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Abstract

The socioeconomic life of the Nigeria state has been
greatly impacted by the removal of oil subsidy. This
study used neoliberal economic theory as a
framework to critically analyze the socioeconomic
effects of eliminating fuel subsidies in country. The
theoretical underpinnings of subsidy changes and
their actual results were examined using
neoliberalism, which prioritizes free markets and
little government involvement. Using secondary data
from government papers, policy documents, and
scholarly publications, the study used a qualitative
methodology. The purpose of the content analysis
was to compile the information and find important
themes about how the elimination of subsidies
affected public service delivery, employment,
poverty, inflation, and fiscal sustainability. The
results showed that eliminating subsidies raised
inflation, poverty, and inequality while lowering
budget deficits and fostering market efficiency.
Insufficient social safety nets made the detrimental
effects on vulnerable groups even worse. On the other
hand, if governance and accountability are improved,
rerouting financial savings towards public
investments in  healthcare, education, and
infrastructure may lead to long-term growth. The
study concluded that the government's capacity to
strike a balance between social justice and economic
efficiency through focused interventions and open
policy implementation is what will determine if
subsidy changes are successful.

Keywords: Accountability, Fiscal Sustainability,
Governance, Neoliberalism, Nigeria, Poverty, Public
Investment, Subsidy Removal.

I.  Introduction
Economic changes are essential in
determining a country's socioeconomic development
overtime, or otherwise. The elimination of fuel
subsidies, a policy tool that has traditionally been
important to Nigeria's economic structure, has been
one of the most controversial measures in the nation.

To offer a thorough study of the ramifications, this
paper looks at the various ways that the removal of
subsidies has affected Nigeria's socioeconomic
environment.

The government of Nigeria has struggled
with the intricacies of fuel subsidies, highlighting the
crucial role that economic reforms play in promoting
socioeconomic growth. In Nigeria, fuel subsidies
have existed since 1970s, thereafter formalized in
1977 when the Price Control Act was passed,
requiring the selling of some commodities such as
petrol, at set prices (The Conversation, 2021). This
strategy was put in place to help the people of Nigeria
lessen the impact of global economic difficulties,
such as the "Great Inflation” era. To keep these
subsidies in place, the government has invested a
significant amount of money over time. Nigeria spent
almost $74.39 billion on fuel subsidies between 2005
and 2021, demonstrating the substantial financial
burden this policy placed on the country
(Nairametrics, 2023).

Yet, these subsidies have grown to be a
substantial financial burden. Estimates suggest that
the state subsidised petrol to the tune of about USD
3.9 billion, which is about twice as much as the
government spends on health care (McCulloch,
Moerenhout, and Yang, 2021). Because of pricing
differences between Nigeria and its neighbours, the
continuation of fuel subsidies resulted in unforeseen
economic distortions, such as the encouragement of
cross-border fuel smuggling. Conversely, fuel prices
rose when subsidies were eliminated, reducing the
price premium and decreasing the appeal of
smuggling (Musa and  Abuakar, 2024).
Notwithstanding these obstacles, efforts to eliminate
fuel subsidies have traditionally encountered fierce
public opposition, frequently leading to large-scale
demonstrations and social upheaval (McCulloch et
al., 2021).
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The withdrawal of fuel subsidies is a
complex issue with consequential effects on social,
political, and economic facets of the nation.
Eliminating subsidies, according to the protagonists,
would free up funds for vital industries like
infrastructure, healthcare, and education, thereby
fostering sustainable development. On the other
hand, disparagers argue that eliminating subsidies
may disproportionately impact low-income groups
by raising transportation expenses, increasing
inflation, and decreasing household welfare
(Okereke, Emenekwe, Onyeneke, and Amadi (2024).

The Nigerian government declared the
immediate elimination of petroleum product
subsidies on May 29, 2023 by the administration of
President Bola Ahmed Tinubu, following his
swearing-in ceremony as President of the Federal
Republic of Nigerian and Commander-in-Chief of
the Armed Forces of Nigeria. Prices for products and
services immediately increased as a result of this
declaration, which sent shockwaves through the
economy (Ogwuche, Adejor, Dabish, Garba, and
Dole (2024). Economic scientists and intellectuals
attributed the expected harsh burden on the people on
the subsidy reform projects to the hasty withdrawal
of subsidies without addressing the underlying
structural constraints and social dislocations. The
timing and order of subsidy elimination can have a
substantial impact on its economic and social effects,
according to Clements, Gupta, and Nozaki (2013). It
is frequently advised to implement reforms gradually
and carefully to minimize any negative effects on
populations that are already at risk, and to give
impacted industries time to adapt.

Although the goal of subsidy removal is to
improve fiscal sustainability and conform to
worldwide trends of reducing subsidies for fossil
fuels (Ude, 2023), it comes with several difficulties.
Since the elimination of subsidies may result in
higher fuel prices and a consequent increase in goods
and services as well as on the cost of living, the most
pressing of these issues is the possibility of escalating
social inequality. This situation reflects the worry
expressed by Ude (2023), who highlights that
although the removal of subsidies may have long-
term advantages, it may also put pressure on
households' financial resources, especially those that
are already marginalized. The dynamic interaction of
sociological, political, economic, and environmental
issues exacerbates the problem's complexity (Ozili,
2023).

