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Abstract—Plastic is an inorganic waste that is difficult to
decompose, thus causing pollution. In Indonesia, plastic is the
second largest type of waste produced. There are various ways
that can be done to overcome the plastic waste problem in
Indonesia, one of them being recycling. However, there are
several factors that influence the development of the plastic
recycling industry in Indonesia, tax being one of them. The
Indonesian Plastic Recycling Association stated that tax,
specifically the imposition of 10% VAT is one of the inhibiting
factors for the development of the plastic recycling industry.
Therefore, this research aims to determine the form of incentive
that can be given to support the plastic recycling industry in
Indonesia. The method used in this research is qualitative
approach and descriptive research type which conducted from
February to July 2020. There are various forms of incentives that
already exists in Indonesia according to Act 42 the Year 2009.
These incentives exist in the forms of Exempted VAT and non-
collected VAT. To obtain incentive, there are various conditions
that must be met by the plastic recycling industry. The result of
this research shows that the form of incentive that can be given to
the plastic recycling industry is non-collected VAT.
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I. INTRODUCTION

The problem regarding waste is a universal problem that
affects everyone in the world. Poorly managed waste can clog
waterways, transmit disease, and pollute the oceans. Currently,
the world produces 2.01 billion tons of waste every year.
World Bank research in 2018 shows that the Indonesian people
produce 0.68kg of waste per person everyday [1]. In addition,
World Bank research also shows that plastic is one of the
largest type of waste produced in Indonesia, only second
behind organic waste [2]. Different from the organic waste,
plastic is an inorganic waste that is difficult to decompose, thus
causing pollution.

During the COVID-19 pandemic, Indonesia experiences a
surge in plastic waste. The cause of this spike is the increased
use of plastic in food delivery services and online shopping
during this pandemic [3]. The increase in plastic waste needs to
be addressed so that it won’t cause further pollution. Recycling
is one of the most important measures currently available to

reduce the impact of damage from plastic waste. Recycling
provides opportunities to reduce oil, carbon dioxide emissions
and the amount of waste that needs to be disposed of. Plastic
recycling is one method that can be used to reduce
environmental impact and depletion of resources. Thus,
recycling can result in increased environmental efficiency [4].

Recycling is the best solution to manage plastic waste
because it limits environmental impact and generates
significant socio-economic benefits [5]. By recycling plastic,
the plastic waste produced can be reused. Plastic recycling is a
part of circular economy which is a restorative and regenerative
concept that aims to eliminate waste [6].

The population of plastic recycling industry in Indonesia
consists of 600 large companies and 700 small companies with
a production capacity of 2.3 million tons per year and an
investment of up to Rp7.15 trillion [7]. To be able to carry out
production activities, there are several stages in the plastic
recycling industry. Some of the steps carried out by waste
collectors or banks, collectors, grinders, processors, converters,
and wholesalers.

Business activities carried out by plastic recyclers lead to
taxation, one of which is Value Added Tax (VAT). In
accordance with Act Number 42 the Year 2009, VAT is
charged at a rate of 10%. The Indonesian Plastic Recycling
Association (ADUPI) stated that the imposition of 10% VAT
affects the interest and competitiveness in the plastic recycling
industry, thus making it an inhibiting factor for the
development of the plastic recycling industry in Indonesia.
ADUPI stated that providing incentives for the plastic
recycling industry could help develop the plastic recycling
industry in Indonesia. The form of incentive that ADUPI wants
is a reduction in VAT rates or an exemption from VAT [8].

However, tax incentives cannot be given immediately. In
order to provide tax incentives, it is necessary to conduct a
study first in which this research aims to determine the form of
incentive that can be given to support the plastic recycling
industry in Indonesia.
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Il. METHODS

This research was conducted with a qualitative approach.
The qualitative data collection was carried out through field
and literature studies. The field study was done to obtain
primary data by conducting in-depth interview with various
informants consisting plastic recycling business actors,
Ministry of Industry, Directorate General of Tax, and tax
academic. The literature study was done to obtain secondary
data. The result of both studies were analyzed to be presented
in the form of result discussion and conclusion to answer the
research question. This research was carried out from February
to July 2020.

I11. RESULTS AND DISCUSSION

A. Determinant Factors

The development of the plastic recycling industry is
influenced by several factors which are studied in to support
further analysis. First, the industry has strength in the form of
indirect incentive in the form of exempted VAT on imported
machines as regulated in Government Regulation Number 81
the Year 2015. In addition, the strength of the plastic recycling
industry is support from the government for the industry as a
solution to reducing imports of plastic raw materials.

