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Abstract

Since 2013, the residential electricity price for High VA (Volt-Ampere) households has changed due to
changes in pricing policies. This paper analyzes the responsiveness of residential electricity demand to the
change in electricity prices and income among two different household groups (Low VA and High VA) in
2011 and 2014. Using an electricity consumption model and the Quantile Regression method, the results
show that residential electricity demand is price and income inelastic. Income elasticity is lower than price
elasticity. Furthermore, the effects on price elasticity also found in the Low VA group, whose rate remained
stable. At the same time, evidence proves the impact of the change in pricing policy on income elasticity
remains unclear. This result implies that the government has to be more careful in regulating electricity
prices for the low VA group while maintaining economic stability.
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Abstrak

Tarif listrik pada sektor rumah tangga dengan daya sambungan menengah ke atas (High VA) mulai
berubah semenjak tahun 2013. Tulisan ini menganalisa responsivitas dari permintaan listrik rumah
tangga terhadap perubahan harga dan pendapatan pada dua kelompok rumah tangga (Low VA dan
High VA) di tahun 2011 dan 2014. Dengan menggunakan model konsumsi listrik dan metode regresi
kuantil, didapatkan hasil yang menunjukkan bahwa permintaan listrik rumah tangga bersifar inelastic
terhadap harga dan pendapatan. Elastisitas pendapatan lebibh rendah daripada elastisitas harga. Lebih
lanjut diketabhui bahwa pengaruh terbadap elastisitas pendapatan juga dapat dilihat di kelompok Low
VA, walaupun kelompok ini tidak mengalami perubahan harga. Sementara itu, hasil penelitian tidak
berhasil menyimpulkan dampak perubahan kebijakan tariff terhadap elastisitas pendapatan. Keseluruban
hasil penelitian ini dapat menjadi pertimbangan pemerintah untuk lebibh berbati-hati dalam menyusun
kebijakan harga listrik untuk kelompok Low VA sembari mempertahankan kestabilan ekonomi.

Kata Kunci: sensitivitas, listrik, regresi kuantil
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Introduction

The decision regarding how much electricity should consume in each period is
different for every household due to a variety of reasons. Electricity is consumed to fulfill a
variety of needs with a broad range of importance, from necessities to recreational and luxury
means. The total consumption is determined by various factors, such as electricity price and
income level (Huang, 2014; Longhi, 2015; Romero-Jordan et al., 2016). The diversity of
dwelling attributes, age and region may also result in differences in electricity consumptions
(Huang, 2014; Yamasaki and Tominaga, 1997).

Analyzing household electricity consumption in Indonesia is important. One of the
reasons is that in the residential sector the consumption has been increasing over the years
and comprises the largest proportion compared to other sectors with 43.72% share of all
electricity consumption in 2015, with 88% electrification ratio (the Republic of Indonesia,
Ministry of Energy and Mineral Resources (MEMR), 2016). Another reason is the change in
electricity pricing regulation. It is important to know the effects of such development on the
household sector gave the responsibility of the Government of Indonesia (GOI) to control
strategic sectors and use all natural resources for the prosperity of citizens, as cited in the 1945

Constitution of the Republic of Indonesia.

The residential electricity tariff system in Indonesia is complex. The tariff is divided
into six groups based on the maximum power installed in the consumers’ house, with
the lowest being 450 Volt-Ampere (VA) and the highest being 6,600 VA and above, and
each group has different pricing schedules (based on Presidential Decree No. 8/2011 and
Ministerial Decree of Energy and Mineral Resources of Indonesia No. 30/2013, 09/2014, &
19/2014). The 450 VA and 900 VA consumer groups have the lowest basic and utilization
charges partly due to government’s subsidy. Such groups also have a flat pricing tariff based
on the electricity usage, whereas the others have a progressive tariff if they are not using the
prepaid system. In this system, the consumers buy a token card to pay for the limited units
of electrical power that can automatically cut off when the usage reaches the limit. Using the

prepaid system, the electricity tariff is based on the electricity usage.

Nevertheless, the maximum power installation may not reflect each household’s
consumption. Consumers with 900 VA may consume electricity in the same amount as
consumers in 1,300 VA; there is no maximum amount that can be consumed in a period.
However, the maximum power installation limits the amount of electricity that can be used
simultaneously. Therefore, when all types of households consume the maximum amount,

there will be no chance for households in 900 VA to consume more than households in
1,300 VA.

During 2013 and 2014, the government raised electricity prices for industrial sectors
and upper-class households (households with 1,300 VA power installed) to provide price
security to power plant investors and to reduce electricity subsidies simultaneously. The
government has planned to build many new power plants that will produce an additional
35,000 megawatts (MW) of power by 2019, hoping that it will increase the electrification

ratio. Such goal has to be supported by power providers, which are Perusahaan Listrik
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Negara (PLN) as a state-owned electricity company and/or private investors. However,
the government is the one who sets the selling price and gives annual subsidy to cover
the difference between cost and revenue of power plants with the approval of Indonesian
Parliament (Damuri, 2013). As PLN could not set the end price, it reported a loss for years
(Damuri, 2013). On the other hand, subsidy in price has pressurized national budget for years
deterring efforts to achieve energy efliciency (International Energy Agency [IEA], 2015).

Historically, the government has planned to gradually remove the electricity subsidy
and raise the electricity tariffs since 2013 (MEMR, 2016). In 2013, first, the consumers with
the most significant maximum (6,600 VA) experienced a gradual tariff increase before the
tariff system changed to tariff adjustment in 2014. This system allowed prices to be adjusted
monthly depending on fuel prices, exchange rates, and monthly inflation (PLN, 2014) that
may cause price fluctuations. Since October in the same year, electricity prices for consumers
between 1,300 VA to 5,500 VA had increased gradually until the end of 2014 when the
electricity tariff (Rp/kWh) of the said groups was equal to the 6,600 VA. The 450 VA and
900 VA electricity prices did not change during these years. Also, since early 2017, the pricing
structure for households with 900 VA has also started to change. The government began to
revoke the subsidy for consumers in 900 VA, although not entirely through a program called
Subsidi Listrik Tepat Sasaran (SLTS) or the Accurate Electricity Tariff Subsidy (MEMR,
2017). Such regulation induces a rise in price among the 900 VA consumers who are not
considered low-income consumers as the government only targets electricity subsidy to be

given to the real low-income citizens.