The purpose of this study is to evaluate
critically how the elimination of fuel subsidies has
impacted on Nigeria's socioeconomic growth. The
three goals are to: (1) evaluate the economic effects
of eliminating subsidies, specifically about
inflationary pressures and fiscal savings; (2) assess
the social effects, with a focus on household welfare
and poverty levels; and (3) assess the efficacy of
government interventions intended to lessen negative
effects. This investigation's main research questions
are: What are the short and long-term economic
effects of Nigeria's elimination of fuel subsidies?
What impact does the elimination of subsidies have
on Nigerians' socioeconomic well-being? How has
the government measures protected disadvantaged
populations from the effects of the elimination of
subsidies?

Policymakers must comprehend the effects
of eliminating fuel subsidies, and doing so will help
to strike a balance between social justice and
economic responsibility. This study aims to add to the
larger conversation on successful economic reform
tactics that support inclusive growth and sustainable
development by examining Nigeria's experiences and
making parallels with those of other developing
countries.

1. Literature Review

2.1 Economic Reforms

Deliberate steps to restructure and
modernize an economy to increase its productivity,
competitiveness, and efficiency are known as
economic reforms. They frequently start as a reaction
to external shocks that impede economic growth and
development, structural inefficiencies, or fiscal
imbalances. Generally speaking, reforms include a
variety of policy changes, such as trade liberalization,
fiscal restructuring, privatization, deregulation, and
institutional change. By tackling the inefficiencies
and distortions that obstruct development, these
emphasizes seek to establish an atmosphere that
supports economic expansion. Scholars differ on how
they conceptualize economic changes, with varying
emphasis on their goals and workings.

Economic reforms, according to Adeyemo,
Salami, and Olu-Adeyemi (2008), are all-
encompassing initiatives intended to correct
economic imbalances by fostering productivity and
efficiency. According to Adeyemo et al., reforms are
methodical attempts to restructure the fundamental
structures of the economy rather than merely making
ad hoc tweaks. Historically, the goals of these
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changes in Nigeria have been to stabilize
macroeconomic  indices, address  budgetary
imbalances, and encourage private  sector
involvement. This viewpoint stresses the systemic
character of changes, emphasizing how they address
the underlying causes of economic
underperformance rather than just its symptoms.

Similarly, Okonjo-lweala and Osafo-
Kwaako (2007) envisioned economic reforms as
intentional, all-encompassing initiatives meant to
achieve sustainable development and
macroeconomic stability. They emphasized the
National Economic Empowerment and Development
Strategy (NEEDS) as a reform agenda, highlighting
Nigeria's experience under the Obasanjo government.
Their study indicated that reforms were intended to
address issues of governance, improve budgetary
discipline, and encourage growth driven by the
private sector. This viewpoint emphasizes the
interaction between institutional and economic
reforms, arguing that concurrent enhancements to
governance and policy frameworks are necessary for
sustained economic development.

Economic reforms, according to Ogun
(2018), are a group of laws intended to refocus
economic activity and reroute an economy's
development. He highlights that the goal of these
changes is to change an economic system'’s structure
to create sustainable growth. Ogun points out that the
Structural Adjustment Program of 1986 marked the
beginning of economic reforms in Nigeria and aimed
to address the country's deteriorating economic
performance as a result of both internal
mismanagement and foreign shocks.

When taken as a whole, these
conceptualizations portray economic reforms as
complex emphasizes designed to meet the particular
opportunities and problems of various economies.
Ogun emphazised the strategic reorientation of
economic operations, Okonjo-lweala and Osafo-
Kwaako concentrated on governance and
institutional aspects, and Adeyemo et al. stressed
systemic restructuring. Together, these viewpoints
highlight the variety of methods for implementing
economic reforms and the significance of adjusting
policies to particular socioeconomic situations. In
Nigeria, where changes frequently have significant
effects on social welfare, budgetary sustainability,
and overall development trajectories, this variability
is especially pertinent when examining the effects of
subsidy elimination.

2.2 Socioeconomic Development

The process through which a society's social
and economic aspects are improved, improving the
standard of living for its citizens, is known as
socioeconomic development. This complex idea
includes improvements in healthcare, education,
career prospects, income levels, and the fair
distribution of resources. Scholars' conceptions of
socioeconomic growth differ, with each emphasizing
a distinct facet of this intricate process. Tweheyo
(2021) defines socioeconomic development as "the
progressive reinforcement of a socioeconomic
organization's  quantitative  and  qualitative
dimensions towards a higher level of efficiency, well-
being, justice, and democracy at all levels.”
According to this definition, development is a
comprehensive process that incorporates both
qualitative elements like social fairness and
democratic involvement as well as quantitative ones
like income levels and employment rates.

Socioeconomic  development refers to
"positive changes in social and economic activities of
a society or nation, aiming to improve the well-being
and quality of life," according to Litwinski (2017). To
accomplish complete societal advancement, this
viewpoint emphasizes the dynamic interaction
between the social and economic domains and
proposes that real development requires
simultaneous advancement in both.

Socioeconomic development is seen as a
process that improves the quality of life by
addressing economic, social, and environmental
aspects in the framework of sustainable development.
Several sustainable livelihoods, multifaceted poverty
reduction, living standards, and social development
metrics were all taken into account in research by
Niaz (2021) that evaluated total socioeconomic
development. The study made clear that financial
inclusion, via microfinance, has a positive impact on
living standards, multifaceted poverty reduction, and
sustainable livelihoods.