Other factor that influences the development of the plastic
recycling industry are weaknesses in the form of 10% of VAT
imposition and lack of raw materials [7,8]. However, there is
an opportunity where there is a discourse about providing
incentives for the plastic recycling industry [9]. Lastly, there is
a threat to the plastic recycling industry in the form of excise
taxation which can reduce the availability of raw materials
even further [8].

B. Fiscal Incentive

Plastic recyclers stated that tax is one of the factor
hindering its industrial development. Thus, the plastic recyclers
asked for VAT incentives so that the interest in plastic
recycling would increase. In some cases, tax incentives can be
a more effective way of achieving policy objectives [10].

Under legal provisions, tax incentive will be a special
provision given to eligible investment project. However,
effectively, tax incentives will become a special tax provision
provided to reduce the size of the effective tax burden [11].

The provision of incentives will help the survival of the
plastic recycling industry where tax incentives are a means to
increase certain goals [12], which in this case is the
development of the plastic recycling industry. Explanation of
Article 16B Act Number 42 the Year 2009 provide an
explanation of the criteria for industries that are entitled to
incentives, which is “...provide tax facilities that are really
needed, especially for the success of the high priority sector of

economic activity on national scale, encourage the
development of the business world and increase
competitiveness, support national defense, and facilitate

national development.” [13].
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The investment value of the plastic recycling sector itself
has reached Rp7.15 trillion where the plastic recycling industry
creates added value of more than Rp10 trillion per year and the
realization of the export of plastic recycled derivative products
in 2019 reached USD141.9 million [7]. It can be said that the
plastic recycling industry has the potential to support
investment value in its sector. With a high investment value,
the recycling industry can be deemed to have met the criteria as
stated in the Explanation of Article 16B Act Number 42 the
Year 2009.

The plastic recycling party itself asked for incentives in the
form of rate reduction or Exempted VAT. This research will
further analyze what kind of incentives can be given to the
plastic recycling industry based on the forms of incentives that
already exist in Indonesia.

e Rate Reduction

It was previously stated that the plastic recycling party
asked for incentive in the form of a VAT rate reduction or
exemption. The VAT rate is regulated in Article 7 paragraph
(1) Act Number 42 the Year 2009 at 10%, which in paragraph
(3) states that “The tax rate as referred to in paragraph (1) can
be changed to be a minimum of 5% and a maximum of 15%
whose rate changes are regulated by a Government
Regulation.” [13].

Even though Article 7 paragraph (3) Act Number 42 the
Year 2009 states that the tax rate can be changed to a minimum
of 5%, VAT rate applied in Indonesia has adopted a single rate,
namely the VAT rate of 10%. Thus, it can be concluded that
with the implementation of single rate, incentive in the form of
rate reduction is difficult to realize. Apart from implementation
of single rate, there is still no Government Regulation
governing the VAT rate reduction policy [14].

o Exempted VAT and Non-collected VAT

Referring to Article 16B Act Number 2009 the Year 20009,
there are two forms of incentives that can be given for VAT,
namely non-collected VAT and exempted VAT. To obtain this
incentive, at least one of the five criteria listed in Article 16B
paragraph (1) must be fulfilled. Of the five criteria, the criteria
that can be met by the plastic recycling industry is the second
criteria, namely the submission of certain Taxable Good or
Taxable Service. The reason of fulfillment for this criteria is
that the plastic recycling industry goods can be categorized as
strategic goods which have uses in people’s daily lives.

The difference between non-collected VAT and exempted
VAT is found in the Input Tax crediting mechanism. Input Tax
for non-collected Taxable Good and / or Taxable Service can
be credited whereas Input Tax for exempted Taxable Good and
Taxable Service cannot be credited.
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TABLE 1. CREDITING MECHANISM
Incentives
Exempted VAT (in Rp) Non-Collected VAT (in Rp)
Taxable |45 400,000 10.000.000
Good
Outout 1.000.000 (non-collected
TaXp(OT) VAT, therefore it’s
considered 0)
Input Tax
am 500.000 500.000
The IT can’t be credited,
VAT likely the IT of 500.000 | 0 — 500.000 = (500.000) /
Payable will be charged as a cost | Overpayment
by the seller

It can be seen in Table I that the Input Tax for the non-
collected VAT can be credited whereas Input Tax for the
exempted VAT cannot be credited. In the crediting of the
exempted VAT, if the Input Tax is charged to the cost, then the
Cost of Goods Sold will increase so that the seller’s operating
profit will decrease. The imposition of Input Tax in these costs
can also cause the selling price to increase to maintain profit,
unless the entrepreneur wants to lose money [8]. Therefore, if
the Taxable Good submission is exempted from the imposition
of VAT, the longer the business chain is, the Input Tax will
accumulate in the Cost of Goods Sold and cause the selling
price of goods in the next chain to increase [14].

