
In this work the IMF has changed the debate on energy subsidies. Th ey have argued 
correctly and persuasively that we must go beyond explicit subsidies and recognize 
that letting pollution go uncharged is to give a zero price to something that is very 
costly, in other words, to subsidize. Failing to correct market failure is to under-
mine the eff ectiveness of markets. Further, they take the concept forward in serious 
and important calculations which show just how pervasive energy subsidies are 
in rich countries and in poor. It is a splendid contribution.

Nicholas Stern
IG Patel Professor of Economics and Government 

Chair, Grantham Research Institute on Climate Change and the Environment
London School of Economics 

President of the British Academy

Th is book builds on an extensive cross- country analysis to make recommendations 
on how to best implement reforms aimed at reducing state subsidies on energy. Th e 
fi rst part of the book identifi es the costs of not implementing such reforms: (i) an 
increased burden on public bud gets, which reduces the scope for investing more 
in energy- saving or clean innovations; (ii) an accelerated depletion of natural 
resources; (iii) an increase in in e qual ity between high- and low- income house-
holds; and (iv) more CO2 emissions, which aggravates the pro cess of global warm-
ing. Th e book also identifi es a number of po liti cal economy factors to explain 
governments’ reluctance to engage in energy subsidy reforms, in par tic u lar, the 
lack of confi dence in governments, and it makes suggestions on how such factors 
could be (or  were) mitigated. Th e cross- country analysis shows a wide diversity in 
the way various countries approached the problem. Overall, the book is a gold mine 
for researchers and policymakers working on energy and sustainable growth and 
development.

Philippe Aghion
Robert C. Waggoner Professor of Economics, Harvard University

Although our planet has to grapple with the twin problem of scarce energy 
resources and the adverse environmental consequences of burning fossil fuels, 
many countries are still subsidizing petroleum products, electricity, natural gas, 
and coal. Th is wonderful study off ers the best and most comprehensive estimates 
of such subsidies for a sample of 176 countries. A convincing case is made that 
these subsidies not only aggravate scarcity and pollution, but also crowd out 
health and education spending and depress private investment. Furthermore, 
they are highly distorting and a very ineffi  cient way of redistributing incomes. 
Th e 22 country case studies off er warnings, but also suggestions for sustainable 
reform. Th is timely book is a must for policymakers in developed and developing 
countries.

Rick van der Ploeg
Research Director, Centre for the Analysis of Resource Rich Economies

and Professor of Economics, University of Oxford
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Th e best policy- related economics is empirical work that is new, brave, and 
important. Energy Subsidy Reform: Lessons and Implications hits all three targets: 
new, because the research uncovers the extent and damage of energy subsidies 
globally, with a scope never before seen; brave, because it challenges both the 
poorer countries to reconsider what has been a subsidy to the rich cloaked as 
welfare, and the richer countries to recognize the scale of their own wasteful dis-
tortions; important, because it gives practical steps and examples of how this call 
to action against fi scal and environmental crime can be met. Th is is the kind of 
study we need addressing one of the key underappreciated policy disasters of the 
world today.

Adam Posen
President, Peterson Institute for International Economics

©International Monetary Fund. Not for Redistribution 



I N T E R N A T I O N A L  M O N E T A R Y  F U N D

EDITORS 

Benedict Clements, David Coady, Stefania Fabrizio,  
Sanjeev Gupta, Trevor Alleyne, and Carlo Sdralevich

Energy Subsidy Reform 
Lessons and Implications

©International Monetary Fund. Not for Redistribution 



©2013 International Monetary Fund
Cover design: IMF Multimedia Ser vices Division

Cata loging- in- Publication Data
Joint Bank- Fund Library

 Energy subsidy reform : lessons and implications / editors, Benedict Clements, David 
Coady, Stefania Fabrizio, Sanjeev Gupta, Trevor Alleyne, and Carlo Sdralevich.— 
Washington, D.C. : International Monetary Fund, c2013.
   p. : ill. ; cm.

 Includes bibliographical references and index.

 1. Energy policy— Case studies. 2. Fuel— Prices. 3. Electric utilities— 
Government policy. I. Clements, Benedict. II. Coady, David. III. Fabrizio, 
Stefania. IV. Gupta, Sanjeev. V. Alleyne, Trevor. VI. Sdralevich, 
Carlo. VII. International Monetary Fund.

HD9502.E54 2013

ISBN: 978- 1- 47555- 811- 1 (paper)
ISBN: 978- 1- 47553- 252- 4 (Mobipocket)
ISBN: 978- 1- 48439-379- 6 (PDF)
ISBN: 978- 1-48333-916- 9 (ePub)

Disclaimer: Th e views expressed in this book are those of the authors and should not be 
reported as or attributed to the International Monetary Fund, its Executive Board, or the 
governments of any of its member countries.

Publication orders may be placed online, by fax, or through the mail:
International Monetary Fund, Publication Ser vices
P.O. Box 92780, Washington, DC 20090, U.S.A.

