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The Prerequisites to Successful Subsidy 
Reform Remain Elusive
Given high public demand for subsidies, eroding trust in 
institutions, and a fragile regional economic outlook, the 
environment for reform is suboptimal. 

Energy Subsidy Reforms and Core Issues 
Come First
Subsidies on energy are far more regressive and costly than 
subsidies on food, particularly those on staples like bread. 
Accordingly, reforming energy subsidies should be given 
precedence and approached in conjunction with broader 
structural reforms. 

Food Subsidy Reform Poses a Tough Dilemma
While inflation and shrinking fiscal spaces in many countries 
across the MENA region are renewing the pressure to 
transition from subsidies to targeted cash transfers, the 
region is not yet ready to give up food subsidies.

Robust Social Safety Nets Are Needed
Despite recent progress, more needs to be done to hone 
the targeting and expand the coverage of existing social 
safety nets, before subsidies can be cut.
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Introduction

The Middle East and North Africa (MENA) region 
has historically relied heavily on subsidies,i a 
form of government assistance that entails the 
provision of select goods or services at below-
cost prices.1 Fundamentally a price stabilization 
mechanismii and a buffer against the detrimental 
impacts of economic shocks, subsidies across 
the region have evolved into instruments of 
social protection aimed at alleviating poverty and 
addressing social inequalities, by lowering the 
cost of living and improving the access of low-
income households to food and energy staples.2 
In resource-abundant countries, they further 
serve as wealth redistributioniii mechanisms.3 
Eventually, such subsidies have transcended their 
initial purpose of price stabilization and poverty 
alleviation to one of bestowing legitimacy on 
regimes, becoming defining features of social 
contracts in the MENA region.4 

In light of volatile commodity prices, heightened 
inflationary pressures, shrinking fiscal spaces 
and soaring debt levels, subsidies have proven 
increasingly challenging to sustain. Beyond 
fiscal concerns, subsidies have long come under 
scrutiny by leading international organizations, 
notably the International Monetary Fund (IMF) 
and the World Bank, for their regressive nature 
and inefficiency. Poorly targeted and ill-managed, 

subsidies mostly benefit the well-off, encourage 
overconsumption, and divert funding from other 
critical spending areas. 

Many countries across the region have attempted 
waves of reform since as early as the 1970s, 
partly prompted by dire fiscal conditions, but 
mostly under pressure from international lending 
institutions and donors.5 These reforms have 
primarily addressed energy subsidies, which 
became burdensome as energy prices soared and 
have proven more regressive than food subsidies. 

Subsidies on basic food staples remain relatively 
untouched.6 The region continues to grapple with 
these reforms, which — while inherently challenging 
in the context of developing countries — become 
much more complex in the MENA region given 
the intertwined socio-economic and political 
considerations at play.7 Historical examples of food 
riots across the region attest to the major risk 
of social unrest posed by attempts to slash food 
subsidies, particularly for staples like bread. 

Leading international institutions have nonethe-
less continued to advocate for the shift to targeted 
cash transfers.8 In 2010, Iran slashed bread subsi-
dies and transitioned to a cash transfer scheme.9 In 
2018, Jordan substituted its bread subsidies with 
a targeted assistance program.10 More recently, 
Egypt has been considering a similar shift towards 
cash transfers.11

However, regressive as food subsidies may be, the 
region is not yet ready to transition to targeted 
cash transfers. The prerequisites of successful and 
sustainable subsidy reforms — notably, favorable 
public sentiment, conducive macroeconomic and 
fiscal conditions, as well as solid governance and 
accountability frameworks — remain elusive. 

The  prerequisites of successful and sustainable 
subsidy reforms—notably, favorable public 
sentiment, conducive macroeconomic and 
fiscal conditions, as well as solid governance and 
accountability frameworks — remain elusive. 

i.	 Consumer subsidies are state interventions intended to assist economically vulnerable individuals (consumer subsidies) via the provision of 
certain goods (food staples, energy products, etc.) or services (public transportation, social housing, etc.) at below-market prices.

ii.	 Subsidies enable governments to prevent the pass-through of international price fluctuations to consumers, by absorbing differentials and 
keeping prices stable. 

iii. In resource-endowed countries, subsidies on energy and food staples are among the channels via which governments share natural resource
  revenues with their citizenries.
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Above all, while the region has made strides in the 
realm of social protection, it still needs to bolster 
the mechanisms required to accurately target 
the poor, as well as the social safety nets needed 
to shield them from the detrimental impact of 
phasing out subsidies.

