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Implementing Subsidy Reforms:

lessons from international experience

Maria Vagliasindi, Program Leader, GCC, World Bank
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Energy subsidies in selected MENA countries (percent of  GDP)

Energy subsidy cost are extremely high
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Energy Efficiency in selected MENA countries  over time

(kg of  oil equivalent per $1,000; GDP constant 2011 PPP) 

Undermining efforts to improve energy efficiency
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� An important condition for successful electricity tariff 

reforms is the credibility of the government commitment to 

compensate vulnerable groups and to use the funds freed 

from subsidy reform for more welfare enhancing activities. 

� Policy tools to protect the poor include and lifeline rates, 

which generally perform better than universal subsidies as 

well as cash transfers.  

� Use of transitional arrangements and short term measures 

to alleviate the impact of tariff increases on the poor can 

act to protect low-income groups at the time of the policy 

change.
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Elements of successful electricity subsidy reforms
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Countries has chosen different transition paths
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�Pricing and rate design can be used to reduce wasteful

consumption.

� In middle income countries, low-cost weatherization

projects have also been subsidized.

� Decoupling has also been used to break the one-for-

one linkage between utility profits/revenues and gross

unit sales and generate a price incentive for energy

efficiency.

How to reduce wasteful consumption? 
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�Assistance: Heating, Crisis, Cooling, Weatherization, 

Services to help reduce dependence (not for appliances or 

lighting)

�Eligibility: Priority for high energy burden & high energy 

need households (Elderly, Persons with Disabilities, Young 

children)

�Targeting: In FY09 6.7 million households received heating 

assistance, 2.1 million some form of crisis assistance, 

140,000 weatherization assistance. The targeting 

effectiveness has been high.

US LIHEAP
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Mitigation through block tariffs

• Tariff is kept low (below cost) for some minimum-needed level of consumption 

(“lifeline block”), with the difference made up through above-the-cost for higher 

level consumption (which tends to be associated with higher-income groups)

• The advantage is simplicity of implementation, but involves cross-subsidies and 

needs to be properly calibrated to ensure that the average tariff covers the cost
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Cash transfers 

Cash transfers have been found in general to be progressive, vis-à-vis upstream 

fuel (or electricity) subsidies which are highly regressive. However, the 

implementation of targeted cash transfers can be challenging. Their effectiveness 

and efficiency depend on the targeting method and administrative capacity.

Oportunidades is Mexico’s main anti-poverty government program using cash

transfers to households linked to regular school attendance and health clinic visits.

In 2007 an energy component was added.
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• The key advantages of cash transfers programs as an element of social safety 

net are that they: (i) are less distorting to the upstream markets as the price 

signals are preserved; and (b) can be better targeted 

• A disadvantage is a higher administrative cost, especially if cash transfer is 

made conditional on certain criteria that need to be to be proven/tested for 

each household that is to be covered

• The cost of the program was estimated to be much smaller than the size of the 

subsidies, with improved protection of the targeted groups

• There are a number of examples internationally to draw on (Indonesia, Mexico, 

Jordan, Iran, …)

• In 2005, Indonesia reduced poorly targeted fuel price subsidies by $10 billion, 

saved $5 billion, and allocated the rest to well targeted cash transfer and health 

and education programs 
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Cash transfers 
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Other mitigation mechanisms

• An approach is to give discount for electricity consumption on the basis of 

targeting by some income-test  
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• GCC countries are characterized by similar patterns of 

consumption (peak load timing) similar fuel mix (oil and 

gas with currently minimal renewable energy)

• Subsidies makes electricity consumption artificially high 

and make import expensive compare to cheap locally 

produced electricity

• Subsidy reform can further enhance the degree of natural 

gas/electricity arbitrage as well as release oil for exports
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Subsidy constraints electricity trade