The quest for improved quality of life, the
integration of social and economic advancement, and
the significance of both quantitative and qualitative
improvements are similar themes even though
definitions of socioeconomic development vary
among academics and institutions. Together, these
viewpoints highlight how intricate socioeconomic
development is, requiring diversified approaches
tailored to the particular circumstances of various
communities.
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2.3 Subsidies

A subsidy is a type of financial aid that the
government gives to people, companies, or industries
to promote economic activity that is thought to
benefit the general public or to address market
imperfections. These financial aid programmes can
be in the form of tax breaks, direct cash grants, or
other financial incentives. To promote economic
stability and growth, the main goal of subsidies is to
incentivize the production or consumption of specific
commodities and services. Furthermore,
organizations, individuals, or industries may get
direct or indirect subsidies in the form of grants,
loans, cash transfers, or specific tax breaks.
Governments and private citizens use this method to
address externalities and market failures, which
fosters economic progress (Esekpa et al., 2024).

According to the World Trade Organization
(WTO) (2006), a subsidy is defined as "a financial
contribution by a government or any public body
within the territory of a Member" that provides a
benefit. In the context of global commerce, this
concept is essential since it aids in determining
whether a subsidy is subject to WTO action.
Steenblik (2016) gave a thorough summary, pointing
out that subsidies might be indirect (such as tax
breaks, insurance, low-interest loans, expedited
depreciation, and rent rebates) or direct (like cash
gifts or interest-free loans). They can be legal or
illegal, ethical or unethical, and broad or narrow.
According to Steenblik, subsidies have an impact on
the distribution of income, the productivity of
expenditures, and the distribution of domestic
resources on both a national and global scale.

According to Encyclopaedia Britannica
(2025), a subsidy is "a direct or indirect payment,
economic concession, or privilege granted by a
government to private firms, households, or other
governmental units to promote a public objective.”
This definition emphasizes how the government can
affect economic activity to accomplish particular
policy objectives.

According to Oyasipe and Olukoya (2024),
subsidies are a purposeful government action that
supports specific economic agents, such as producers
or consumers and is effectively a type of reverse tax.
Different markets that involve the trade of goods and
services might use subsidies. The goal of this
government intervention is to either raise producer
selling prices or lower consumer prices. Many
nations and industries use these interventions
extensively, ranging from food supplies and

agricultural inputs like fertilizer and machinery to
commodities like petroleum products. To solve
market imperfections and accomplish particular
societal goals, subsidies can be effective policy tools.

I1l.  Theoretical Framework

The foundation of neoliberal economic
theory, which rose to prominence in the latter half of
the 20t century, is the conviction that the best way to
foster economic growth and development is through
free markets. Milton Friedman and Friedrich Hayek,
two important proponents of this philosophy, contend
that the government should not interfere too much in
the economy. Rather, deregulation, privatization, and
trade liberalization are important measures to attain
economic efficiency and expansion, and markets
should be free to function (Friedman, 2002; Hayek,
1944). According to neoliberalism, less government
intervention encourages competition, rewards
creativity, and eventually improves society by more
effectively distributing resources.

Neoliberal economic changes have had a
major impact on policy decisions in Nigeria,
especially the elimination of subsidies. In the 1980s,
neoliberal ideals drove the implementation of
Structural Adjustment Programmes (SAPs), which
focused on cutting government spending and
promoting  market-oriented reforms including
deregulating industries like energy and privatizing
state-owned businesses. The elimination of fuel
subsidies as part of these changes is consistent with
the neoliberal theory that subsidies lead to
inefficiencies and distort market prices. This
hypothesis states that removing subsidies would
result in more effective use of resources and less
financial strain on the government (Stiglitz, 2006).

This study is especially pertinent to
neoliberal economic theory since it offers a
framework for evaluating the effects of eliminating
subsidies in Nigeria. According to the hypothesis,
eliminating subsidies will foster competition and
private investment in the market, encourage a more
effective use of resources, and lower the national
debt. Nigeria has experienced mixed results from
these reforms, though, with the anticipated
advantages of lower inflation and better fiscal health
being outweighed by detrimental societal effects like
greater poverty and income disparity. This
discrepancy between theoretical predictions and
actual results is crucial to the investigation of whether
neoliberal presumptions are valid in the Nigerian
setting.
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The way the government approaches
economic changes is one way that neoliberal
economic theory is relevant to Nigeria's
socioeconomic growth. This study examines how to
strike a balance between social justice and economic
efficiency by assessing the elimination of subsidies
using the neoliberal paradigm. The theory's focus on
market solutions helps to emphasize the drawbacks
of depending just on market forces to achieve
widespread growth, while also offering a critical
analysis of the underlying reasons for such changes.
This paper evaluates whether neoliberalism's
promises of sustainable growth and increased
efficiency have materialized in the Nigerian context
or if they have made already-existing societal
problems worse.

IV.  Methodology

This study used a qualitative research
methodology and secondary data sources to
investigate how Nigeria's socioeconomic growth has
been impacted by neoliberal economic reforms,
namely the elimination of subsidies. The study
consulted a variety of scholarly journals, official
government reports, policy documents, and
publications from global institutions that have
impacted Nigeria's economic changes, including the
World Bank and the International Monetary Fund
(IMF). In addition, reports from Nigerian research
institutions and think tanks, as well as pertinent books
and articles by well-known economists, were
examined to evaluate the theoretical foundations and
practical effects of these policies.

To methodically review and compile
information from these secondary sources, the study
used a content analysis approach. Finding important
themes, trends, and inconsistencies in the literature
about the social and economic repercussions of
eliminating subsidies as part of this study. The study
critically assessed the effectiveness of neoliberal
policies in tackling Nigeria's development issues by
examining these sources. In addition to guaranteeing
the inclusion of a wide range of viewpoints and
empirical findings, the use of secondary data enables
a thorough examination of the socioeconomic effects
of neoliberal economic reforms in Nigeria.