This issue brief traces the historical evolution of 
subsidies in MENA and the persistent dilemmas 
around reforming them. Reflecting on the Iranian 
reform experience, the brief argues in favor of 
maintaining food subsidies and concludes by 
outlining a potential trajectory for reform. 

Subsidies in MENA:
Historical Context, Fiscal Burdens and 
the Imperative to Reform

Subsidies were initially introduced to the 
MENA region in the aftermath of World War II, 
primarily as price stabilization mechanisms.12 
However, they were sustained throughout the 
post-independence era by incumbent populist 
authoritarian regimes aiming to consolidate their 
rule.13 The 1960s and the 1970s witnessed a major 
expansion of subsidy spending, and by the end 
of the 1970s, many countries in the region were 
subsidizing a variety of food staples and energy 
products, in addition to other services including 
public transportation and housing.14 Ultimately, 
subsidies, especially on food staples, became 
instrumental in shaping social contracts across 
the region.15 As civil and political rights were 
increasingly curtailed, regimes progressively 
emphasized protection and social provision as 
sources of political legitimacy to compensate for 
marginal levels of political participation.16

Over time, the budgetary burden of subsidies has 
soared, owing in part to burgeoning populations, 
international price fluctuations, and rent-seeking 
arbitrage opportunities via black markets.17 By 
2010, Iran’s subsidy expenditure amounted to 
more than 20% of the country’s gross domestic 

product (GDP), reaching a staggering $100 
billion.18 In 2012, subsidy spending in Morocco 
made up 6.6% of GDP, relative to the 5.4% 
and 5.6% allocated to health and education, 
respectively.19 In Egypt, subsidies constituted 
8.7% of GDP by the fiscal year 2012-2013, as 
compared to approximately 4.5% and 3.4% for 
health and education.20 

Channeling major fiscal resources to fund 
subsidies often comes at the expense of 
productive investments, as well as other vital 
expenditure areas such as health and education.21 
They are further scrutinized for their inefficiency, 
as well as for the leakages and targeting errors 
they entail. Above all, the poverty- and inequality-
alleviating effects of subsidies have long sparked 
debate. Household survey data from 2004-2010 
and 2003-2009 suggest that across the region, 
a mere 1-8 % of gasoline subsidies and 1-7% of 
diesel subsidies accrued to the poor, while 36-86% 
and 42-77%, respectively, benefited the richest 
quantile. 22 Meanwhile, 15-25% of food subsidies 
accrued to the poorest quantiles in Egypt, Iran, 
Jordan and Lebanon.23   

Indeed, untargeted subsidiesiv have been 
demonstrated to favor the rich, with their benefits 
accruing mostly to higher-income households 
who account for a greater share of consumption, 
especially when it comes to energy.24 Rich 
households tend to consume more energy as they 
own bigger homes, cars, and electronic devices.25

Reform Attempts and the Case
for Food Subsidies

The past two decades have witnessed several reform 
initiatives across the region. As a result of unfavorable 
economic conditions, notably soaring food and 
energy prices and mounting fiscal pressures, several 
MENA countries have initiated subsidy reforms, 
mainly targeting energy subsidies. 26

iv. In contrast to targeted subsidies which are limited to specific income brackets, societal segments, or geographical locations, untargeted or 
universal subsidies benefit households across income tiers.  



3 ISSUE BRIEF    OCTOBER 2025

Energy subsidies have been proven to be far more 
regressive than food subsidies and often account 
for a greater budgetary burden. In Tunisia, fossil 
fuel subsidies accounted for nearly 12% of the 
budget in 2024, compared to 4.1% allocated to 
cereals, 1.3% to other staples including milk and 
less than 1% to cooking oil (Figure 1). 

