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Abstract- This study examined the economic impact of fuel
subsidy removal on inflation, household welfare, and fiscal
sustainability in Nigeria with particular reference to
Nnamdi Azikiwe University, Awka, Anambra State. The
study population comprised 750 academic staff and final-
year students across selected faculties of the university. A
sample of 150 representing 20% of the population was
taken. The study adopted a descriptive survey design, while
the instrument for data collection was a structured
questionnaire. The Likert four-point scale rating was
adopted whereas the data collected were analysed using the
mean. The results of the data analysis showed that fuel
subsidy removal highly influences inflation and household
welfare in Nigeria. Rising transport and food costs,
reduced purchasing power, and inadequate palliative
measures were identified as major channels of impact. The
researchers recommend that the government should
implement targeted social protection programmes, invest
subsidy savings in public transportation and domestic
refining, ensure transparent utilisation of fiscal gains, and
provide adequate palliatives to cushion the adverse effects
on households as measures to maximise the benefits of the
reform while minimising its social costs.
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L INTRODUCTION

The removal of fuel subsidy in Nigeria has been one
of the most debated economic policy decisions in the
country’s recent history. For decades, successive
governments maintained a subsidy regime on
Premium Motor Spirit (PMS) in order to keep pump
prices low for consumers. By 2022, however, the fiscal
cost of the subsidy had become unsustainable,
consuming approximately ¥N4.39 trillion (about
US$9.7 billion) and exceeding allocations to critical
sectors such as health and education in some budget
cycles [1], [2], [3]-

On 29 May 2023, President Bola Ahmed Tinubu
announced the complete removal of the subsidy with
the declaration that “subsidy is gone.” Petrol prices
adjusted almost immediately from approximately
N185-195 per litre to over ®¥500-600 per litre and later
fluctuated higher in response to exchange-rate
movements and global crude prices [4], [5].

The policy generated widespread debate. Supporters
argued that it would free fiscal resources, reduce
smuggling, encourage domestic refining, and improve
long-term macroeconomic stability [1], [6], [7].
Critics, on the other hand, pointed to the immediate
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surge in transportation and food prices, the erosion of
household purchasing power, rising poverty, and the
inadequacy of palliative measures [3], [7].

Just as industrial actions by academic unions have
historically disrupted academic calendars and affected
student performance [8], the sudden removal of the
fuel subsidy disrupted household budgets and the cost
of living across Nigeria, including within tertiary
institutions such as Nnamdi Azikiwe University,
Awka.

This study therefore intends to examine the influence
of fuel subsidy removal on inflation, household
welfare, and perceptions of fiscal sustainability among
staff and students of Nnamdi Azikiwe University,
Awka, Anambra State. The findings are expected to
contribute to the growing body of knowledge on the
distributional consequences of energy-price reforms in
developing economies and to provide evidence-based
recommendations for policymakers [1], [6], [9].

1.1 Objective of the Study

Generally, the objective of the study is to find out how
fuel subsidy removal influences inflation, household
welfare, and fiscal sustainability in Nigeria.
Specifically, it seeks to:

1. Ascertain the extent to which fuel subsidy
removal influences inflation in Nigeria.

2. Identify the effects of fuel subsidy removal
on household welfare among staff and
students of tertiary institutions.

3. Suggest possible measures to mitigate the
adverse effects of fuel subsidy removal
while maximising its fiscal benefits.

1.2 Research Questions

1. To what extent does fuel subsidy removal
influence inflation in Nigeria?

2.  What are the effects of fuel subsidy removal
on household welfare?

3. What are the possible measures to mitigate
the adverse effects of fuel subsidy removal?

1I. CONCEPTUAL FRAMEWORK
2.1 Concept of Fuel Subsidy

A fuel subsidy is a government intervention that keeps
the retail price of petroleum products below the
market-determined price. In Nigeria, the subsidy on
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Premium Motor Spirit (PMS) was maintained for
decades as a means of protecting consumers from
international oil-price  volatility and ensuring
affordable energy [1], [3]. By 2022, however, the cost
of the subsidy had risen to approximately ¥4.39
trillion (about US$9.7 billion), representing a
significant fiscal burden equivalent to roughly 2.2% of
GDP and more than four times the health budget in
some estimates [1], [3], [6]. The complete removal of
the subsidy in May 2023 marked a decisive shift
toward market-reflective pricing [6], [10].