Some studies are touching on the subject of household electricity demand. The
previous studies derived the demand for household electricity from household production
and consumer behavior theories. However, the electricity demand function derived from
household production function rarely used due to unavailability of goods’ price data
in the analysis (Narayan and Smyth, 2005; Pourazarm and Cooray, 2013). Under the
household production theory, in the markets, households buy electricity or gas as a good
to be an input in producing an electric composite commodity together with capital stock
equipment; so that the electricity or gas will indirectly impact the utility of households
through the commodity (Alberini and Filippini, 2011; Pourazarm and Cooray, 2013). In
the household production theory, electricity demand function derived from maximizing
utility function subject to a budget constraint (Alberini and Filippini, 2011). Meanwhile,
based on consumer behavior theory, electricity is considered to affect consumer utility

directly (Pourazarm and Cooray, 2013).

The studies on the impact of price on electricity consumption for every income
level found different results. In Norway, high-income households are more sensitive to
price than low-income households while, in the U.S., the price elasticity of household
electricity consumption decreases concerning a rise in income (Alberini et al., 2011;
Nesbakken, 1999). On the other hand, an analysis in Spain regarding electricity
consumption revealed the U-shape price elasticity on quantile demand, meaning that the
group of consumers who consume the least and the highest are less responsive to change

in prices than the middle consumer group (Romero-Jordan et al., 2016). Meanwhile,
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in the U.S. a study found that as electricity consumption rises, price elasticity decreases
(Reiss and White, 2005).

The elasticity of income to electricity demand can also be different concerning income
levels. An increase in income will increase the electricity demand in low-income levels to
fulfill their basic needs and additional needs to live more comfortably (Romero-Jordan, et al.,
2016). However, at one point of income level, the increases in income have little impact on
the consumption (Romero-Jordan et al., 2016). Additionally, a study on the income elasticity
of electricity demand in 11 OECD countries states that electricity demand responds weakly
to income (Krishnamurthy and Kristrom, 2015).

In the case of Indonesia, a few earlier studies can be noted. A finding based on 600
respondents’ primary survey in seven cities in Java and Sumatra Islands found that higher
the ratio of electrical energy expenditure to income, the more vulnerable a price shock the
household group is exposed to (Batih and Sorapipatana, 2016). Additionally, a relatively
more high electricity price is likely to pressurize consumers to conserve more electrical energy
(Batih and Sorapipatana, 2016). Meanwhile, another previous research about Indonesia
using Computational General Equilibrium method and Indonesia Family Life Survey
(IFLS) 2007 data found that the budget share of electricity uniformly decreases with income
(Durand-lasserve et al., 2015). However, such paper using National Socio-Economic Survey
(SUSENAS) data still rarely can be found. Compared to IFLS dataset, SUSENAS has a
different structure. Therefore, this research tries to reinvestigate the issue using SUSENAS

data to complete the view.

This paper aims to identify how the change in electricity price affects the responsiveness
of electricity consumption to price and consumer income in different quantiles of consumption
levels in Indonesia using two sets of cross-section data from the SUSENAS in years 2011
and 2014. By applying Quantile Regression methods to the SUSENAS data, this research
intends to give more insight into the impact of the new electricity pricing policy that has
been implemented in 2013. Subsequently, the effect of the newer pricing schedule for 900
VA households in 2017 may be predicted.

Method

Electricity demand depends on electricity price, income, and other socio-economic

factors of consumers (Alberini and Filippini, 2011) that can write as follows:
E=E(RY;Z) 1)
Where: E is electricity consumption; P is price of electricity; Y is the household’s income; and

Z represents household characteristics influencing electricity consumption.

Households’ characteristics used in this study follow the work of Romero-Jordan et
al. (2016) and Radforst et al. (2012); they are number of appliances owned, educational
level of the breadwinner in the house and the region where the household lives. This study
uses dummy javabali and urban to represent the living region. Taking the natural logarithm

transformation of electricity demand, the equation becomes:
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lnEit = ﬁlit + ﬁzit ln Pit + ﬁ3it ll’l )]it + ﬁ4it Edulit + '85it Eduzit +
Be; Edus;, + B7; Eduy; + Bg,, equipment;, + By, javabali;, +
Bio; urban; + e 2)

Where: E is Electricity Consumption (kWh); P is Electricity Price (Rupiah/kWh); Y is
Income (IDR); Edul is Dummy variable, 1 if the years of education of the head of the family
are 6, 0 if otherwise; Edu2 is Dummy variable, 1 if the years of education of the head of the
family are 9, 0 if otherwise; Edu3 is Dummy variable, 1 if the years of education of the head
of the family are 12, 0 if otherwise; Edu4 is Dummy variable, 1 if the years of education
of the head of the family are more than 12, 0 if otherwise; equipment = Dummy variable,
1 if the household has either Air Conditioner, refrigerator, or water heater, 0 if otherwise;
javabali = Dummy variable, 1 if the household located in Java or Bali Islands, 0 if otherwise;
urban = Dummy variable, 1 if the household is in urban area, 0 if otherwise; i is household

in respective group; and t is year of observation; 2011 and 2014.

The model is estimated using Quantile Regression (QR) to look at the responses
of electricity consumption due to changes in all independent variables in every quantile
of consumption. The regression is estimated for the years 2011 and 2014 for 2 groups of
households based on the maximum power installed in the house: (1) Low VA (450-900 VA)
and (2) High VA (1,300 VA and above). These two groups are chosen because price changes
due to regulations since 2013 only apply to consumers that have at least 1,300 VA maximum

powers installed in their houses.