Tel.: (202) 623- 7430 Fax: (202) 623- 7201
E-mail: publications@imf.org
Internet:  www .elibrary .imf .org

 www.imfbookstore.org

©International Monetary Fund. Not for Redistribution 

www.imfbookstore.org
www.elibrary.imf.org


Contents

Ac know ledg ments ......................................................................................................................v

Preface ...........................................................................................................................................vii

1  Introduction and Background .................................................................................. 1
Trevor Alleyne, Benedict Clements, David Coady, Stefania Fabrizio, 
Sanjeev Gupta, and Carlo Sdralevich

2  Defi ning and Mea sur ing Energy Subsidies .......................................................... 5
David Coady, Stefania Fabrizio, Mumtaz Hussain, Baoping Shang, 
and Younes Zouhar

3  Macroeconomic, Environmental, and Social Implications ............................15
Andreas Bauer, David Coady, Alvar Kangur, Christian Josz, 
Edgardo Ruggiero, Carlo Sdralevich, Sukhwinder Singh, 
and Mauricio Villafuerte

4  Reforming Energy Subsidies: Lessons from Experience ................................23
Trevor Alleyne, Benedict Clements, David Coady, Stefania Fabrizio, 
Sanjeev Gupta, Carlo Sdralevich, Baoping Shang, and Mauricio 
Villafuerte

5  Case Studies from the Sub- Saharan Africa Region ..........................................43
Antonio David, Farayi Gwenhamo, Mumtaz Hussain, 
Clara Mira, Anton Op de Beke, Vimal Thakoor, and Genevieve Verdier

6  Case Studies from Emerging and Developing Asia .........................................75
Masahiro Nozaki and Baoping Shang

7  Case Studies from the Middle East and North Africa Region ......................87
Ozgur Demirkol, Luc Moers, and Dragana Ostojic

8  Case Studies from the Latin America and Ca rib be an Region ................... 103
Allan Dizioli, Javier Kapsoli, Masahiro Nozaki, and Mauricio Soto

9  Case Studies from Central and Eastern Eu rope and the Commonwealth 
of In de pen dent States ............................................................................................ 123
Katja Funke, Kangni Kpodar, and Baoping Shang

©International Monetary Fund. Not for Redistribution 

Underline



iv Contents

Appendix A. Estimating Pretax and Posttax Global Energy Subsidies ................143

Appendix B. Assessing the Environmental and Health Impacts of 
Energy Subsidy Reform ........................................................................................................165

References .................................................................................................................................169

Contributors .............................................................................................................................175

Index ...........................................................................................................................................177

©International Monetary Fund. Not for Redistribution 

Underline



  v

Ac know ledg ments

We would like to thank the contributing authors, whose hard work and dedication 
made this book possible. Th e book has also benefi ted from the comments of col-
leagues from various IMF departments and seminar participants from the Asian 
Development Bank, the Grantham Institute on Climate Change and the Envi-
ronment at the London School of Economics, the International Energy Agency, 
the Or ga ni sa tion for Economic Co- operation and Development, the Petersen 
Institute, the World Bank, and the World Wildlife Fund. We also thank both the 
International Energy Agency and the World Bank for providing access to their 
valuable databases.

We are grateful to Michael Harrup and Sean Culhane of the IMF’s Communi-
cations Department for managing the editing and production of the book. We 
also thank Pierre Jean Albert, Jeff rey Pichocki, and Mileva Radisavljevic for their 
administrative support throughout the entire pro cess. Excellent research assistance 
was provided by Louis Sears, Kamal Krishna, and Lilla Nemeth.

Benedict Clements
David Coady

Stefania Fabrizio
Sanjeev Gupta
Trevor Alleyne

Carlo Sdralevich

©International Monetary Fund. Not for Redistribution 



This page intentionally left blank 

©International Monetary Fund. Not for Redistribution 



  vii

Preface

Th is volume provides the most comprehensive estimates of worldwide energy 
subsidies currently available, drawing on data from 176 countries in the areas of 
petroleum products, natural gas, coal, and electricity. It lays out an analysis of 
“how to do” energy subsidy reform, drawing on insights from 22 country case 
studies and analyses carried out by other institutions, and it off ers summary nar-
ratives and analyses of the reform eff orts undertaken in each of those countries. 
Among the fi ndings that emerged from the analysis are the following.

Energy subsidies have wide- ranging economic consequences. Although aimed at 
protecting consumers, subsidies aggravate fi scal imbalances, crowd out priority 
public spending, and depress private investment, including in the energy sector. 
Subsidies also distort resource allocation by encouraging excessive energy con-
sumption, artifi cially promoting capital- intensive industries, reducing incentives 
for investment in renewable energy, and accelerating the depletion of natural re-
sources. Most subsidy benefi ts are captured by higher- income  house holds, rein-
forcing in e qual ity. Even future generations are aff ected through the damaging 
eff ects of increased energy consumption on global warming.

Energy subsidies are pervasive and impose substantial fi scal and economic costs in 
most regions. On a “pretax” basis, subsidies for petroleum products, electricity, 
natural gas, and coal reached US$492 billion in 2011 (0.7 percent of global GDP 
or 2 percent of total government revenues). Th e cost of subsidies is especially 
acute in oil exporters, accounting for about two- thirds of the total. On a “posttax” 
basis— which also factors in the negative externalities from energy consumption— 
subsidies are much higher, at US$2.0 trillion (2.9 percent of global GDP or 8.5 
percent of total government revenues). Advanced economies account for about 
40 percent of the global posttax total, whereas oil exporters account for about 
one- third. Removing posttax subsidies could lead to a 15 percent decline in CO2 
emissions and generate positive spillover eff ects by reducing global energy demand.

Country experiences suggest that there are six key elements for eff ective subsidy 
reform. Th ese are (1) a comprehensive energy sector reform plan entailing clear 
long- term objectives, analysis of the impact of reforms, and consultation with 
stakeholders; (2) an extensive communications strategy, supported by improve-
ments in transparency, such as the dissemination of information on the magni-
tude of subsidies and the recording of subsidies in the bud get; (3) appropriately 
phased price increases, which can be sequenced diff erently across energy prod-
ucts; (4) improvement in the effi  ciency of state- owned enterprises to reduce pro-
ducer subsidies; (5) targeted mea sures to protect the poor; and (6) institutional 
reforms that depoliticize energy pricing, such as the introduction of automatic 
pricing mechanisms.
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