V.  Historical Context of Economic Reforms
in Nigeria

Nigeria's economic policy trajectory is the

result of a dynamic interaction between political

factors, internal demands, and worldwide economic

trends. Nigeria has implemented several economic

changes since gaining independence in 1960 to

strengthen fiscal stability, correct structural flaws,
and promote growth. Due to external pressures from
international financial institutions and dominant
economic philosophies, these reforms have mostly
wavered between state-led and market-oriented
approaches. The provision and subsequent
modification of subsidies, especially in vital
industries like agriculture and energy, has been a
major component of Nigeria's economic governance
(Olufolaha and Agni, 2017; Uko, Etafia, and Ebong,
2024). Gaining an understanding of the historical
background of these reforms is essential to
comprehending Nigeria's political economy and the
effects of subsidy policies on socioeconomic
development and governance.

Following its independence, Nigeria first
adopted a state-led growth model that involved
significant government participation in important
businesses. Oil export revenue, which dominated the
economy after the oil boom in the 1970s, allowed for
massive government subsidies meant to lower the
cost of people's basic commodities and services. A
key component of this approach was the emergence
of fuel subsidies, which demonstrated a political
commitment to guaranteeing household affordability
and protecting the populace from fluctuations in the
world's oil prices (PwC, 2023). This strategy,
however, also strengthened economic inefficiencies
including corruption and resource misallocation
while establishing a reliance on oil earnings to fund
government expenditures to the detriment of other
sources of income and economic buoyancy.

Nigeria's economic policies underwent a
significant change during the 1980s structural
adjustment phase as a result of the implementation of
neoliberal reforms sponsored by the World Bank and
the International Monetary Fund (IMF) (Oluwadara,
2022). When declining oil prices and growing debt
caused a fiscal crisis, Nigeria implemented policies
that prioritized market liberalization, fiscal restraint,
and less government involvement. Among these
measures were initiatives to reduce subsidies, which
were criticized for burdening public coffers and
skewing market signals (Iwayemi, 2008). Opposition
from the public, who saw subsidies as a type of social
benefit, limited the full adoption of these policies.
This ongoing conflict between political expediency
and economic pragmatism has influenced later
reform initiatives.

As government spending on the fuel subsidy
increased in the 1990s, it became more and more
controversial. Although this technique was criticized
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for depleting national resources, it was seen as a way
to maintain artificially low fuel costs. The subsidy
became a major political issue after Nigeria returned
to democracy in 1999 following years of military
dictatorship. Since then, the fuel subsidy problem has
plagued Nigeria's governments, with some trying to
do away with it completely and others trying to lessen
its negative economic effects (Uko et al., 2024).
Nigeria's economic difficulties and worries about the
subsidy regime's inefficiencies have led to increased
examination of it in recent years. According to critics,
the system benefits a select few while making
minimal contributions to the country's economic
development and is rife with corruption, rent-
seeking, and waste (Ori et al, 2023).

The current period of subsidy reforms is
essentially a continuation of this contentious past.
Citing the futility of continuing such expenditures in
the face of diminishing oil revenues and mounting
debt, governments have defended the withdrawal of
subsidies as essential for fiscal sustainability. For
example, President Goodluck Jonathan's 2012
decision to eliminate fuel subsidies provoked
massive demonstrations, highlighting the profound
socio-political ramifications of such policies
(Nelipher and  Songwe, 2012). President
Muhammadu Bubhari's policies also rekindled
discussions about the trade-offs between social
justice and economic efficiency.

Nigeria's economic history has reached a
major turning point with the current phase of subsidy
reforms under President Bola Ahmed Tinubu, who
took office on May 29, 2023. The elimination of fuel
subsidies has been a top priority for Tinubu's
administration to solve budgetary issues and
reallocate funds to infrastructure, healthcare, and
education. His first speech's swift elimination of
subsidies, demonstrated a daring dedication to
market-oriented changes, but it also provoked intense
discussion and socioeconomic problems, such as
demonstrations and inflationary pressures (The
Cable, 2023). Tinubu's policy approach emphasizes
the profound social and political ramifications of
eliminating subsidies while reaffirming the
persistence of neoliberal ideals in Nigeria's economic
governance.

An analysis of the development of Nigeria's
economic changes over time, with a focus on the
function of subsidies, highlights the difficulty of
striking a balance between political and social
realities and economic imperatives. Although
subsidies have been an essential tool for reducing

poverty and fostering stability, adjustments have
been required due to their unaffordable fiscal costs
and distorted effects on resource allocation. Thus, the
historical background offers a crucial basis for
comprehending the justification, results, and
difficulties related to Nigeria's subsidy removal,
providing important insights into the larger dynamics
of governance and socioeconomic growth.

VI.  Impact of Subsidy Removal on
Socioeconomic Development

Fuel subsidy removal in Nigeria has long
been a divisive topic with significant effects on the
socioeconomic advancement of the nation. Although
intended to protect citizens from the fluctuating price
of oil on a worldwide scale, subsidies have
historically put a burden on public coffers and led to
economic inefficiencies. Regarding its immediate
and long-term impact on important aspects of
socioeconomic development, such as inflation,
poverty, employment, inequality, and public service
delivery, the decision to eliminate subsidies has
generated intense controversy.