2.2 Concept of Inflation

Inflation refers to a sustained increase in the general
price level of goods and services in an economy. Cost-
push inflation occurs when the cost of production
inputs, such as fuel, rises and is passed on to
consumers [11]. Following the removal of the fuel
subsidy, petrol prices more than tripled in many
locations, raising transportation and production costs
across virtually every sector [10], [12]. Headline
inflation subsequently rose from approximately 19.5-
22 per cent in early 2023 to peaks exceeding 33-34 per
cent in late 2024, with food inflation recording even
steeper increases [12], [13]. Empirical studies confirm
that the subsidy removal acted as a classic cost-push
shock transmitted through transport and food prices
[14], [15].

2.3 Concept of Household Welfare

Household welfare refers to the overall well-being of
households as measured by real income, consumption
levels, and access to necessities. The removal of the
fuel subsidy reduced the real purchasing power of
households, particularly low-income and informal-
sector households that spend a larger share of their
income on food and transportation [1], [6]. Studies
and reports indicate that poverty headcount ratios
rose following the reform, with estimates suggesting
that several million additional Nigerians (around 7
million in some projections) could be pushed into
poverty in the absence of adequate compensation [1],
[6]. Welfare losses were regressive: poorer
households experienced larger percentage declines in
real income despite consuming less fuel in absolute
terms [1], [16].

2.4 Concept of Fiscal Sustainability

Fiscal sustainability refers to the ability of
government to maintain its spending, tax, and debt
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policies without threatening solvency or requiring
major corrective adjustments. The removal of fuel
subsidy generated substantial fiscal savings,
estimated at approximately ¥3.9 trillion in 2023 and
projected to exceed ¥21 trillion between 2023 and
2025 relative to a continued-subsidy counterfactual
[10]. These savings increased Federation Account
Allocation Committee (FAAC) disbursements to the
three tiers of government and improved net oil
revenues [6]. However, the translation of gross
savings into durable fiscal improvement has been
constrained by rising debt-service costs and the
incomplete channelling of resources into productive
investments [1], [6].

2.5 Effects of Fuel Subsidy Removal

Available evidence and public discourse identify the
following major effects of the 2023 fuel subsidy
removal:

R/

¢ Sharp increase in petrol pump prices and
transportation costs

7

¢ Cost-push inflation, especially in food and
transport components

¢ Decline in real household purchasing power
and rise in poverty

+¢ Increased fiscal space and higher FAAC

allocations

3

%

Reduced incentives for fuel smuggling

e

%

Pressure on businesses and informal-sector
operators that rely on generators and
commercial transport

2.6 Measures to Mitigate Adverse Effects

Scholars and policy analysts have recommended the
following measures to reduce the social costs of
subsidy removal:

1. Targeted cash transfers and social safety-net
programmes for vulnerable households

2. Investment of fiscal savings in public
transportation and domestic refining
capacity

3. Transparent reporting on the utilisation of
subsidy savings

4. Gradual or sequenced reforms accompanied
by adequate palliatives
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5. Strengthening of agricultural logistics and
food-supply chains to moderate food
inflation

III. THEORETICAL FRAMEWORK

This study is hinged on the cost-push theory of
inflation, the theory of public finance, and the welfare-
economics perspective on distributional effects of
price reforms. The cost-push theory posits that
increases in the cost of production inputs, such as
energy, are transmitted into higher general price levels
[16], [17], [18], [19]. The removal of fuel subsidy
constituted a classic cost-push shock. Public-finance
theory emphasises that inefficient subsidies crowd out
productive public expenditure and that their removal,
if accompanied by transparent reinvestment, can
improve fiscal sustainability [20], [21], [22]. Welfare
economics highlights that the burden of energy-price
increases is often regressive: poorer households,
although consuming less fuel in absolute terms, devote
a larger share of their budgets to food and transport
and therefore experience larger percentage declines in
real income [23], [24], [25]. These theoretical lenses
together explain both the inflationary and welfare
consequences observed after the 2023 reform as well
as the potential fiscal gains.