QR is used due to some reasons. First, QR is more beneficial than Ordinary Least
Square (OLS) to estimate this study’s purposes. QR regresses the sample data in each quantile
of conditional distribution of the dependent variable, while OLS regresses the average of
the data set (Hagfors, et al, 2016; Romero-Jordan, et al., 2016). OLS undeniably can also
estimate each percentile of data set, but the problem of adverse selection may occur (Romero-
Jordan, et al., 2016). Therefore, QR can give wider perspective than OLS. Another advantage
is that QR can also reduce the problem of outliers in the data set (Romero-Jordan et al.,
2016). The model for QR becomes:

InEy = By, + Bag; N Pyt + B3g; InYie + Pag,, Eduy;, + Bsg,, Eduy;, +

Beo Edus;, + Bre;, Edus,, + Bge;, equipment;; + Pog,, javabali;, +

Broe;, urban;, + Ineg;; (3)

. ; Y\ = . . .
For 0 < 6 < 1, with Quantileg (;) = xiBo where ¥ is the dependent variable and x is the
set of covariates, with quantile 6 being conditional distribution in the 8 quantiles. The Pé;
parameters can be interpreted as the impact of the respective variable on the demand for

electricity in quantile 6.

The variables used in this paper are a household level data taken from National Socio-
Economic Survey (SUSENAS) conducted by National Bureau of Statistics, Indonesia for
the years 2011 and 2014. These two years are chosen to capture the different pattern of
electricity consumption between quantiles due to change in price. The variables of electricity

consumption and income are taken as they are from the survey data. The unit price of
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electricity variable is calculated by dividing the electricity expenditure by the number of

electricity consumption in each household.

Before beginning the estimation processes, the dataset was checked for error. Raw
data from the survey comprises 285,186 observations in SUSENAS, 2011 and 285,400
observations in SUSENAS, 2014. However, due to the nature of the survey, there existed
many missing values and zero values that had to be cleaned. Additionally, this study only
prefers dataset for PLN consumers, so that observations from non-PLN consumers were
dropped. Excluding such observations, 179,598 and 103,409 observations in the years 2011
and 2014, respectively, were included in the final analysis.

Electricity consumption data on SUSENAS used in this study only comes from PLN
consumers and those who have a metering system in their houses indicated in the data. PLN
is a national electricity wholesale company with extensive distribution and transmission line
across Indonesia. Even though PLN is not the only company with a power plant, PLN is
the sole electricity distributor in Indonesia. However, there are consumers, most of whom
live outside Java and Bali islands and own a mini power generator in their houses in case of
an emergency when a blackout occurs. Therefore, because electricity consumption in the
SUSENAS data consists of electricity usage from all sources, consumption data from other
power generation besides PLN has to be dropped.

Education data in SUSENAS are categorical data with 14 categories. It is because
Indonesia has a national Islamic school and vocational school counted different from
common school. Moreover, there exists a particular exam to gain a school certificate without
actually going to school. However, following the common use of level of education variables
in literature, this study re-groups some categories in raw data into one group to be regressed

as the dummy variable.

Result and Discussion

The estimation results all have expected signs that mostly are statistically significant
at 99% confidence level (see all detailed result in Appendix A). All estimated coefhicients of
the variable price in the natural logarithm that indicate the elasticity of price on electricity
consumption has negative values. It means that increase in electricity price will decrease
electricity consumption. At the same time, the change in income has a positive relationship

with electricity consumption in all results.

The QR estimation results are illustrated in several X-Y graphs (Figures 1-5).
Each graph illustrates the relationship between each independent variable shown on the
Y-axis with the dependent variable and electricity consumption in the natural logarithm
value, shown on the X-axis. The horizontal dashed line in each graph represents the
OLS regression result and their confidence interval, while the solid line and a gray area
represent the QR result and confidence interval respectively. From such graphs, it is clear
that QR can explain the dependent variable better than OLS regression since QR can
capture varying effects of each independent variable across the distribution quantile of
the dependent variable.
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Price elasticity appears to be inelastic in all QR results. It proves that electricity is a
necessity good that cannot be substituted easily. Figures 1 and 2 illustrate the QR results
for price elasticity across the conditional distribution of electricity demand in two groups of

consumers given the two years observation data.

Figure 1. QR result of the sensitivity of electricity demand to price in Low VA group
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Figure 1 presents the resulting profile of QR within the demand distribution in Low
VA group. In both years, the price elasticity of the distribution of electricity consumption
curves had a downward sloping trend line in negative value that varies within range (in
absolute terms) from 0.87 to 0.90 in 2011 and from 0.77 to 0.85 in 2014. The negative
value indicates that consumption will decrease as price increases. The downward pattern
of estimation result in Figure 1 illustrates that consumers in the higher quantile are more

sensitive to change in price than consumers in the lower quantile.

It has to be noted that the responsiveness of electricity consumption to change in
price in 2014 was lower than the responsiveness in 2011 in all percentiles of electricity
consumption in the Low VA group. However, the magnitude of the decrease of elasticity
was slightly different among the same quantile of consumption in a different year. Figure 1
shows that the 2014 trend line of QR result of the price elasticity across the distribution of
electricity consumption is steeper than the trend line in 2011. Starting from the quantile
value of 0.4, the difference in the shape of such trend lines can be seen more clearly. It
means that the lower to middle consumers’ elasticity of price decreased more than the
highest consumption level quantiles resulting in higher price sensitivity for middle to
higher consumers than others in 2014. Such phenomenon may have occurred as people
in the lower quantiles, lower-income people, for the most part, did not have the luxury of
adjusting their consumption beyond their need unlike the middle to higher consumers.
The middle to higher consumers is likely to own more electric appliances that may be
adjusted flexibly with a change in price.
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Figure 2. QR of the sensitivity of electricity demand to price in High VA
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Figure 2 presents the High VA group QR estimation results. The elasticity of price
concerning quantiles’ consumption in 2014 was smaller in roughly the same proportion than
price elasticity across the quantiles in 2011. The estimated price elasticity for all quantiles’
distribution of electricity demand is fairly the same for one year of observation. Price elasticity
in both years was in the negative values that vary within range (in absolute terms) 0.92-0.95
in the year 2011 and 0.81-0.84 in the year 2014.