6.1 Positive Implications of Subsidy Removal
There are several possible advantages to
Nigeria eliminating fuel subsidies, especially in terms
of improved public sector investments, economic
efficiency, and fiscal sustainability. The reduction of
financial responsibilities is one important benefit.
Subsidy payments have historically taken a large
amount of government revenue and taken money
away from important areas. The government may
reallocate funds to healthcare, education, and
infrastructure by doing away with these subsidies, to
promote  long-term  economic  growth and
development. For example, after the withdrawal of
subsidies, Nigeria's budget deficit decreased from
6.2% to 4.4% of GDP in just one year, according to a
World Bank assessment, demonstrating improved
fiscal health (Reuters, 2024). This result is only
possible if the government is open, truthful, and
accountable for making sure that the money saved by
eliminating fuel subsidies is used to build vital public
infrastructure (Ozili and Obiora, 2023).

Furthermore, by removing distortions in
energy pricing, subsidy reduction promotes market
efficiency (Uwak, Etafia and Ebong, 2023).
Artificially low fuel costs during the subsidy system
frequently resulted in  smuggling, excessive
consumption, and inefficient energy use. Recent
studies have indicated that market-driven pricing can
address these inefficiencies by creating a more
competitive environment in the downstream
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petroleum industry (Nkogbu and Okorodudu, 2015;
Olujobi, 2021). The government encourages
efficiency and competition by permitting market-
driven pricing, which attracts private capital and
stimulates innovation. A more dynamic energy
industry that fosters economic diversification and
reduces reliance on oil earnings may result from this
shift. For instance, because it is no longer viable for
nearby nations to buy subsidized Nigerian petroleum,
the elimination of subsidies has been linked to a
notable decrease in cross-border fuel smuggling
(Musa & Abubakar, 2024).

The possibility of increased accountability
and openness in government expenditure is another
advantageous consequence (NESG, 2023; Ozili,
2023). Historically, subsidy payments have been
linked to inefficiency and corruption, with vested
interests  frequently embezzling the money
(Adewumi and Fakoya, 2018). Eliminating subsidies
makes it possible for the government to more
efficiently distribute resources by lowering the
likelihood of such malpractices. To ensure that the
advantages of subsidy reform are shared fairly, it also
gives the government the motivation to put in place
strong social safety nets and focused initiatives to
meet the needs of disadvantaged groups. According
to the World Bank, these changes have improved the
economy overall by promoting stability in the oil
industry and growth in the service sectors (Reuters,
2024).

Removing subsidies also promotes more
sustainable patterns of energy use, which is in line
with global climate goals (Sampedro et al., 2017,
Omitogun et al, 2021; Antimiani et al., 2023). The
subsidy regime's artificially lower fuel prices, which
encouraged an over-reliance on fossil fuels, thereby
increased  greenhouse gas  emissions  and
environmental damage. In keeping with Nigeria's
obligations under international climate agreements,
market-based pricing can encourage environmental
sustainability and accelerate the shift to greener
energy sources (Agbotoba, 2023; Uwaegbulam,
2024). In addition to advancing global environmental
goals, this shift establishes Nigeria as a pioneer in the
African continent's adoption of green energy
methods.

Additionally, the elimination of subsidies
can lead to long-term macroeconomic stability,
which can improve the climate for both international
and domestic investment (Ozili, 2023). Eliminating
subsidies results in fiscal savings that improve the
government's creditworthiness and lessen its
dependency on both internal and external borrowing,
which increases economic resilience. Economies
with transparent governance and good fiscal
management have a higher chance of attracting
investors, which promotes economic diversity and
job growth (NESG, 2023). The Nigerian government
has been borrowing since the beginning of the fuel
subsidy system, and the borrowing got worse during
the COVID-19 epidemic in 2020 and the recession in
2016 (Ozili, 2022). The Central Bank of Nigeria
(CBN) provided the government with ongoing
borrowing in 2022 through provisions for debt
repayment and subsidy payments. The only option
available to the government was to borrow more
money from the central bank. The World Bank
predicts that Nigeria's economy will grow by 3.3% in
2024 and 3.6% in 2025, indicating a rise in investor
confidence as a result of the adjustments to subsidies
(Reuters, 2024).

The elimination of fuel subsidies would also
have a positive macroeconomic impact by generating
employment. The downstream industry's complete
liberalization will enable more businesses to import
fuel at competitive prices (Olujobi, 2021). These
businesses will employ people, leading to the
creation of jobs. Additionally, the revitalization of
Nigeria's local refineries will result in the creation of
jobs. Additionally, the Dangote refinery has the
potential to increase employment by creating over
30,000 indirect jobs throughout Nigeria and over
10,000 direct jobs in Lagos alone (Geotech, 2023).

Since the subsidy removal, the federal
government has retained more money from crude oil
sale into the federation account, for distribution
among the states, local and the federal governments,
for infrastructural development amongst other
socioeconomic projects. Below are tabulated
outlooks of the accruing distributable revenue to the
federation account before and after fuel subsidy
removal.