If the plastic recycling party ask for incentive for the entire
business chain, it would be better for the incentive to be given
in the form of non-collected VAT compared to exempted VAT.
Exemption from VAT will cause price accumulation or
increase without the neutrality of the Input Tax crediting so
that the competitiveness of business actors will also be
affected. In contrast to exempted VAT, non-collected VAT
provides neutrality by allowing Input Tax crediting. A further
illustration of the impact of exempted VAT can be seen in
Table I1.

TABLE II. IMPACT OF EXEMPTED VAT
. o Increase in the Price of

Decrease in Profit (in Rp) Goods (in Rp)
Selling
Price  of 10.000.000 10.500.000
Goods
Cost (+IT) 5.500.000 5.500.000
Operating
Profit 4.500.000 5.000.000

The illustration in Table Il shows that the impact of
charging Input Tax to costs will lead to a decrease in profit or
an increase in selling prices. In contracts to the exempted VAT,
crediting the Input Tax in non-collected VAT is allowed. If the
sale is solely related to plastic recycling, then the non-collected
VAT option will result in an Overpayment position as shown in
Table 1. The Overpayment is compensated for the next tax
period as stated in Article 9 paragraph (4) Act Number 42 the
Year 2009. Furthermore, in Article 9 paragraph (4a) it is stated
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that the overpayment can be submitted for a refund at the end
of the financial year or restitution. To get a restitution, the
Directorate General of Taxes will conduct an inspection.

However, if you experience Overpayment every month, the
company’s cash flow will be affected so that policies such as
faster payment return will be needed, such as Regulation of the
Minister of Finance Number 117/2019. Based on Article 13
paragraph (2), plastic recycling industry is not included in the
criteria for the right to receive preliminary refunds of tax
overpayments.

It should be noted that providing incentives can cause a
potential loss from VAT revenues. With the provision of
incentives, VAT receipts will be reduced because goods that
were previously subjected to VAT after being given incentives
are no longer subjected to VAT. In addition to potential loss,
the provision of VAT incentives will also increase the
responsibility for supervision and administrative provision
related to the effectiveness of the incentives for the Directorate
General of Taxes. Moreover, it is necessary to monitor that the
incentive provided is only used by recycling entrepreneurs and
not by virgin material entrepreneurs.

C. Non Fiscal Incentive

One of determinant factor that influence the development of
plastic recycling industry in Indonesia is the lack of raw
materials. One of the reasons for the lack of raw materials is
that not all plastic waste is being recycled. There are two types
of plastic waste, which are recyclable and recyclability. Until
now, only recyclable plastic waste is recycled [15].

To overcome the problem of lack of raw materials, the
incentive that can be given is Extended Producer
Responsibility (EPR). EPR is a policy approach whereby
producers are given significant responsibility, both financially
and physically, for the care and disposal of post-consumer
products. Assigning such responsibilities can in principle
provide incentives to prevent waste at source, promote product
design for the environment and support achieving public
recycling [16].

Countries that have successfully implemented EPR are
European countries, one of which is Norway. The EPR scheme
used by Norway is a Reverse Vending Machines scheme.
Citizens can exchange their purchased bottles into several
thousand Reverse Vending Machines as well as in shops for
exchange of cash or store credit. To ensure the return of the
bottle, the government places a deposit of 15 to 30 cents which
will be redeemed when the bottle is returned. If the initial
incentive is not sufficient, the Norwegian government has
imposed an Environmental Tax on plastic producers where the
tax can be reduced when the plastic producers recycle their
products more [17].

The government has issued the Minister of Environment
and Forestry Regulation Number P.75/MENLHK/SETJEN/
KUM.1/10/2019 which has the essence of EPR. In the
regulation, it is regulated so that plastic producers to use
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recyclable material, thus can provide materials for the plastic
recycling industry. However, this regulation has not been
properly implemented in Indonesia [15].

IV. CONCLUSION

Recycling can be done to overcome the plastic waste
problem in Indonesia. However, the plastic recycling party felt
that the imposition of 10% VAT is an inhibiting factor for
industrial development, therefore they asked for an incentive.
Providing incentive in the form of rate reduction is difficult to
realize because of the implementation of single rate in
Indonesia. Incentive that can be given to the plastic recycling
industry is non-collected VAT because it provides neutrality in
the Input Tax crediting mechanism which is not provided in
Exempted VAT.
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