IV.  EMPIRICAL FRAMEWORK

Ozili [1] examined the macroeconomic and
microeconomic implications of the 2023 fuel subsidy
removal and concluded that while the reform frees
fiscal resources and reduces distortions, it also raises
inflation and poverty in the short term. World Bank
Nigeria Development Updates [26] projected fiscal
savings of about }3.9 trillion in 2023 and over N21
trillion between 2023 and 2025, while warning that an
additional 7-10 million people could fall into poverty
without adequate compensation. Empirical studies
using Vector Error Correction Models and regression
analysis have confirmed statistically significant cost-
push effects of the subsidy removal on headline and
food inflation [27], [28]. Other researchers have
documented rising transport fares, declined real
wages, and heightened public dissatisfaction arising
from the abrupt implementation of the policy and the
perceived inadequacy of palliative measures [26],
[27], [28]. These findings provide the empirical
backdrop against which the present survey of staff and
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students of Nnamdi Azikiwe University, Awka is
situated.

V. RESEARCH METHODOLOGY

The research adopted the descriptive survey design in
determining the economic impact of fuel subsidy
removal on inflation, household welfare, and fiscal
sustainability as perceived by staff and students of
Nnamdi Azikiwe University, Awka, Anambra State.
The design was considered appropriate because it
afforded the researcher the opportunity to collect the
opinions of respondents directly. The area of the study
is Nnamdi Azikiwe University, Awka, Anambra State,
Nigeria. The population of the study comprised
academic staff and final-year students in selected
faculties of the university, estimated at 750. A sample
of 150 respondents (20 per cent of the population) was
drawn using stratified random sampling to ensure
representation across faculties.

Table 1: Distribution of Population and Sample

Final-year 330 66 44%
Students
Total 750 \ 150 100%

Source: Field Survey, 2025

5.1 Instrument for Data Collection

A structured questionnaire designed by the researcher
using a Likert-type scale rating was used as the
instrument for data collection. The face and content
validity of the instrument were determined by three
experts in Economics and Measurement and
Evaluation. The instrument was administered to the
respondents and collected on the spot to minimise loss.
The data generated from the instrument were analysed
using the mean. The Likert four-point rating scale was
weighted as follows: Strongly Agreed (4 points),
Agreed (3 points), Disagreed (2 points), and Strongly
Disagreed (1 point). The acceptance benchmark for
the mean was 2.50. Any score below 2.50 was
rejected, while any score of 2.50 and above was
accepted.

Category | Population| Sample Percentage VI. DATA ANALYSIS
(20%) 6.1 Result
Academic Staff 420 84 56% Research Question 1: To what extent does fuel
subsidy removal influence inflation in Nigeria?
Table 2: Responses on the Influence of Fuel Subsidy Removal on Inflation
S/N Questionnaire Items SA|A D SD Total T Score| X

2 | Transport fares rose sharply after subsidy removal

1 | Fuel subsidy removal has significantly increased the general price level 70 55 15/ 10 150 | 485 |3.23

8050 12 8 150 502 |3.35

3 Food prices increased as a result of higher transport costs 75 5213/ 10| 150 = 492 3.28

4 Fuel subsidy removal has no significant effect on inflation 10 15 55|70 150 | 265 1.77

5 | The inflationary effect of subsidy removal is temporary

25 40 50/ 35 150 | 355 |2.37

Grand Mean = 2.80. The data analysed in Table 2
show that items 1-3 scored above the benchmark of
2.50 and were accepted, while items 4 and 5 scored
below and were rejected. Overall, respondents
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agreed that fuel subsidy removal has significantly
influenced inflation in Nigeria through higher
transport and food prices.
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Research Question 2: What are the effects of fuel
subsidy removal on household welfare?