Table 1: Federation Account Allocations before Subsidy Removal (January-May 2023)

Month Total Distributable | Allocation to FG (N | Allocation to States (¥ | Allocation to LGAS
Revenue (X Billion) Billion) Billion) (X Billion)

January 750.174 277.334 244.975 180.135

February | 722.677 269.063 236.464 173.936

March 714.629 276.141 232.129 95.243
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April 655.932 248.809 218.307 160.600
May 786.161 301.889 265.875 195.541
Total 3,629.573 Trillion 1,373.236 Trillion 1,197.750 Trillion 805.455 Billion

Source: Adegboyega, 2023; Aro, 2023; Igwe, 2023; Olufemi, 2023)

Table 2: Federation Account Allocations after Subsidy Removal (June-December 2023)

Month Total Distributable | FG States LGAs
Revenue (¥ Billion) (N Billion) (¥ Billion)
June 859.576.Billion 345,564 295,948 218.064
July 914.564.Billion 374.485 310.670 229.409
August 1,058.971 Trillion 431.245 361.188 266.538
September 818.514 Billion 320.543 287.071 210.900
October 856.281 Billion 323.355 307.717 225.209
November 1,013.374 Trillion 402.867 351.697 258.810
December 1,069.493 Trillion 383.872 396.693 288.928
Total 6,590.773 Trillion 2,581.931 2,310.984 1,697.858.
Trillion Trillion Trillion

Source: OAGF 2003; Wakili, 2023

Table 3: Federation Account Allocations after Subsidy Removal (Jan.-Dec. 2024)

Month Total Distributable | FG (¥ Billion) States (N | LGAs N
Revenue (¥ Trillion) Billion) Billion)
January 1,424,921 451.193 498.498 361.754
February 1,152.756 352.409 366.950 267.153
March 1,123.391 345.890 398.689 288.688
April 1,208.081 390.412 403.403 293.816
May 1,143.210 365.813 388.419 282.476
June 1,354.371 459.776 461.979 337.019
July 1,358.075 431.079 473.477 343.703
August 1,203.801 374.925 422.861 306.533
September 1,298.87 424.867 453.724 329.864
October 1,411.742 433.021 490.696 355.621
November 1,727.492 581.856 549.792 402.553
December 1,424,921 451.193 498.498 361.754
Total 15,831.631 Trillion 5,062.434 5,406.986 3,930.934
Trillion Trillion Trillion

Source: Inokotong, 2024; Wakili, 2024

Before the removal of fuel subsidies, the
FAAC allocations between January and May 2023
were relatively lower, with total distributable revenue
amounting to approximately ¥3.63 trillion as shown
in Table 1 above. The federal government received
N1,373.236 billion, while state governments were
allocated ¥1,197.750 trillion, and local governments
received }:¥805.455 billion. These figures highlight a
constrained fiscal environment where a significant
portion of national revenue was directed towards
subsidizing fuel consumption rather than enhancing
governmental revenue allocation.

Following the removal of subsidies in mid-
2023, FAAC allocations experienced a notable
increase. Between June and December 2023, total
distributable  revenue rose significantly to
N6,590.773 trillion as stated in Table 2 above. The
federal government received N2,581.931 trillion,
state governments were allocated ¥}2,310.984
trillion, and local governments received ¥1,697.858
trillion. This sharp increase suggests that subsidy
removal freed up substantial financial resources,
allowing for greater fiscal allocations across different
levels of government.
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The data for the 2024 fiscal year further
confirms that FAAC allocations have continued to
rise, reflecting the sustained impact of subsidy
removal on revenue distribution. The 2024 FAAC
allocations indicate a total distributable revenue of
N15,831.631 trillion as shown in Table 3 above. The
federal government received ¥N5,062.434 trillion,
while state governments were allocated ¥}¥5,406.986
trillion, and local governments  received
¥3,930.934.184 trillion. This continued increase in
FAAC allocations underscores the lasting impact of
subsidy removal on government revenue distribution
and fiscal sustainability. The shift emphasizes the
government’s ability to redirect funds previously
used for subsidies into other fiscal responsibilities,
reinforcing a more sustainable revenue allocation
framework.

6.2 Negative
Removal

A significant rise in inflation has been one of
the most direct negative effects of the withdrawal of
subsidies. Following the removal of subsidies, the
consumer price index increased sharply, according to
the Nigerian Bureau of Statistics (NBS), mostly due
to rising energy and transportation expenses. Fuel, an
essential component of production and distribution,
has a direct impact on the cost of goods and services,
especially in nations with inadequate transportation
systems. Because low-income families spend a
greater percentage of their income on needs, the
inflationary pressure has decimated households'
purchasing power (Abimbola, 2024). As more
Nigerians live below the poverty line as a result of
rising living  expenses, these inflationary
consequences have made poverty levels worse.

Implications of  Subsidy

Umeji and Eleanya's (2021) study clarified
that Nigerians, particularly the impoverished, bear a
greater burden due to rising transportation costs and
the cost of food and other necessities. However, the
administration maintained that eliminating fuel
subsidies is in the best interests of all citizens.
Households now have less purchasing power due to
the rising cost of living, which makes it harder for
them to purchase three square meals. In light of this,
the IMF (2019) stated that subsidies are essential to
maintaining low fuel prices and, consequently, low
living expenses.

The expense of these subsidies, however,
puts a strain on public coffers. Adeniyi (2021) noted
that among other socioeconomic effects of the
elimination of fuel subsidies in Nigeria, the high cost
of living is contributing to a high crime rate and a rise

in poverty as individuals and businesses fight for
survival. Furthermore, the subsidy has made living
more intolerable for households, pushing more of
them into poverty as a result of their inability to keep
up with the rising cost of living.

Removing subsidies has made poverty in
Nigeria, which is already a major problem, worse.
According to Uko et al. (2023), the lack of well-
designed safety nets increases the vulnerability of the
most vulnerable members of society, even while
subsidy reform can free up financial resources for
focused social investments. The early stages of
subsidy elimination have brought to light a lack of
progress in putting social protection programmes -
like cash transfers and small business subsidies into
place, which are crucial for mitigating the negative
impacts on underprivileged areas. Many Nigerians
have seen a drop in their level of living in the absence
of these policies, which has exacerbated already-
existing disparities.