The relationship between price elasticity and electricity demand in 2011 as presented
in Figure 2 (a) roughly looks like a U-shape pattern showing that consumers below the
20th percentile and in above 80th had higher elasticity than those in 20th—80th percentiles.
The pattern supports the assumption that consumers in the lowest demand already consume
electricity efficiently only for their necessities. Thus their price elasticity is low. Then, as
demand goes up, the consumers become more responsive to the change in price. However,
the highest percentile consumers probably have a high income so they can spend more
on electricity without worrying about the price. In 2014, price elasticity decreased for all
quantiles of demand with slight change in pattern from 2011 as illustrated in Figure 2 (b).
There is a small inverted-U shape in lower quantile of the 2014 consumption distribution
profile different from 2011 relationship pattern between quantiles’ consumption and price
elasticity.

By looking at Figures 1 and 2 alone, the reason why price elasticity changed between
2011 and 2014 cannot be determined clearly. Thus, this study tried to run a similar regression
for the years 2012 and 2013 with results as shown in Figure 3. Without the change in prices
due to the regulation in 2013, the price elasticity of demand in all consumer groups had
been fluctuating from 2011 until 2013. The price elasticity distribution along the quantile
of consumers looked similar, the flat line for the Low VA group and U-shape for the High
VA group. However, the distribution of price elasticity among the quantiles in 2014 was
different as explained in previous paragraphs. Such condition might be attributed to the tariff
regulation change in 2013 and 2014, including the Low VA consumer group whose price did

not change.
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Figure 3. QR result of the sensitivity of electricity demand to price in the Low VA group in 2012 (a) and in
2013 (b), and in the High VA group in 2012 (c) and in 2013 (d)
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The effect of the 2013-2014 electricity tariff change on the electricity demand in
the Low VA group may have occurred indirectly through the inflation caused by the
change in electricity regulation. The 2014 economic report on Indonesia published by
Bank Indonesia (the Central Bank of Indonesia) in 2015 stated that the administered
prices including energy prices significantly caused the 2014 inflationary pressure. The
Bank of Indonesia suspected that the high value of inflationary pressure was due to the
pricing reform of liquefied petroleum gas (LPG), gasoline and electricity. The change in
electricity tariff itself had 0.64% share of the administered price inflation in 2014 (Bank
Indonesia, 2015).

Looking at the results and comparing it with earlier studies, the basic profiles of the
price elasticity of electricity consumption across the consumption distribution in Indonesia
for the Low VA group are different with two previous studies conducted by Reiss and White
in 2005 on the price elasticity of electricity demand in the US and a study by Romero-Jordan
etal. in 2016 on the same subject in Spain. The price elasticity was increasing as the electricity

consumption increasing. Simultaneously, for the High VA group, initially the shape was

http:/journal.uinjkt.ac.id/index.php/signifikan 255
DOI: htttp:/dx.doi.org/10.15408/sjie.v7i2.6048



Signifikan: Jurnal llmu Ekonomi
Volume 7 (2), 2018: 247 - 266

similar to the study of Romero-Jordan (2016) that is U shape, but the price elasticity profile

became different after price changes.

It has to be noted that both in Indonesia and in the US have non-linear pricing schedule
while in Spain the pricing mechanism is progressive pricing on the electricity consumption.
Nevertheless, in the US, the price elasticity trend is increasing (Reiss and White, 2005). It
proves that unlike in the US, in the Low VA group in Indonesia, if the quantile demand of
electricity can reflect the quantile income, there is a positive relationship between household
income and the consumption of electricity. The fact that the households in the Low VA group
are people in the middle to low-income group suggests that even in the highest quantile of

electricity demand, the consumers prone to price changes.
g

On the other hand, in the High VA group, the pricing mechanism is progressive pricing,
even before the price changes. But, compared to the similar occurrence happened in Spain
that is the prices changes, the price elasticity responded differently. This study found that the
price elasticity in quantiles demand was collectively decreased after the price changes, while
in Spain, the consumers in the middle quantiles of demand became more responsive to price
changes. Romero-Jordan et al. (2016) argue that the middle quantiles demand consumers are

the middle-income class that is most prone to the prices changes.

Figure 4. QR result of the sensitivity of electricity demand to income in the Low VA and High VA groups
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The investigation of the relationship between income elasticity and distribution of
electricity consumption resulted in a similar shape for both consumer groups in both years
(see Figure 4). The elasticity of income decreased throughout the quantiles of electricity
consumption. Suppose that the conditional distribution of electricity consumption
represents the income level of the households, the poorest household is in the lowest quantile
of electricity demand and the richest is in the highest quantile. The estimated results suggest
that poor households will increase their electricity consumption more than rich households
when they have an increase in income. Thus, as the households become richer, the effect of a

rise in income to electricity demand becomes smaller.

Opverall, the income elasticity of High VA group was higher than the income elasticity of
Low VA group. Additionally, the gap between the lowest and the highest quantiles’ distribution
of consumption was more significant in High VA group than in Low VA group. The values of
income elasticity in the Low VA group were positive within the range 0.26-0.19 in the year
2011 and 0.27-0.22 in the year 2014. At the same time, the estimated income elasticity in the
High VA group was within the range 0.43-0.29 in 2011 and 0.42-0.32 in 2014.