Budgetary and fiscal concerns aside, even in 
energy-producing countries, subsidies continue 
to exhaust resources and to leave a detrimental 
environmental footprint. Subsidizing energy 
negates the incentive to cut consumption, deters 
efforts to transition to cleaner energy sources and 
make progress on emissions-reduction goals.

Source: Ministry of Finance, Tunisia.27

Figure 1: Subsidy Spending as Percentage of the Budget (%), Tunisia 2019-2024
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Cereals Cooking Oil Other Commodities (Milk, Pasta, Sugar…) Fuels

Food subsidies, on the other hand, have remained 
relatively untouched.28 Given the prominence 
of food expenditures in household spending, 
reforming these subsidies is inherently politically 
challenging. Attempts to slash food subsidies — 
especially for staples like bread — have sparked 
social unrest, often forcing governments to 
reverse reforms. Egypt witnessed violent riots 
in 1977 that came to be known as the “Bread 
Intifada” following attempts to slash subsidies 
on staples such as rice, sugar and bread.29 In the 
mid-1980s, attempts to raise the price of bread in 
Tunisia — as part of IMF-recommended austerity 

measures — were revoked after they triggered 
social unrest.30 In Jordan, food subsidy cuts  in 
1989 and 1996 were faced with major opposition, 
while in Morocco the phasing out of food subsidies 
in 1981 and 1984 triggered violent protests.31 

More importantly, food subsidies have been found 
to be less regressive. Food spending accounts for 
a greater share of poorer households’ income, 
and consumption levels tend to be comparable 
across income brackets, meaning that the benefits 
accruing to households in higher deciles typically 
reflect their subjective share of the population.
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Leading financial institutions such as the IMF 
and the World Bank have nonetheless continued 
urging MENA countries to slash their subsidies and 
transition to direct cash transfersv.32 

In principle, well-targeted and properly adminis-
tered cash transfers are more progressive than 
universal subsidies on food, as they ensure that 
the majority of benefits accrue to households in 
lower income brackets.33 Beyond improving nutri-
tional access and alleviating poverty, conditional 
cash transfers have also been linked to enhanced 
health and educational outcomes.34 Cash transfer 
schemes in Sub-Saharan Africa have also proven 
instrumental in sustaining the livelihoods of bene-
ficiaries, by boosting productive investment, opti-
mizing labor allocation and bolstering households’ 
resilience to shocks.35 

A few countries across the MENA region, notably 
Egypt, have been debating the transition from 
universal food subsidies to targeted transfers, 
while others have introduced cash transfers in 
conjunction with universal subsidies, with the aim 
of eventually phasing out the latter. Meanwhile 
some have already embraced cash transfers, 
notably Iran. The Iranian experience deserves 
further examination. As bold and unprecedented 
as it was, especially for an energy producer, it 
attests to the perils of premature reforms.

In 2010, Iran embarked on its “Targeted Subsidy 
Reform” scheme, slashing subsidies on several 
energy and food staples — notably bread —  and 
introducing unconditional cash transfers.36 Initially, 

the transfers were successful in improving 
consumption patterns and nutritional intake levels, 
and in shrinking the gap between the rich and 
poor.37 Estimates suggest the poverty headcount 
index reached 10.6%, down from 22.5%.38 
However, these welfare gains were short-lived, as 
heightened inflationary pressuresvi, a depreciating 
national currency, and the lack of an indexation 
element eventually eroded the purchasing power 
of the transfers.39 Some analysts argued that the 
reforms ultimately exacerbated food insecurity 
and inequality levels.40 Above all, the transfers 
were costly and inadequately targeted.41 Their 
value surpassed that of the reform savings, and 
while originally envisioned for households in 
lower income brackets, owing to administrative 
challenges in pinpointing the poor, 80% of the 
population was eligible upon launch.42 Despite 
efforts to enhance targeting, it is believed that 
transfers eventually reached up to 70 million 
people, or roughly 95% of the population.43