The elimination of subsidies has also had a
major impact on employment dynamics. In the short
term, job losses and business closures are common,
especially in the informal and transportation-related
sectors, even though supporters of subsidy
elimination contend that it can boost private sector
growth by lowering fiscal deficits and reallocating
government spending to infrastructure and other
productive sectors. For small and medium-sized
businesses (SMEs), many of which run on thin
margins, rising fuel prices have raised operating
costs, which has resulted in layoffs and a decline in
economic activity (NESG, 2023). Additionally,
labour-intensive sectors have found it difficult to
adjust to the growing expenses, which has further
reduced employment prospects.

The elimination of subsidies has exacerbated
the inequality problem. Subsidies are frequently
criticized for favouring wealthy urban populations
disproportionately, but removing them without
sufficient compensatory mechanisms runs the danger
of making inequality worse. Accessing reasonably
priced energy and transit has proven more difficult
for rural populations, which are already underserved
in terms of infrastructure and services. To address the
unequal burden of subsidy removal across various
socioeconomic  categories, appropriate  policy
frameworks are necessary, as this disparity
highlights.

Subsidy removal has worsened the
inflationary level of the country, affecting livelihood,
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purchasing power and socioeconomic sustainability
of individuals and businesses at both micro and
macro levels. Below is a statistical table detailing the
monthly inflation rates from May 2023 through
December 2024.

Table 4: Inflation rates from May 2023 -

December 2024
Month Inflation Rate (%)
May 2023 2241
June 2023 22.79
July 2023 23.27
August 2023 24.08
September 2023 24.98
October 2023 25.80
November 2023 26.72
December 2023 27.56
January 2024 28.44
February 2024 29.32
March 2024 30.21
April 2024 31.10
May 2024 32.00
June 2024 34.20
July 2024 34.30
August 2024 34.40
September 2024 34.50
October 2024 34.60
November 2024 34.60
December 2024 34.80

Source: National Bureau of Statistics, Nigeria

The data above on Table 4 indicates a
consistent upward trend in inflation rates following
the subsidy removal, with the inflation rate reaching
a near 30-year high of 34.8% in December 2024. This
increase has been driven by factors such as currency
depreciation and rising imported food inflation
(NESG, 2024). The removal of fuel subsidies led to
an immediate increase in petrol prices, which rose
from approximately ¥189 per liter to as high as ¥557
per litre (KPMG, 2023), marking an almost 200%
increase, and much more to as high as above One
Thousand Naira (3¥1,000) (Daily Trust, 2024) - no
thanks to the weakness of Naira at the international
market price in dollar. This surge in fuel costs has
had a cascading effect on various sectors of the
economy, particularly transportation and food prices.

Removing subsidies has both benefits and
challenges for public service delivery, another crucial
aspect of socioeconomic development. The
government can reinvest money that was previously
used for subsidies in vital areas like infrastructure,
healthcare, and education. The administration of

President Tinubu has stressed the importance of
rerouting savings from the elimination of subsidies to
these goals. However, good governance systems are
necessary for such investments to be successful, but
corruption and poor management have frequently
weakened the potential advantages of such reforms,
making strong institutional structures necessary to
guarantee accountability and effect.

The withdrawal of subsidies in Nigeria
serves as a prime example of the intricate interaction
between social and economic issues. Increased
inflation, poverty, and inequality have been the
policy's immediate repercussions, even though it may
help with long-term budgetary issues and advance
sustainable development. The ability of the
government to put complementing policies in place,
including focused social safety nets and investments
in public goods, to lessen negative effects and
guarantee fair results, is essential to the success of
subsidy reforms. In light of Nigeria's socioeconomic
progress, this research emphasizes the necessity of a
balanced strategy that gives equal weight to social
welfare and economic efficiency.

VIl.  Policy Recommendations

The removal of fuel subsidies by the federal
government of Nigeria has led to great consequences
on individuals and businesses, such as increased
inequality, poverty, and inflation. The following
policy suggestions are put forth to support subsidy
removal and economic reforms favourably impact the
nation's socioeconomic growth, development and
sustainability.

1. Implementation of Targeted Social Safety
Nets:

A well designed and implementation of a
targeted social safety nets by the three levels of
government is a crucial response to the adverse
impacts of subsidy removal. Multiple studies
underscore the effectiveness of targeted cash
transfers and social programmes in mitigating
negative socioeconomic outcomes, particularly in
developing countries. World Bank (2019)
emphasized that targeted cash transfers, particularly
in Latin America and Sub-Saharan Africa, have
effectively protected vulnerable populations from the
inflationary effects of subsidy removal. For instance,
Brazil’s Bolsa Familia programme, and Mexico’s
Oportunidades have had measurable positive impacts
on poverty reduction and income inequality (Fiszbein
& Schady, 2009).
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Iwuozo (2023) also suggested that cash
transfers can cushion the economic shock of subsidy
removal, particularly when targeted at households
living below the poverty line. A similar programme
in Indonesia, during its fuel subsidy reform, resulted
in a reduction in poverty and inequality (Balisacan
2013). Furthermore, Steadman et al (2024) outlined
the necessity of well-designed safety nets to enhance
resilience in the face of economic shocks caused by
policy reforms. Direct transfers, subsidies for
necessities, and support for SMEs are critical in
mitigating the inflationary pressures that often follow
fuel subsidy removals (Oyede, Ojeleye & Agboola,
2024).

2. Diversification of Revenue Sources

Nigeria's excessive dependence on oil
income makes the country's fiscal vulnerabilities
related to fuel subsidy reforms worse. Investments in
manufacturing, technology, and agriculture can
diversify the economy and generate alternate sources
of income while lowering reliance on oil.
Diversification of revenue sources is an effective
strategy for reducing Nigeria's economic dependence
on oil revenues, a longstanding challenge highlighted
in various studies.