Figure 5. QR result of the sensitivity of electricity demand to income in the Low VA group in 2012 (a) and
in 2013 (b), and in the High VA group in 2012 (c) and in 2013 (d)
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It is understandable that income elasticity of High VA group is higher than Low VA
group and the gap of income elasticity among all quantiles in High VA group is broader
than those in the Low VA group. It may be because the consumers with the higher power
capacity of electricity are likely to have the higher income than their counterparts. As a result,
the consumers in High VA group are more responsive to change in income; because they
may tend to use more electric appliances than people in Low VA group. Another finding
is that the QR result line of both groups in 2014 looks moderately flatter than in 2011. It
implies that the responsiveness of the change in income became equal between the quantiles
of consumption in 2014 than in 2011. However, the change in values on each quantile is

very small.

Nevertheless, findings on the income elasticity of demand above are incomplete
without knowing the condition in 2012 and 2013. Figure 5 shows that average income
elasticity in 2012 and 2013 was lower than in 2011 and 2014. The decreasing income
elasticity may be due to an increase in income per capita throughout the years as reported
by Bank Indonesia (Central Bank of Indonesia) in 2014’s economic report of Indonesia
(2015). As income increases, the proportion of income for electricity as a necessity good,
most likely decreases. However, in 2014, income elasticity increased to the 2011 level
in both observed groups, even though the income per capita in 2014 was higher than
in 2013.

There are two possibilities regarding why the income elasticity in 2014 became similar
to that in 2011. First, this indicates that change in the price of electricity in 2013 neutralized
the effect of the increasing income of households during 2011-2013. Therefore, when the
price of electricity and income increased at the same time in 2014, the income elasticity of
electricity demand seemed unchanged from income elasticity in 2011. However, there is
another possible reason. In 2014, private consumption expenditure decreased as the economy
decelerated (Bank Indonesia, 2015). It can be assumed that the proportion of real income to
spend on electricity consumption became higher than before. Therefore, the income elasticity
of demand increased. Additionally, general election held in 2014 might have contributed to
the economy.

With regards to earlier studies, this research finds that income elasticity of electricity
demand in Indonesia is slightly higher than in OECD countries including Spain with the
values below 0.2 (Krishnamurthy and Kristrom, 2015; Romero-Jordan et al., 2016). This
result may suggest that household income in Indonesia compared to OECD countries have

the more important role in consideration for electricity consumption.

Besides price elasticity and income elasticity, this study also examined some
characteristics of households that factored the decision of electricity consumption. The
suspected factors were years of education of the head of the family, ownership of equipment,
and location of households whether in Java and Bali Islands and whether the house was an

urban area.

From all such factors, the results of years of education have the most not statistically

significant coefficient estimation result mostly found in the High VA group consumers (see
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Appendix A, Table 3 and 4). The estimation results for such household group imply that
levels of education of the breadwinner had no impact on electricity consumption in 2011.
However, in 2014, when the breadwinner had more than 12 years of education, the impact
of their education was significant at 29.8% in 0.05 quantile consumption and then decreased

for the remaining quantiles.

On the other hand, the levels of education have a positive impact on electricity
consumption in the Low VA group in both given years (See Appendix, Table 1 and 2).
The longer the education the breadwinner received, the higher the possibility of deciding
to consume more electricity. Nevertheless, the impact was also decreasing along with the

increase of consumption quantiles.

The estimated coefhicients for two dummy location variables used—javabali and
urban—are statistically significant (see Appendix). The first dummy variable—javabali—
has statistically significant negative value coeflicients; meaning that when households live
on Java or Bali Islands, electricity consumption will decrease more than when they live on
other islands. However, the estimated values are very small at around -0.1 or even less, which
may indicate that living location inside or outside Java and Bali Islands has little impact
on the consumption behavior. On the other hand, the second dummy variable—urban—
has statistically significant positive value coeflicients. Therefore, based on the estimation
result in Appendix, people in the urban area have a positive relationship with electricity
consumption than people in rural area. Nevertheless, the magnitude of the impact is small
between 0.2-0.3.

The last dummy variable used in this study is equipment that reflects the ownership
of electrical appliances. The results in Appendix also show the impact of ownership of air
conditioner, refrigerator, and water heater on electricity consumption that decreases as
the quantile of consumption increases. The value of the impact is higher in the group
of consumers in High VA group than in the Low VA group. Such condition may happen
because of the limitation that maximum power, which can be used by the former, is higher
than that of the latter.

There are some highlights of the findings. Firstly, the government regulation to raise
the electricity prices for specific groups may also affect other groups. Based on the estimation
results, even though the High VA was the only target of the government pricing regulation
in the residential sector, the elasticity of price in the Low VA group also decreased in 2014
with different proportion. The movement of the Low VA might have happened because of
the change in other prices, besides electricity price during the years. However, it can also
be caused by the indirect effect of changes in price in the High VA group or changes in
commercial and industrial sector electricity prices. On the other hand, the impact of the
change in pricing regulation on the income elasticity of electricity demand remains unclear.
An additional investigation to find income elasticity between 2011 and 2014 found lower
results than the 2011 or 2014 values. Such results may have been caused by the change in
the price of the High VA group in 2013-2014 that negated the effects of increasing income
throughout 2011-2013 or because the economy slowed down in 2014.
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The findings in this study also suggest that income elasticity of electricity demand in
Indonesia may be influenced by the change in the economy and pricing regulation. Hence,
the effect of the change in pricing regulation alone on income elasticity in future is unclear.
Therefore, it is vital for the government to maintain economic stability. So that changes in

price may have a little impact on income elasticity

Conclusion

This paper investigated price and income elasticity concerning electricity
consumption in 2 different groups (Low VA and High VA) in 2 different years. The
estimated price elasticity of demand shows that electricity is inelastic in negative values.
At the same time, the estimation of income elasticity of demand presents the positive
value. The absolute values of both estimated elasticity indicate that consumption of
electricity is more responsive to change in price than to change in income. Additionally,
the values for price and income elasticity are estimated to be higher in the High VA
group than the values in the Low VA group.