In a bid to address these inclusion targeting 
errors, in 2022 Iran attempted to transition 
towards targeted electronic vouchers.44 Yet, 
given infrastructure development delays and 
persistently unreliable social protection data, 
direct cash transfers — initially only meant to be 
paid out during the early months of the scheme — 
were sustained beyond that. 45 The transfers fed 
into already soaring inflation and turned out to be 
quasi-universal, reaching approximately 75% of the 
population despite being principally designated for 
the lowest three deciles.46 The scheme was further 
associated with welfare losses and is thought to 
have exacerbated poverty levels.47 

The reforms were carefully thought-out and 
well sold to the public. Nonetheless, the ensuing 
economic woes diminished hard-earned public 
trust and halted further price increases. While a 
new wave of reforms was rolled out in 2014, the 
state is still struggling with ill-targeted, costly 
cash transfers.

In principle, well-targeted and properly 
administered cash transfers are more progres-
sive than universal subsidies on food, as they 
ensure that the majority of benefits accrue to 
households in lower income brackets.  

v. Cash transfers are a form of direct monetary assistance, whose distribution is either unconditional, or conditional on households satisfying 
certain requirements (pertaining to children’s school enrollment and attendance, vaccination, and health checkups, among others).

vi. It is worth noting that while heightened inflationary levels were in part attributed to the subsidy reforms, they were further exacerbated by the 
sanctions imposed on the country in 2011.
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A Suboptimal Reform Environment 

Implementing and sustaining subsidy reforms 
hinges on several prerequisites, including an 
acquiescent public sentiment, robust institutional 
trust, a conducive economic and governance 
context, and reliable social safety nets. In MENA, 
these prerequisites remain largely elusive.  

Recent public opinion data from the region 
underscores growing expectations for social 
provision, alongside eroding trust in institutions. 
Owing to heightened inflationary pressures — 
induced by the pandemic and further exacerbated 

by the Russo-Ukrainian conflict — and worsening 
food insecurity, survey data from the Arab 
Barometer suggests that relative to 2022, vast 
proportions of MENA populations identified 
subsidies as public spending priorities in their 
countries, including in Jordan (62%), Lebanon 
(54%) and Tunisia (39%) (Figure 2). In 2024, 32% 
of respondents in Tunisia, and 27% in Jordan and 
Iraq reported often running out of food and not 
being able to afford more.48 The data further reveal 
a deepening crisis of trust, with 39%, 36%, 33% 
of the population in Jordan, Tunisia and Morocco, 
respectively, and as little as 7% in Lebanon placing 
“a great deal/quite a lot” of trust in government.49

Figure 2: Views on Public Spending Priorities, 2022 vs. 2024

Iraq Jordan Lebanon Mauritania Morocco Tunisia
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Source: Arab Barometer, Waves VII (2021-2022) & VIII (2023-2024).50

While critical for broader fiscal consolidation 
efforts, such reforms are more likely to succeed 
when implemented in periods of relative monetary 
and fiscal stability and economic expansion. 
Inflation started to ease in 2024 across the region, 
where the median inflation rate reached 2.2%, 
down from 3.4% in 2023.51 Yet given heightened 
trade pressures, inflationary risks persist.52 

Inflationary pressures aside, the region’s 
overall macroeconomic performance calls for 
cautious optimism. Regional GDP growth for 
2025 was revised down to 2.6%, from initial 
projections of 3.8%, amid growing tariffs and 
retaliatory measures, mounting foreign aid and 
fiscal uncertainty, and escalating geopolitical 
instability.53 Despite rebounding in 2023, regional 
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fiscal deficits are widening and forecasted to exceed 
3% of GDP in 2025.54 And while lower oil prices are 
expected to ease pressure on importers’ current 
accounts, they are expected to exert pressure on 
exporters’ fiscal balances, as current prices are 
falling short of fiscal breakeven pointsvii.55 Lastly, a 
debt crisis has been looming over the region. Debt 
levels in non-oil-exporting MENA countries are 
expected to rise to approximately 77% of GDP in 
2025.56 Debt risks globally are likely to be further 
exacerbated by mounting geopolitical uncertainty 
and the higher borrowing costs this brings about.57  

Beyond macroeconomic factors, galvanizing public 
support for contentious reforms necessitates 
ensuring that the savings accruing from subsidy 
reforms are optimally deployed and channeled 
to the expansion of social safety nets as well as 
to other areas of social and productive spending. 
This is contingent upon sound governance 
frameworks and transparent fiscal management. 
Fiscal transparency challenges remain persistent 
across the region, and while the quest for good 
governance gained momentum post-2011, 
reforms have stalled overall.58

Above all, securing public buy-in for slashing food 
subsidies hinges on the reliability of social safety nets 
and their effectiveness in shielding the vulnerable.