World Bank (2019) discussed how over-
reliance on oil exacerbates Nigeria’s vulnerability to
global price fluctuations and recommends
broadening the tax base and investing in non-oil
sectors like agriculture and technology. This is
consistent with Delechat et al (2024) reports that
encourage diversification efforts to stabilize fiscal
health in oil-dependent economies, advocating for
targeted investments in sectors like agriculture and
manufacturing. Adeyemo et al (2024) supported this
argument, advocating for innovation in agriculture
through technological adoption and improved
financing, which can substantially reduce
unemployment and stimulate sustainable growth.

3. Promotion of  Domestic
Capacity

To stabilize fuel prices and lessen
dependency on imports, which are more vulnerable
to changes in world pricing, it is imperative to
increase local refining capacity. Along with the
Dangote Refinery, operationalizing refineries like
those in Warri and Kaduna would increase supply
chain effectiveness and guarantee sustainable energy
supplies, in addition to the Port Harcourt refinery.

Refining

Ighosewe, Akan and Agbogun (2021)
outlined the risks associated with Nigeria’s reliance

on imported fuel and the potential for domestic
refining to reduce exposure to global price volatility.
This would not only stabilize fuel prices but also
create jobs and foster industrial growth. Itumo &
Onyejiuba (2019) underscored that expanding
refining capacity, including the operationalization of
refineries in Warri, Kaduna, and Port Harcourt, could
generate significant economic benefits. Alongside
the Dangote Refinery, could save Nigeria billion
annually in foreign exchange. By investing in
refining infrastructure, Nigeria would strengthen its
energy security and promote sustainable growth in
the sector. Moreover, Panle (2024) argued that
operational refineries could optimize supply chains,
reduce logistics costs, and enhance fuel distribution
systems, contributing to long-term economic
stability.

4, Transparent Governance and
Accountability Mechanisms

Transparency and accountability are critical
in ensuring that the savings from subsidy removal are
efficiently used for development purposes.
Numerous studies confirm that good governance is a
prerequisite for successful economic reforms.
Tamburaka and Dali (2024) stressed that fiscal
transparency, particularly in the management of
public funds, is essential for fostering public trust and
ensuring equitable distribution of resources.
Independent oversight bodies, such as the Nigerian
Extractive  Industries  Transparency Initiative
(NEITI), can provide checks and balances to
guarantee that the funds saved from subsidy removal
are used effectively.

OECD (2021) noted that transparency in the
management of public finances is critical for
maintaining sustainable development. Periodic
publication of financial reports and citizen
engagement in monitoring government activities
have been successful in countries like Ghana, where
oversight mechanisms have ensured better resource
allocation (OECD, 2021). Establishing independent
bodies to monitor the use of subsidy savings is crucial
for ensuring that funds are directed toward
infrastructure, healthcare, and education, which are
key to socioeconomic development.

5. Investment in Public Transportation and
Renewable Energy:

The transition to sustainable energy
systems, alongside the improvement of public
transportation, offers substantial environmental and
economic benefits. International best practices
demonstrate the efficacy of such reforms in achieving
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long-term sustainability. Jaiswal et al., (2022)
advocated for the diversification of energy sources,
including renewable energy projects, to reduce
dependency on fossil fuels. Investments in solar,
wind, and hydropower are identified as critical
components of the energy transition, contributing to
both environmental sustainability and economic
diversification. GIZ (n.d.). emphasized that
investments in renewable energy technologies can
provide long-term economic benefits, particularly in
rural areas, by increasing energy access, creating
jobs, and supporting the development of green
industries. For instance, Kenya’s geothermal power
projects and solar energy initiatives have boosted the
economy and helped reduce reliance on imported
fuels.

Additionally, Pulit (2022) highlighted the
success of mass transit systems in cities like Bogota,
Colombia,  where investments in  public
transportation have reduced private vehicle use,
lowered emissions, and promoted more inclusive
urban mobility. Kanwar (2023) also supported this
recommendation, arguing that integrated public
transportation systems reduce urban congestion,
improve fuel efficiency, and contribute to more
sustainable cities, aligning with the global sustainable
development agenda.

VIIl.  Conclusion

Conclusively, the removal of fuel subsidies
in Nigeria marks a significant policy change that
would have a significant impact on the
socioeconomic  development of the country.
Although the reform has the potential to improve
public sector investment, market efficiency, and
fiscal sustainability in the long run, its immediate
effects, such as higher inflation, poverty, and
inequality, highlight the necessity of carefully
thought out and skilfully executed complementary
policies. To lessen the negative effects on the
socioeconomic life of individuals and businesses, and
to promote inclusive growth, targeted social safety
nets, infrastructure  expenditures, and the
encouragement of economic diversification are
essential.

Additionally,  enhancing  governance
frameworks to guarantee accountability and
transparency in the use of fiscal savings is crucial for
fostering public confidence and optimizing the
advantages of subsidy reform. The government's
capacity to implement a phased strategy in
conjunction with effective public communication
tactics can aid in striking a balance between social

fairness concerns and financial objectives. Lastly,
coordinating the elimination of subsidies with more
general international objectives like climate
resilience and sustainable energy transition, Nigeria
establishes itself as an innovative leader on the
African continent. Using these strategies, the nation
can capitalize on the revolutionary potential of
subsidy elimination to attain inclusive and
sustainable development for its populace.
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