Table 3: Responses on the Effects of Fuel Subsidy Removal on Household Welfare

S/N Questionnaire Items SA| A D |SD Total X Score| X
1 | Subsidy removal reduced real household purchasing power 72 48 18 12| 150 | 480 3.20
2 Low-income households were more adversely affected 78 4517 10| 150 = 491 3.27
3 Palliative measures adequately cushioned the impact 1525 60/ 50 150 = 305 |2.03
4 Household welfare improved after subsidy removal 8 1216565 150 263 1.75
5 Cost of living has become more difficult for average households 85 40 15/ 10 150 | 500 [3.33

Grand Mean = 2.72. Table 3 shows that respondents
strongly agreed that fuel subsidy removal reduced
real purchasing power, affected low-income
households disproportionately, and made the cost of
living more difficult. Items asserting that palliatives

were adequate or that welfare improved were
rejected.

Research Question 3: What are the possible measures
to mitigate the adverse effects of fuel subsidy
removal?

Table 4: Responses on Possible Mitigating Measures

S/N Questionnaire Items SA A D SD Total X Score, X
1 ‘Targeted cash transfers can cushion the impact on vulnerable households| 65 55 20|10 150 | 475 3.17
2 Investment of savings in public transport will reduce long-term costs 70 50 18 12| 150 |« 478 3.19
3 | Transparent utilisation of fiscal savings is essential 80 45/15 10| 150 | 495 3.30
4 Domestic refining capacity should be prioritised 68 5220 10| 150 = 478 3.19
5 | No special measures are needed; the market will adjust 12 18 55/65 150 |« 277 |1.85

Grand Mean = 2.94. Table 4 indicates strong
acceptance of targeted cash transfers, investment in
public transport, transparent utilisation of savings,
and prioritisation of domestic refining as appropriate
mitigating measures. The view that no special
measures are needed was rejected.

VII. DISCUSSION OF FINDINGS

Table 2 sought to determine the extent to which fuel
subsidy removal influences inflation. The findings
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reveal that the reform has had a significant inflationary
impact through higher transport and food prices. This
finding agrees with the cost-push inflation literature
and with empirical studies [1, 2, 6, 9] that documented
sharp increases in headline and food inflation
following the May 2023 policy change.

Table 3 examined the effects on household welfare.
Respondents agreed that real purchasing power
declined, that households
disproportionately affected, and that the cost of living

low-income were
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became more difficult. Palliative measures were
widely regarded as inadequate. These results are
consistent with distributional analyses showing that
energy-price increases are regressive and with reports
of rising poverty headcounts after the reform [2, 5, 6].

Table 4 explored possible mitigating measures. The
findings support targeted cash transfers, investment of
fiscal savings in public transportation and domestic
refining, and transparent reporting on the use of
savings. These recommendations align with policy
advice from the World Bank, IMF, and independent
researchers who emphasise that the long-term success
of subsidy reform depends on complementary social-
protection and productive-investment measures [2, 5,
8].

VIII. CONCLUSION

This research indicates that the removal of fuel
subsidy in Nigeria has produced significant
inflationary pressures and adverse effects on
household welfare, while simultaneously generating
substantial fiscal savings. The study concludes that the
reform is a double-edged policy: necessary for fiscal
sustainability and the correction of long-standing
distortions, yet socially costly in the short to medium
term when compensatory measures are weak. Based
on the findings, the following recommendations are
made:

1) Government should implement well-targeted
and adequately funded cash-transfer and
social-safety-net programmes for vulnerable
households.

2) A transparent portion of the fiscal savings
should be invested in public transportation
systems and the rehabilitation of domestic
refining capacity.

3) Regular public reporting on the magnitude
and utilisation of subsidy savings should be
institutionalised to enhance accountability.

4) Agricultural logistics and food-supply
chains should be strengthened to moderate
food-price inflation.

5) Future energy-price reforms should be
sequenced and accompanied by pre-
announced compensatory packages to
reduce social disruption.
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