From such findings, there are some policy implications. First, the government has
to be careful in proposing changes in electricity price for a specific group of households,
because the effect of price change on the price elasticity of demand may not only be felt
by the exposed group but also the remaining household groups. Second, the government
may also pursue more policy towards efficiency of energy including regulation to push
more efficient electric equipment in the domestic market. Aside from environmental issue,

energy efficiency can make consumers less responsive to the electricity price changes.

Some limitations of this study may provide fruitful avenues for future research.
First, due to the limitation of data availability, this research used the cross section data
only in two points of years such as 2011 and 2014, which intended to capture the
electricity demand behavior before and after the price changes. Therefore, the complete
view of the change in price and income elasticity throughout the conditional distribution
of electricity consumption may not have been achieved. It may be more beneficial to use
panel data covering some years before and after the price changes. Another limitation of
this study is that consumers’ welfare condition was not observed. As a suggestion, future
research can investigate the change in welfare due to price changes. With the addition
of welfare analysis, the impact of policy change on electricity prices will become more

comprehensive.
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Appendix

Table 1. Quantile Regression Result in the Low VA household in 2011 in Indonesia

Variables / (1) (2) (3) (4) (5) (6) (7) (8) (9) (10) (11)
Quantile 0.05 0.1 0.2 0.3 0.4 0.5 0.6 0.7 0.8 0.9 0.95
Price -0.8726***  -0.8811*** -0.8868*** -0.8897*** -0.8913*** -0.8925*** -0.8932*** -0.8961*** -0.8979*** -0.9020*** -0.9035***
(0.0038)  (0.0027)  (0.0022)  (0.0020)  (0.0019)  (0.0018)  (0.0018)  (0.0019)  (0.0020)  (0.0025)  (0.0030)
Income 0.2521**  0.2593***  0.2544***  0.2512***  0.2491***  0.2444***  0.2393***  0.2342***  0.2207***  0.2058***  0.1935***
(0.0047)  (0.0034)  (0.0027)  (0.0025)  (0.0024)  (0.0023)  (0.0022)  (0.0023)  (0.0024)  (0.0031)  (0.0037)
Edu 1 (6 yr) 0.1102***  0.0938***  0.0892***  0.0721***  0.0759***  0.0690***  0.0676***  0.0559***  0.0382***  0.0350***  0.0294**
(0.0171)  (0.0124)  (0.0099)  (0.0090)  (0.0087)  (0.0081)  (0.0080)  (0.0085)  (0.0089)  (0.0112)  (0.0135)
Edu 2 (9 yr) 0.1264***  0.1127***  0.1201***  0.1081***  0.1117***  0.1060***  0.1026*** 0.0896***  0.0769***  0.0743***  0.0795***
(0.0185)  (0.0134)  (0.0107)  (0.0097)  (0.0094)  (0.0088)  (0.0087)  (0.0092)  (0.0096)  (0.0122)  (0.0147)
Edu 3 (12yr) 0.1784***  0.1645***  0.1746***  0.1654***  0.1684***  0.1608***  0.1579***  0.1448*** 0.1281*** 0.1275***  0.1271***
(0.0183)  (0.0133)  (0.0106)  (0.0096)  (0.0093)  (0.0087)  (0.0086)  (0.0091)  (0.0095)  (0.0120)  (0.0145)
Edu 4 (above 0.2439***  0.2426***  0.2571***  0.2363***  0.2342** 0.2251*** 0.2112*** 0.2010***  0.1853***  0.1871***  0.1977***
12yr) (0.0215)  (0.0156)  (0.0125)  (0.0113)  (0.0110)  (0.0103)  (0.0101)  (0.0107)  (0.0112)  (0.0142)  (0.0171)
Equipment 0.5362***  0.5268***  0.5191***  0.5089***  0.4911***  0.4765** 0.4639*** 0.4516™* 0.4392*** 0.4254***  0.4108***
(0.0083)  (0.0060)  (0.0048)  (0.0043)  (0.0042)  (0.0039)  (0.0039)  (0.0041)  (0.0043)  (0.0054)  (0.0065)
javabali 0.2354***  0.1896***  0.1311***  0.1073***  0.0804***  0.0593***  0.0393*** 0.0187***  -0.0084** -0.0428*** -0.0738***
(0.0075)  (0.0054)  (0.0043)  (0.0039)  (0.0038)  (0.0036)  (0.0035)  (0.0037)  (0.0039)  (0.0049)  (0.0059)
urban 0.2010***  0.2117***  0.2153***  0.2162***  0.2212***  0.2215***  0.2159*** 0.2053***  0.2046*** 0.2061***  0.2078***
(0.0076)  (0.0055)  (0.0044)  (0.0040)  (0.0039)  (0.0036)  (0.0036)  (0.0038)  (0.0040)  (0.0050)  (0.0060)
Constant 4.6628**  4.8789***  52714***  55435***  57463*** 59815  62116™*  6.4760"* 68768  7.3664***  7.7636***
(0.0696)  (0.0505)  (0.0404)  (0.0366)  (0.0355)  (0.0333)  (0.0328)  (0.0346)  (0.0361)  (0.0458)  (0.0552)
Observations 157,926 157,926 157,926 157,926 157926 157,926 157,926 157,926 157926 157,926 157,926

Standard errors in parentheses
***p<0.01, ** p<0.05, * p<0.1
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Table 2. Quantile Regression Result in the Low VA household in 2014 in Indonesia

