result in the provision of sufficient energy for domestic needs, ensure efficient 
utilization, and improve energy access. Both laws not only demand physical availability of 
energy, but also dictate various principles, such as fair development; the accountability and 
responsibility of institutions at the central, as well as sub-national administration, levels  
governments; participation of stakeholders, and concern for the  needs of future generations.  
It unequivocally acknowledges the links among energy, country development, and the 
welfare of the people.  A similar standpoint is also stated in the Law on Long Term National 
Development Plans.   

Further review of the energy security perspective in these laws can be linked to 3 (three) 
fundamental elements of energy security suggested by APERC (2007), which are: 
o Physical energy security, supported by the availability and accessibility of supply sources 
o Economic aspect of energy security, indicated by the ability to afford to acquire energy 

resources, energy services, and energy infrastructure development 
o Environmental sustainability, in which the development and utilization of energy 

resources meets the needs of the present without compromising the ability of future 
generations to meet their own needs. 

 

Physical 
 
Availability of and accessibility to energy sources and services are crucial to meeting basic 
human needs and to allow for country development.  Access is a basic requirement for 
benefiting from energy services since energy availability is not possible without access.  
Supply availability also needs to fulfill the requirements of  stability and good quality.  These 
conditions are necessary for achieving energy security and sustainable development 
objectives.  
 
Article 19 (1) ensures the right of every individual to have access to energy.  Article 3 of the 
Energy Law mandates energy availability and accessibility, both from local and foreign 
energy sources.  Article 5 (1) states that the government is obligated to provide an energy 
buffer stock to ensure national energy security.  

 

Economic 
 
Energy provision is also determined by the capacity of a country to develop its energy 
resources, to build the necessary infrastructure to process and distribute energy, as well as the 
ability to lock and fund import trading.  Section IV of the Law on Long Term National 
Development Plans demands that the National Energy Policy cover availability, development 
priority, utilization, and a buffer stock of energy to support national objectives.  It also 
mandates the establishment of the National Energy Board (Dewan Energi Nasional, DEN) 
responsible for designing and formulating the national energy policy.   



 
Another important element affecting energy security is pricing policy.  The existing energy 
policy in Indonesia determines some end-user energy prices to be lower than the cost of 
supply.  While this is favorable in terms of addressing the low purchasing power of some 
segments of the Indonesian population, there are many unfavorable implications from this 
policy.  The price subsidy for petroleum products has severely discouraged the development 
of renewable energy, encouraging excessive energy consumption, and increasingly pressuring 
the state budget as international oil prices continue to stay high. The low electricity tariff has 
hampered the utilization of renewable energy as an alternative source of primary energy for 
electricity generation.  Even worse, it incapacitates expansion of electricity access and denies 
electricity services to  nearly half of the  population of the country.  Distribution of benefits 
from the subsidy policy is in favor of those with the privilege of having energy access, which 
in fact contradicts the main subsidy objective of supporting poor groups.  All these 
drawbacks undermine energy security.  
 
There have been numerous government attempts to adjust energy prices, as noted in a 
previous article in this journal.  The main motivation during recent years has been to reduce 
the burden of subsidy allocation in the state budget as it surges along with strong 
international oil prices at a time when Indonesia is shifting position to become an importer of 
oil products.  However, energy price adjustment is not an easy task, especially due to the 
political implications attached to the process. A few decades ago, setting a low energy price 
was supported by the fiscal capacity from exporting a hefty volume of oil and gas, as well as 
huge loans and other development funds from multinational agencies.  The low energy price 
at that time was fed by a sense of pride garnered from the abundance and wealth attributed to 
the success of the authorities.  This strategy was among many measures taken to gain public 
support for the incumbent.  As a result, energy price determination in Indonesia has become a 
highly political process, which involves top government officials and affects their perceived 
performance.  Although detaching the process from this historical background is difficult, the 
government has managed to adjust certain petroleum product prices and therefore remove the 
subsidy for these commodities.  The remaining task is still challenging, as the search for  
gentle and politically safe price adjustment measures and mechanisms, has not been 
successful. 
 
In the meantime, Article 7 (1) of the Energy Law states that energy price shall be determined 
based on fair economic value, which covers supply, and environmental and conservation 
costs, as well as an appropriate margin that takes into account consumer and public 
capacities. The implementation of this mandate would require an in-depth and careful 
examination for each of these price components.  Any response to the full cost of the supply 
requirement would be immediately challenged by the above political considerations, and 
environmental and conservation charges would be linked to intense quantification exercises 
and possible challenges from existing energy producers and consumers alike.  Article 7 (2) 
rules that central as well as sub-national governments should provide a subsidy for poor 
people.  While distributing the fiscal burden to sub-national administrations reduce the 
pressure on the state budget, extra care will be required in building the capacity of the sub-
national authority for undertaking this new task. 
 
