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Before April 2011: 
 

Consumers pay 
$5.10 

at the store 
 

After April 2011: 
 

Consumers pay 
$13.60 

at the store 
 
 

And receive 
$8.50 

in electricity bill 
(or collect from 
CENADE office) 

IF electricity 
consumption less 

than 
200Kwh/month 

 



The reform was pro-poor… 

WINNERS LOSERS 



…but unpopular 

Bottom 40 percent of income 

Percent of people satisfied or 
very satisfied with reform 

(January 2011) 

Rest 

28 

33 

Losers (>200 Kwh/month) 

Winners (<200 Kwh/month) 

27 

31 



Escobar Alas expressed his concern that 
“the poor may be left out”  



 



The pain of paying 



Our analysis 

• Surveys before and after 

• Degree of satisfaction with the reform plus  
– Self-reported degree of information about reform 

– Positive and negative impacts of reform 

– Income 

– Consumption of LPG and electricity 

– Political support 

– Other household characteristics 

• Probit model able to test two hypothesis: 
politics, information 



Perceptions change but are sticky… 



…and politically costly 

• Head of ARENA in Congress, Donato Vaquerano: the subsidy 
reform had been a “colossal mistake” by FMLN 
 

• Head of FMLN party organization, José Luis Merino: subsidy 
reform “undoubtedly had an effect among urban sectors 
who have resented the measure” 

 

• FMLN president of Congress, Sigfrido Reyes: the defeat (in 
2012) had been due in part to “serious mistakes [including] 
the change in the gas subsidy [which] increased 
tremendously the price of gas for domestic use” 



Limited knowledge about the subsidy 

25 percent of the 
population did not 
know what the true 
market price of gas 
would be without 
the subsidy 
 
And another 22 
percent 
significantly 
underestimated it 



Negativity bias 

Informed 

Uninformed 

54% satisfied 

24% satisfied 

Positive 
impacts? 

Helps poor: 20% 

None:           10% 

Negative 
impacts? 

Inflation:  8% 

None:       9% 

Helps poor:  4% 

None:           40% 

Inflation: 21% 

None:       1% 



The role of information 

• Being informed 
about the reform 
increased the 
probability of 
being satisfied 
with the reform 
by around 20 
percentage points 



Lessons 

• It is not enough to have a sound 
compensation mechanism 
– Implementation mishaps are very costly 

  

• Do not assume that people know 
– People will fill in the blanks 

– Pay attention to ‘surprising validators’ 

 

• Test, learn, and adapt 



PS. Update 
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