Variables / (1) (2) (3) 4) (5) (6) (7) (8) 9) (10) (12)
Quantile 0.05 0.1 0.2 0.3 0.4 0.5 0.6 0.7 0.8 0.9 0.95
Price -0.7665%**  -0.7695***  -0.773***  -0.775***  -0.778***  -0.785***  -0.793***  -0.803***  -0.816***  -0.838***  -0.853***
(0.0061)  (0.0047)  (0.0037)  (0.0034)  (0.0031)  (0.0032)  (0.0031)  (0.0031)  (0.0036)  (0.0041)  (0.0057)
Income 0.2622***  0.2632***  0.2657***  0.2637***  0.263***  0.263** 0.2500***  0.241*** 0.2343"**  0.227*** 0.2154***
(0.0060)  (0.0047)  (0.0037)  (0.0034)  (0.0031)  (0.0032)  (0.0031)  (0.0031)  (0.0036)  (0.0041)  (0.0056)
Edu 1 (6 yr) 0.1100***  0.0787***  0.0801***  0.0784***  0.065***  0.067*** 0.0500***  0.051*** 0.0495**  0.0267* 0.0117
(0.0226)  (0.0175)  (0.0139)  (0.0126)  (0.0116)  (0.0119)  (0.0116)  (0.0115)  (0.0135)  (0.0153)  (0.0213)
Edu 2 (9 yr) 0.1365***  0.1124***  0.1224***  0.1242***  0.114***  0.120**  0.107***  0.100***  0.0953***  0.074*** 0.048**
(0.0242)  (0.0188)  (0.0149)  (0.0135)  (0.0124)  (0.0128)  (0.0124)  (0.0124)  (0.0145)  (0.0164)  (0.0228)
Edu 3 (12 yr) 0.2090***  0.2063***  0.2097***  0.2084***  0.194***  0.199*** 0.1777***  0.172*** 0.1742***  0.155*** 0.1310***
(0.0241)  (0.0187)  (0.0148)  (0.0134)  (0.0123)  (0.0127)  (0.0123)  (0.0123)  (0.0144)  (0.0163)  (0.0226)
Edud (above 12 0.3307***  0.3074***  0.3024** 03097  0291***  0.290*** 0.2730"*  0.282"* 02789***  0273** 02721
yr) (0.0287)  (0.0223)  (0.0176)  (0.0160)  (0.0147)  (0.0151)  (0.0147)  (0.0147)  (0.0172)  (0.0194)  (0.0270)
Equipment 0.5305***  0.5258***  0.5256***  0.5103***  0.498***  0479** 04667**  0453*** 04375**  0423*** 0.4179***
(0.0099)  (0.0077)  (0.0061)  (0.0055)  (0.0051)  (0.0052)  (0.0051)  (0.0051)  (0.0059)  (0.0067)  (0.0093)
javabali 0.0562***  0.0168** -0.0209***  -0.057***  -0.080***  -0.099***  -0.115***  -0.129***  -0.140***  -0.169***  -0.186***
(0.0094)  (0.0073)  (0.0058)  (0.0052)  (0.0048)  (0.0049)  (0.0048)  (0.0048)  (0.0056)  (0.0063)  (0.0088)
urban 0.1360***  0.1301***  0.1305***  0.1434***  0.150***  0.149***  0.1490***  0.151*** 0.1592***  0.175***  0.192***
(0.0096)  (0.0075)  (0.0059)  (0.0054)  (0.0049)  (0.0051)  (0.0049)  (0.0049)  (0.0058)  (0.0065)  (0.0091)
Constant 4.0639***  4.3330***  4.5875***  4.8168™*  5.023***  5222**  56240***  5971***  6.3247"**  6.831***  7.3185"**
(0.0921)  (0.0715  (0.0565)  (0.0514)  (0.0472)  (0.0486)  (0.0471)  (0.0470)  (0.0551)  (0.0622)  (0.0867)
Observations 88,381 88,381 88,381 88,381 88,381 88,381 88,381 88,381 88,381 88,381 88,381

Standard errors in parentheses
***p<0.01, ** p<0.05, * p<0.1
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Table 3. Quantile Regression Result in the High VA household group in 2011 in Indonesia

Variables / (1) (2) (3) (4) (5) (6) (7) (8) (9) (10) (12)
Quantile 0.05 0.1 0.2 0.3 0.4 0.5 0.6 0.7 0.8 0.9 0.95
Price 20.917*  -0.937***  -0.943***  -0.948***  -0.949*** -0.948***  -0.948***  -0.950***  -0.951***  -0.936**  -0.924**
(0.0092)  (0.0067)  (0.0050)  (0.0043)  (0.0041) (0.0039) (0.0042)  (0.0042)  (0.0046)  (0.0064)  (0.0078)
Income 0.4219***  0.427*** 0.4098***  0.3907***  0.3748***  0.3659***  0.3607*** 0.3570*** 0.3487***  0.3076***  0.2914***
(0.0152)  (0.0110)  (0.0083)  (0.0072)  (0.0068) (0.0065) (0.0069)  (0.0069)  (0.0077)  (0.0106)  (0.0129)
Edu 1 (6 yr) 0.0534 0.0181 0.0183 0.0483 -0.0085 -0.0384 00591  -0.0544 0.0151 -0.0129  -0.0310
(0.0960)  (0.0697)  (0.0525)  (0.0455)  (0.0430) (0.0414) (0.0437)  (0.0439)  (0.0484)  (0.0672)  (0.0818)
Edu 2 (9 yr) 00176  -00616  -0.0234 0.0229 -0.0474 -0.0699* 00697  -0.0622 -0.0120 -0.0565 -0.0775
(0.0981)  (0.0713)  (0.0537)  (0.0465)  (0.0440) (0.0423) (0.0446)  (0.0449)  (0.0494)  (0.0687)  (0.0836)
Edu 3 (12 yr) 0.0322  -00260  -0.0148 0.0208 -0.0370 00627  -0.0816*  -0.0807* -0.0249 -0.0684  -0.0967
(0.0952)  (0.0692)  (0.0521)  (0.0451)  (0.0427) (0.0410) (0.0433)  (0.0435)  (0.0480)  (0.0667)  (0.0811)
Edu 4 (above 0.1078 0.0611 0.0634  0.1192*** 0.0534 0.0390 0.0271 0.0313  0.0827* 0.0623 0.0381
12yr) (0.0967)  (0.0702)  (0.0529)  (0.0458)  (0.0434) (0.0417) (0.0440)  (0.0442)  (0.0487)  (0.0677)  (0.0824)
Equipment 0.8881***  0.859*** 0.7782*** 0.7071***  0.6878***  0.6528**  0.6217*** 0.5963*** 0.5841***  0.5661***  0.5574***
(0.0316)  (0.0229)  (0.0173)  (0.0150)  (0.0142) (0.0136) (0.0144)  (0.0144)  (0.0159)  (0.0221)  (0.0269)
javabali 0.0068  -0.0084  -0.0068 -0.0004 -0.0137  -0.0305***  -0.0269**  -0.0116 0.0047 -0.0065 0.0048
(0.0248)  (0.0180)  (0.0135)  (0.0117)  (0.0111) (0.0107) (0.0113)  (0.0113)  (0.0125)  (0.0173)  (0.0211)
urban 0.1986**  0.211*** 0.1937***  0.2073***  0.1968***  0.2109***  0.2204*** 0.2231***  0.2211***  0.2668***  0.2941***
(0.0316)  (0.0229)  (0.0173)  (0.0150)  (0.0142) (0.0136) (0.0144)  (0.0144)  (0.0159)  (0.0221)  (0.0269)
Constant 2.7685%**  3.163*** 3.8393***  4.3672***  4.8693*** 5.1922%**  54537*** 56885***  59611**  6.7898***  7.1919***
(0.2357)  (0.1712)  (0.1290)  (0.1116)  (0.1057) (0.1016) (0.1073)  (0.1078)  (0.1187)  (0.1651)  (0.2009)
Observations 21,672 21,672 21,672 21,672 21,672 21,672 21,672 21,672 21,672 21,672 21,672