A few countries in the region, notably Egypt, Jordan, 
Tunisia, and Morocco, have made commendable 
progress in developing their social protection 
systems. In 2015, Egypt inaugurated the Takaful 
and Karama Program (TKP), a cash transfer 
scheme aimed at shielding households against the 
repercussions of economic reforms — notably the 
slashing of energy subsidies in 2014 and the levying 
of the value added tax (VAT) in 2016. The program, 
which evolved into the country’s flagship cash 
transfer scheme, has been fully institutionalized, 
and its financing reached EGP 41 millionviii in 2024, 
up from EGP 3.6 million in 2015.59 TKP targeted 4.67 

vii. The fiscal break-even oil barrel price denotes the barrel price at which an oil-exporting country’s revenues equal their expenses. 

viii. As of August 19, 2025, 1EGP=0.021 USD.

million low-income households as of December 
2023, up from around 2 million in 2018, reaching 
50% of the poor.60 The program eased the risk of 
falling into poverty, boosted consumption and 
brought about nutritional, health and educational 
attainment gains.61 It further stimulated 
productive investments, eased debt burdens and 
rendered beneficiary households more shock-
resilient.62 TKP was complemented by a number 
of “cash-plus interventions,” notably Forsa, aimed 
at economically empowering beneficiaries and 
facilitating their integration into the labor market.63 

In 2024, Jordan’s National Aid Fund (NAF) 
provided cash assistance to more than 235,000 
low-income households, reaching 70% of the 
country’s poor and lowering poverty levels 
by 1.4 percentage points.64 Tunisia’s flagship 
social assistance scheme, Amen, targeted 
333,000 low-income households, reaching over 
10% of the country’s population.65 In a bid to 
enhance targeting and delivery efficiency, Egypt, 
Jordan and Morocco have also moved towards 
establishing unified social registries.66 MENA 
social protection systems, too, witnessed major 
reforms in 2023.67 Several countries initiated 
structural and legislative reforms to enhance the 
efficiency, inclusivity and financial sustainability 
of social protection systems. These included 
the enactment of new social protection laws 
in Oman and Iraq, pension and benefit raises in 
Algeria and Morocco, among others, and efforts 
to facilitate the integration of the self-employed 
into contributory social security schemes and 
promote productive inclusion.68

Nevertheless, social protection systems across 
the region are lagging overall. While the region 
is home to 4.6% of the world’s poor, as per the 
latest statistics from the International Labor 
Organization (ILO), Arab states allocated 4.6% of 
their GDP to social protection, compared to 5.1% 
in South East Asia and the Pacific, 10.6% in Latin 
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Arab states allocated 4.6% of their GDP to 
social protection, compared to 5.1% in South 
East Asia and the Pacific, 10.6% in Latin 
America and the Caribbean, 14.8% in Eastern 
Europe and 12.9% globally

ix.  As per the price-gap approach, the subsidization rate refers to the price differential (the difference between the reference price of a fossil fuel 
and the price paid by end consumers) borne by the state. 

America and the Caribbean, 14.8% in Eastern 
Europe, and 12.9% globally.69 The inclusivity of 
such systems continues to be undermined by the 
persistent prevalence of labor market informality, 
and their capacities are increasingly challenged 
by climate change, political instability, and the 
economic vulnerability and displacement they 
bring about. 70 The coverage of pension benefits 
is suboptimal, driven by patchy social security 
contributions, while social assistance schemes 
remain fragmented and constrained.71

