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T he 2007–08 global fuel crisis was a stark 
reminder of the fact that petroleum 
subsidies strain public finances, distort 

markets, and provide only a blunt tool for 
improving food security and fighting poverty. 
As a consequence, several countries—including 
Chile, Indonesia, Iran, and Syria—have 
recently initiated petroleum subsidy reforms. 
Yemen, which has one of the highest subsidies 
and lowest per capita incomes in the world, 
is also considering phasing out its petroleum 
subsidies. In 2009, total petroleum subsidies in 
Yemen amounted to YER391 billion (US$1.93 
billion), more than combined spending on 
health, education, and social protection; thus, 
reforming petroleum subsidies is increasingly 
seen as an opportunity for accelerating 
economic development and improving food 
security in Yemen.

Petroleum Subsidy Reform 
and Food Security

YEMEN NATIONAL  
FOOD SECURITY STRATEgY



Impact of Petroleum Subsidy 
Reform
Phasing out petroleum subsidies without compensa-
tory measures will increase food insecurity. Results of 
the dynamic computable general equilibrium (DCGE) 
model show that by 2015, the food insecurity rate may 
be 5 percentage points higher compared to the base-
line (Figure 1). It is important to note that this increase 
is relative to the baseline scenario (indicating a 
business-as-usual policy) and is not relative to the 
2009 level. Farmers and the urban food insecure will 
be most affected by a reduction in petroleum subsi-
dies. Urban households have higher fuel consump-
tion and use more fuel-intensive services, especially 
transportation. Mainly because of the use of diesel-
operated irrigation pumps, farmers will be hit by 
higher diesel prices, the major cost component for 
many crops. Farmers who subsist close to the food 
security line and who rely on irrigation-intensive 
crops such as fruits, vegetables, and qat will be espe-

cially affected. Though rural nonfarm households are 
the most food-insecure group, they will be the least 
affected because they are often too poor to afford 
transport by bus, car, or motorbike and instead rely 
on donkeys or walking. Food insecurity is projected 
to rise by 7 percentage points for urban households, 
6 percentage points for rural farm households, and 
4 percentage points for rural nonfarm households, 

compared to the baseline scenario of no reform 
(Figure 1). Therefore, if petroleum subsidy reform is 
to succeed, the government must enact compensa-
tory measures to curb the rise in food insecurity.

Direct Transfers to the Food 
Insecure  
To mitigate the negative effects of petroleum sub-
sidy reform, part of the savings should be spent 
on direct cash transfers to the most food insecure 
households. Experience from other countries shows 
that such payments to compensate those hurt by 
reform are critical for success and social stability. 

Results from the DCGE model confirm that 
subsidy reform plus targeted direct transfers will 
lead to greater economic growth in all sectors than 
would occur with subsidy reform alone because 
households receiving the transfers would spend 
more money on goods and services. Direct transfer 

payments will also help alleviate negative effects 
on food security during the initial years of reform. 
Because the transfers benefit the food insecure in 
all household groups, food insecurity will remain at 
an almost constant level during the first two years, 
instead of increasing. This positive effect is due to 
the direct impact of having more money to buy food 
and is also due to the multiplier effect, which creates 
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Figure 1. Prevalence of Food Insecurity under Fuel Subsidy Reform

Source: Breisinger, Clemens, Olivier Ecker, José Funes, and Bingxin Yu. 2010. Food as the Basis for Development. A Strategy for Yemen. IFPRI Discussion 
Paper 1037. Washington, DC: International Food Policy Research Institute.
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additional income for households through increased 
spending. However, the positive effects of transfers 
will fade in the third year of reform, showing that 
while direct transfers are critical for protecting the 
food insecure from the immediate impact of reform, 
transfers cannot completely mitigate the negative 
effects on food insecurity. Therefore, additional 
long-term measures are needed to complement 
subsidy reform.

Direct Transfers Plus 
Investment in Economywide 
Productivity
Productivity-enhancing investments, such as 
improving the country’s infrastructure, make an 
important contribution to development and pro-
vide the foundation for food security and growth.  
Therefore, in addition to using savings from petro-
leum subsidy reform for direct transfers, savings 
should be invested in improving infrastructure, 
electricity, water, transport, trade, and construction. 
Improved infrastructure lowers transaction costs, 
offers the opportunity to integrate different sec-
tors of Yemen’s economy, and creates the platform 
for restructuring productive, industrial, and service 
value chains, which could be exploited by enabling 
domestic and foreign private investment.

Growth fueled by infrastructure improvement 
would have strong poverty-reducing effects and, in 

addition to its long-term development effects, would 
more than mitigate the negative short-term effects 
of the subsidy reform on food security. Growth accel-
eration and related increase in labor demand would 
drive poverty reduction. For example, during the ini-
tial years of reform, infrastructure investment will cre-
ate construction jobs that provide additional income 
for the food insecure. Then, when infrastructure con-
struction slows, those jobs will be replaced with jobs 
in other sectors that benefit from the new infrastruc-
ture, causing growth to accelerate economywide and 
boost the incomes of all households, including the 
food insecure. Thus, a combination of direct transfers 
and investment would reduce food insecurity across 
all household groups in Yemen (Figure 2). Rural non-
farm households, which have the highest propor-
tion of food insecure people, would experience the 
greatest decline. Therefore, what was, under subsidy 
reform alone, an increase in food insecurity becomes 
a reduction with the addition of transfer payments 
and investment in infrastructure.

Policy Implications
Reforming the petroleum subsidy may provide a 
new impetus for Yemen’s ailing economy and may 
become an important part of achieving food secu-
rity. However, simply phasing out the fuel subsidy 
would increase food insecurity, as farmers and the 
urban food insecure are most affected by higher fuel 
prices. To stabilize food security during the reform 
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Figure 2. Prevalence of Food Insecurity under Fuel Subsidy Reform with Targeted Transfers and Investments 

Source: Breisinger, Clemens, Olivier Ecker, José Funes, and Bingxin Yu. 2010. Food as the Basis for Development. A Strategy for Yemen. IFPRI Discussion 
Paper 1037. Washington, DC: International Food Policy Research Institute.
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period—and even improve it—the ample budget-
ary savings from reform should be used to finance 
a combination of direct transfers and productivity-
enhancing investments. Transfer payments alone 
only curb the rise in food insecurity in the short run, 
but the addition of public investments in infrastruc-
ture fosters sustainable food security and economic 
growth in the medium and long run. The combina-
tion of direct transfers and investment is a promising 
strategy for combining the subsidy reform with the 
promotion of sustainable development. Transfers, 
investments, and resulting long-term productivity 
effects complement each other and lead to a signifi-
cant reduction in food insecurity and poverty.
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