Standard errors in parentheses
*** p<0.01, ** p<0.05, * p<0.1
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Table 4. Quantile Regression Result in the High VA household group in 2014 in Indonesia

Variables / (1) (2) (3) (4) (5) (6) (7) (8) (9) (10) (12)
Quantile 0.05 0.1 0.2 0.3 0.4 0.5 0.6 0.7 0.8 0.9 0.95
Price -0.825***  -0.828***  -0.811***  -0.818***  -0.823***  -0.834***  -0.828***  -0.839***  -0.836***  -0.841***  -0.827***
(0.0159)  (0.0120)  (0.0095)  (0.0089)  (0.0084)  (0.0079)  (0.0082)  (0.0086)  (0.0093)  (0.0114)  (0.0150)
Income 0.421**  0.387***  0.392**  0.382***  0380***  0.381***  0361***  0.343***  0331***  0.321***  0.315***
(0.0166)  (0.0124)  (0.0098)  (0.0093)  (0.0087)  (0.0082)  (0.0085)  (0.0089)  (0.0097)  (0.0118)  (0.0156)
Edu 1 (6 yr) 0.1248 0.0985 0.0931 0.0689 0.0051 00317  -0.0278 -0.0680 00250  -0.1244  -0.1259
(0.1101)  (0.0825)  (0.0653)  (0.0615)  (0.0579)  (0.0543)  (0.0563)  (0.0591)  (0.0646)  (0.0786)  (0.1039)
Edu 2 (9 yn) 0.0732 0.0699 0.0781 0.0708 -0.0078 0.0394  -0.0446 -0.0964 -0.0665 01122 -0.1320
(0.1120)  (0.0840)  (0.0665)  (0.0626)  (0.0589)  (0.0553)  (0.0573)  (0.0601)  (0.0657)  (0.0800)  (0.1057)
Edu 3 (12yr) 0.1643  0.1559*  0.1647**  0.1479* 0.0667  0.0961* 0.0264  -0.0159 0.0278 -00706  -0.0888
(0.1094)  (0.0820)  (0.0649)  (0.0611)  (0.0575)  (0.0540)  (0.0560)  (0.0587)  (0.0641)  (0.0781)  (0.1032)
Edu 4 (above 12 0.298**  0.287***  0.281**  0.269***  0.196***  0.223***  0.168*** 0.119*  0.1672* 0.0919 0.0769
yr) (0.1109)  (0.0832)  (0.0658)  (0.0620)  (0.0583)  (0.0548)  (0.0568)  (0.0596)  (0.0651)  (0.0792)  (0.1047)
Equipment 0.861***  0.861***  0.783**  0.754***  0.738**  0.695***  0.696™*  0.656***  0.619***  0.603***  0.546***
(0.0358)  (0.0269)  (0.0213)  (0.0200)  (0.0188)  (0.0177)  (0.0183)  (0.0192)  (0.0210)  (0.0256)  (0.0338)
jawabali -0.107***  -0.073***  -0.085***  -0.061***  -0.047***  -0.056***  -0.046***  -0.054***  -0.043***  -0.068***  -0.0469*
(0.0274)  (0.0206)  (0.0163)  (0.0153)  (0.0144)  (0.0135)  (0.0140)  (0.0147)  (0.0161)  (0.0196)  (0.0259)
urban 0.229***  0.243***  0.246*** 0235  0.227**  0.242"**  0.242*** 02792***  0.281***  0.281***  0.287***
(0.0327)  (0.0246)  (0.0194)  (0.0183)  (0.0172)  (0.0162)  (0.0168)  (0.0176)  (0.0192)  (0.0234)  (0.0309)
Constant 22957 3.074** 32357 3.671%** 40027  4225%**  4709**  5212***  5609**  6.190***  6.470**
(0.2721)  (0.2040)  (0.1614)  (0.1521)  (0.1430)  (0.1343)  (0.1392)  (0.1461)  (0.1596)  (0.1942)  (0.2568)
Observations 15,028 15,028 15,028 15,028 15,028 15,028 15,028 15,028 15,028 15,028 15,028

Standard errors in parentheses
*** p<0.01, ** p<0.05, * p<0.1
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