Lastly, the transition from subsidies to targeted 
cash transfers is administratively challenging 
and bureaucratically demanding. It hinges on 
reliable ICT infrastructure and the capacity to 
collect data regularly to estimate and verify 
and track household incomes, as well as to 
adjust transfers to correct for inflation. With 
the exception of the Gulf Cooperation Council 
(GCC) states, the MENA region still lags in terms 
of introducing e-government systems.72 Issues 
of data availability, quality and timeliness go 
beyond conflict-ravaged zones, to higher-income 
countries, notably those of the GCC.73

Trajectories for Reform 

Once the region lays the groundwork for subsidy 
reform, energy subsidies should be targeted 
before food staples. In fact, compared to food 
subsidy reforms, previous episodes of energy 
subsidy reforms were often faced with little to no 
social backlash.74

The region has made strides in reforming universal 
energy subsidies. Between 2012 and 2013, Tunisia 
started gradually phasing out energy subsidies, 
raising the prices of gasoline and diesel, as well 
electricity.75 In 2014, electricity prices were 
adjusted to match consumption levels, and energy 
subsidies allocated to cement producers were 
halted.76 In 2012, Morocco initiated the first phase 
of reforms, liberalizing the prices of gasoline, 
diesel and fuel oil in 2013.77 Egypt also embarked 
on energy subsidy reforms in 2014, adjusting the 
prices of several petroleum derivatives, as well 
as electricity prices.78 Beyond energy importers, 
Iran, a major exporter, undertook bold subsidy 
reforms in 2010, slashing subsidies on several 
energy products including gasoline and diesel.79 
Nevertheless, more remains to be done. 

MENA energy exporters and importers alike 
remain among the heaviest subsidizers globally. 
Average subsidization ratesix range from 58% in 
Egypt, 75% in Algeria and a staggering 94% in 
Libya (Figure 3).  
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Reforming energy subsidies would free up fiscal 
spaces and unlock budgetary resources that could 
be channeled towards expanding social safety 
nets and enhancing their targeting.

While reforming subsidies, especially on energy 
derivatives, is crucial, freeing fiscal space 
depends equally on reviewing public expenditures 
and mobilizing fiscal revenues. The proliferation 
of state-owned enterprises (SOEs) continues to 
strain MENA economies.81 Beyond crowding out 
private enterprises, SOEs  — often inefficient and 
poorly managed — drain subsidies and exhaust 
fiscal resources through bailouts and equity 
injections.82 When it comes to public revenue 
mobilization, although many countries across 
the region have reformed their tax systems, the 
contribution of taxes to public revenues remains 
subpar.83 Moreover, the region’s tax landscape is 
marked by a heavy reliance on regressive taxes 
(taxes on goods and services) while the potential 

of income and wealth taxes remains largely 
untapped.84 Streamlining tax procedures and 
enhancing their transparency will be crucial for 
boosting compliance and enlarging tax bases.  

Conclusion

Given the public mood, the fragile regional 
economic outlook, persistent governance gaps, 
and chronically deficient social safety nets, 
the MENA region is not currently positioned 
to overcome its long-standing reliance on 
subsidies. Priority should be given to fostering an 
environment conducive to reform, by advancing 
effective bureaucracies, enhancing the efficiency 
and agility of public administration, boosting fiscal 
transparency, containing inflationary pressures, 
cutting fiscal deficits, and keeping public debt 
levels in check.   

Figure 3: MENA Fossil Fuel Subsidies, 2023
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Arabia
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Source: IEA, Fossil Fuel Subsidies Database.80
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Going forward, the effective phasing out of food 
subsidies and the sustainability of such reforms 
will rest, above all, on the capacity to accurately 
target the vulnerable and adequately compensate 
them. Expanding the coverage of social safety 
nets and boosting the sustainability and shock-
responsiveness of social protection systems are 
paramount. While efforts to establish unified 
social registries are promising, more needs to 
be done to enhance the availability and quality of 
statistical data.

Meanwhile, emphasis should be placed on 
improving subsidy targeting, addressing leakages 
and distribution inefficiencies, and exploring 
alternative financing options.  

Ultimately, although subsidy reforms will be 
instrumental for fiscal consolidation efforts, 
they are no panacea to the region’s woes unless 
undertaken in conjunction with broader reforms 
tackling structural inefficiencies.
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