Article 10 (1) stipulates international collaboration as another way to ensure national energy 
security and domestic availability of energy.  Indonesia will be competing with other 
countries in its energy search within the global context. Any transactions with foreign energy 
sources must be seen in parallel with the country’s monetary reserves to pay for the charges. 



Article 10 (3) further notes that approval from the legislature is required for those 
collaborations that have a high-impact on the people and/or the state budget, or which 
necessitate adjustment of the existing laws, or new additions.   

 

 

Environmental Sustainability 
 
Limited attention has been paid in Indonesia and worldwide toward energy security linkages 
within the context of environmental conditions. The business-as-usual management of energy 
resources has been damaging the environment.  High dependency on and excessive use of 
fossil fuels has led to global warming and extreme climate consequences.  Increasing 
evidence shows that the subsequent chain reactions of this condition are detrimental and will 
be devastating to human beings and other creatures living on this planet if change is not 
instituted. Severe storms, cyclones, and other extreme weather conditions also create surges 
in energy demand, as well as initiating disruptions in the transportation systems and other 
economic activities.  Energy transport by sea is especially prone to disruption by weather 
changes.  Environmental conditions are a significant factor leading to both rising demand and 
supply disruption, and both of these outcomes weaken energy security. 
 
The long period between the time decisions are made and observable impacts occur may 
cause ignorance and lack of attention towards the relationship between energy security and 
the environmental condition. However, this is becoming ever more increasingly obvious now 
as the body of scientific evidence is publicly available and more people are becoming aware 
of the reality of global warming and its implications.  
 
The presence of the Energy Law provides a good opportunity to improve energy management 
in Indonesia, through, among other things, including more environmental considerations.  
Article 2 of the Energy Law emphasizes sustainability and environmentally friendly 
principles in energy management.  Article 3 (1) states that one of the objectives for energy 
management is to maintain sustainability of environmental functions or services.  
Nevertheless, more operational regulations governing the process, division of authority and 
responsibility among institutions, as well as the selection of design and implementation 
measures of this guideline, remain to be seen. 
 
 
4. Implications of the Mandated Changes 

The new laws are now part of the prevailing legal framework, and they contain significant 
shifts from the existing norms.  To make them work, a set of specific and comprehensive 
policies and implementing regulations are required.  Formulation of every single policy and 
the regulations that follows will need to consider various consequences and implications, as 
well as the conditions and capacities of all stakeholders.  Some transitional directives might 
be indispensable.  The support and concerted efforts of all elements of the nation will be 
essential in order to achieve the energy security and sustainable development objectives 
mandated by the laws.   
 
Some of the changes embodied in the laws and the respective implications are as follows: 
 



1. Change of Paradigms 
Several of the paradigms previously adopted are no longer suitable.   First, the perception 
that Indonesia is rich in oil.  It has made us confident about relying on oil as a major 
export commodity to generate revenue, whereas the reality is that our dwindling oil 
reserves are non-renewable resources, and there never really would have appeared to bean 
abundance in the first place if we had taken into account the needs of upcoming 
generations of the Indonesian population. In the meantime, domestic consumption is 
growing, leading to a significant increase in the volume of imported petroleum products.  
Second, the prevailing view that “demand must be served” needs to be carefully 
examined.  This view has narrowed attention to supply-side management for achieving 
the balance.  It has also caused inefficient energy use to continue unchecked. By any 
standard, excessive consumption is never justified considering that a significant portion of 
the Indonesian population is energy starved.  Third, subsidized energy prices are 
necessary for the welfare of the overall populace.  This view has created reciprocal 
expectations from the general public.  In reality, the majority of the subsidy benefits have 
been enjoyed by everybody but the poor, who do not have access to modern energy 
forms, nut who are the true, intended beneficiaries of the subsidy programs.  All of this is 
creating tremendous pressure on the state budget, debilitating various development 
programs, hampering renewable energy development, and encouraging inefficient energy 
usage. 
 
The decentralization paradigm has replaced the previous centralized government 
structure.  Delegation of authority, as well as responsibilities, is the new norm.  Sub-
national or regional and local administrations are among the parties involved in energy 
planning and responsible for providing subsidies for energy.   However, considerable 
preparation and many forms of assistance must be set into place to make this happen as 
expected.  In addition, some ambiguities linger in various matters, such as how to divide 
the responsibility for expanding energy access and implementing energy conservation 
measures.   
 
Each one of the above changes constitutes a major shift in mindset.  Putting them all 
together would imply a totally different world.  Transformation of this scale requires 
serious commitment, endurance, and support from all elements in the nation.  
 

2. Role and Responsibilities  
Maintaining a complex endeavor such as energy security requires the active participation 
of all stakeholders.  This means that the process involves the government at all levels, and 
that the laws must explicitly state the right of the general public to take part in the 
planning and energy management process.  A clear definition of role, function, authority, 
and responsibility of institutions is necessary.  This is crucial in important processes, such 
as in formulating energy policy to support national planning; managing the 
implementation stage, and extracting feedback from the monitoring and evaluation phase.  
The absence of such arrangements will create disarray and hinder progress. 
 

3. Stakeholders' Participation 
The new views in the updated legal framework require more efficient technology, 
exploration of new alternatives, more innovations, and various new ways of doing things.  
Human capacity is in the driver's seat of this endeavor.  It involves the decision makers, 
politicians, and professionals, as well as the general public. The actions range widely, 
from high level policy setting to the practical efforts of using energy efficiently. The 



mobilization of the participation and contribution of all stakeholders is essential, with  
their empowerment and capacity building being among the building blocks. 
 

4. Cost and Budget Requirements 
All of these changes require investments in many areas.  Improved energy management 
towards energy security and sustainable development entails expansion of energy access 
and respective infrastructure development.  It also involves energy diversification and 
support for renewable energy development.   New institutional arrangements, such as the 
establishment of a National Energy Board, would definitely require new budget 
allocations.   
 

5. Synchronization of Policy and Implementation 
Policy is the essential foundation of development, including in the energy sector.   A 
comprehensive policy that is built upon accurate data can improve the sensitivity and 
viability of the subsequent steps. This would require (a) a rigorous planning process 
involving a clear and consistent direction, (b) realistic implementation stages with 
unambiguous indicators of success, (c) participatory operational steps with strong 
coordination for synergy, and (d) continuous monitoring and evaluation to maintain focus 
and effective efforts.   
 
Table 3.1 shows Indonesian energy policy since 1981.  The existing problems indicate 
that this policy series has not been implemented as designed.  The inconsistencies in 
implementation are often due to the conflicting objectives of the various government roles 
of policy maker, regulator, as well as service provider.  
 

1. Monitoring and Evaluation 
Monitoring and evaluation efforts, as well as relevant documentation of the results of past 
and on-going implementation activities, are generally missing in the policy life cycle. As 
such, valuable data and information are not available for policy analysis. In this 
environment, the revision and upgrade of existing policy, as well as the preparation of 
new policy, is not based on in-depth understanding of the situation.  This pattern leads to 
ad hoc adjustment, which is prone to creating new crises as decisions are segregated, 
short sighted, and superficial.  Lack of information creates a wide gap between policy and 
reality during implementation, and hampers the improvement potential inherent in a 
lessons-learned approach.  The absence of policy dissemination and lack of information 
on the impacts of previous policy implementation also limit the support, participation, and 
contribution of the general public. 
 
A long-ranging horizon and far-seeing vision are also needed in national policy.  The 
existing National Energy Policy refers to the political platform of the current government.  
With Law 17/2007 on the Long Term National development Plan now in place, the 
existing energy policy and related regulations will need to be adjusted.  The Energy Law 
is expected to be able to reconcile the various laws and regulations existing in the energy 
sector.  Synchronization of the legal framework is an imperative for the healthy and 
strong contribution of the energy sector to national development. 
 



Table 3.1 Development of Energy Policy 
 

1981 1987 1991 1998 2003 2006 
KUBE KUBE KUBE KUBE KEN KEN 

Principal 
Policy 

Principal 
Policy 

Principal 
Policy 

Principal Policy Principal Policy Principal Policy 

1. Intensification 1. Intensification 1. Intensification 1. Intensification 1. Intensification 1. Intensification 
2. Diversification 2. Diversification 2. Diversification 2. Diversification 2. Diversification 2. Diversification 
3. Conservation 3. Conservation 3. Conservation 3. Conservation 3. Conservation 3. Conservation 
4. Indexation   4. Energy Price  4. Energy Price 

   5. Environment  5. Environment 

Supporting 
policy 

Supporting 
policy 

Supporting 
policy 

Supporting 
policy 

Supporting 
policy 

Supporting 
policy 

1. R & D 1. Energy 
Industry 

1. Energy Industry 1. Investment 1. Infrastructure 1. Infrastructure 

2. Energy Industry 2. Investment 
Climate 

2. Investment 
Climate 

2. Incentive & 
Disincentive 
 

2. Setting pricing 
mechanism based on 
economic value 

2. Public and Private 
partnership 

3. Investment 
Climate 

3. Energy Price 3. Energy Price 3. Standardization & 
Certification 

3.  Protection of 
vulnerable groups 

3. Community 
Development 

End User 
Policy 

End User 
Policy 

End User 
Policy 

4. Infrastructure 
Development 

4. Environment 4. R & D, Education, 
and Training 

1. Industry 1. Industry 1. Industry 5. Human Resource 
Quality Improvement 

5. Public and Private 
Partnership 

 

2. Transportation 2. Transportation 2. Transportation 6. Information 
System 

6. Community 
development 

 

3. Household 3. Household 3. Household 7. R & D 7. R & D and 
Training 

 

   8. Institution 8. Coordination for 
Optimizing Energy 
Mix  

 

   9. Management   

Source: DEMR 
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