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ABSTRACT

Subsidy is any measure that keeps prices for a good or product below market level for consumers or
producers. Subsidies can take different forms like grants, tax reduction or exemption, price control.
Subsidy is money paid by a government or an organization to reduce the cost of service or that of
producing goods so that their prices can be kept low. The study examined removal of fuel subsidy and
socio-economic development in Nigeria. Specific, the study examined the effect of movements of
price of premium motor spirit on standard of living in Nigeria. Ascertain the effect of Movements of
price of automotive gas oil on standard of living in Nigeria and investigate the effect of price of dual
purpose kerosene on standard of living in Nigeria. An ex-post facto research design was adopted for
this study because the study used secondary data that were sourced from financial publications such as
the Central Bank of Nigeria, Statistical Bulletin and CBN Annual Reports and Accounts. Econometric
techniques, including Augmented Dickey Fuller Tests for Unit Roots and Ordinary Least Square
(OLS) were used for the data analysis. The result of the study had shown that that movement of price
of premium motor spirit has negative and insignificant effect on standard of living. A movement of
price of automotive gas oil has negative and insignificant effect on standard of living and that price of
dual purpose kerosene has positive and significant effect on standard of living. The study thus
concludes that the removal of fuel subsidy have negative and insignificant effect on standard of living
of average Nigerian citizen. The rate of change in petroleum pump is greater than the rate of change in
per capita income of average Nigerian citizen and inflationary pressure in Nigeria is well connected
with the rate of change in petroleum pump. Amongst the recommendations is that government should
remove fuel subsidy and give more attention on refining her petroleum here in Nigeria by fixing her
refineries and possibly build new ones. In fact, government should deregulate the downstream sector
of the petroleum industry. Government should embark on massive infrastructural investments in
major sectors like health, education, power and works with funds saved from fuel subsidy removal.
This will create employment for Nigerians and also, market for these sectors, which will eventually,
serve as a big push for the ailing Nigerian economy and the government should allow free market
operations.
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INTRODUCTION

Fuel subsidy is a government discount on the market price of fossil fuel to make consumers pay less
than the prevailing market price of fuel (Ovaga & Okechukwu, 2022). When subsidies are in place,
consumers would pay below the market price per litre of the petroleum product. Globally, there are
debates about fuel subsidy because of its huge amount and its effect on citizens welfare and the fiscal
health of a nation.
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The size of global fossil fuel subsidy is large and is estimated at $1 trillion in 2022 from $325 billion
in 2018, according to the International Energy Agency. This amount is significantly higher than the
value of global aid which was estimated at $204 billion in 2022 and larger than the combined
government revenue of developing countries. This has led to calls for the removal of global fossil fuel
subsidy so that the saved funds can be channelled to assist the poor and vulnerable in need of
humanitarian assistance in developing countries (Couharde and Mouhoud, 2020; Ozili and Ozen,
2021). However, the removal of fossil fuel subsidy is contentious because there is the argument that
fossil fuel subsidy is a form of aid because it makes fuel more affordable for the poor. Despite this
favourable argument, a large literature documents the negative consequences of fuel subsidy which
include increasing air pollution and greenhouse gas emissions (Sweeney, 2020), road congestion
(McCulloch, Moerenhout and Yang, 2021), road accidents and premature deaths (Parry, Black and
Vernon, 2021), foregone tax revenue (Sweeney, 2020) and it increases inequality between the poor
and the rich (McCulloch, Moerenhout and Yang, 2021). However, policymakers in many countries
are reluctant to remove fuel subsidy and to implement fuel subsidy reforms because such reforms may
result in a significant increase in fuel or electricity prices which could lead to economic hardship for
low-income and poor citizens, and might lead to massive protest and increase the risk of a revolution
or the overthrow of the incumbent government.

In Nigeria, fuel subsidies were first introduced in the 1970s as a response to the oil price shock in
1973. Fuel subsidies were partially removed in 1986. Since then, the fuel subsidies have been in
place. In 2012, the government abruptly removed fuel subsidy. The removal led to massive protests
which was intended for the government to reinstate the fuel subsidy it had removed. The government
subsequently reinstated fuel subsidy in 2012 due to the massive protests. Since then, fuel subsidy
payment in Nigeria has grown enormously. In 2022, fuel subsidy reached ¥4 trillion (US$6.088
billion) which amounted to 23 percent of the national budget of 317.126 trillion (US$25.87 billion) in
2022. As a result, Nigeria could no longer sustain fuel subsidy in 2023, and the government
announced that fuel subsidy would be removed in June 2023.

Recent evidence in the Nigerian literature shows mixed effect of fuel subsidy. Some studies identify
some benefits of fuel subsidy and call for transparency in the administration of fuel subsidy while
other studies highlight the negative consequences of fuel subsidy and advocate for its removal. For
example, Omitogun et al (2021) show that the removal of fuel subsidy might reduce the amount of
carbon emission in the Nigerian economy. Similarly, Adekunle and Oseni (2021) argue that fuel
subsidy removal could reduce the growth in carbon emissions through low energy consumption
channels even though it could lead to higher energy prices. Asare et al (2020) argue in support of fuel
subsidy removal and that the revenue gained from removing fuel subsidy could provide additional
resources for the government to respond with immediate interventions to address the COVID-19 crisis
and enable the government to shift resources into more productive spending for long-run post-COVID
recovery and resilience (Ozili and Arun, 2023). Other studies highlight the consequence of fuel
subsidy removal. Umeji and Eleanya (2021) argue that Nigerian oil wealth has not translated to
improved standard of living despite the introduction of fuel subsidy, and that fuel subsidy removal
could have severe consequences which can be mitigated by transparency on the part of government in
spending the funds saved from fuel subsidy removal for infrastructural development. Also, Ovaga and
Okechukwu (2022) argue that fuel subsidy breeds corruption in Nigeria because a group of corrupt
people have been working against the functioning of existing refineries and they undermine efforts to
build new refineries in Nigeria so that fuel importation would be sustained and fuel subsidy would be
retained for the purpose of satisfying their selfish desires. Omotosho (2020) points out that fuel
subsidy removal could lead to higher macroeconomic instability through rising energy prices and
inflation in Nigeria. Furthermore, McCulloch, Moerenhout and Yang (2021) show that many Nigerian
citizens oppose fuel subsidy removal or reforms because they believe the government is corrupt and
lacks the capability to undertake transparent reforms. Despite this evidence in the literature, there is
little or no discussion about the impact of the recent fuel removal in Nigeria in 2023. The way the fuel
subsidy was removed, without first providing some palliatives, led to controversy about how the fuel
subsidy removal would affect socio-economic development in South East Nigeria. Therefore, there is
a need to identify and understand the socio-economic implications and the microeconomic
implications of the 2023 fuel subsidy removal in South East Nigeria.

140



Udoye & Nnabugwu ..... Int. J. Innovative Soc. Sc. & Hum. Res. 12 (2):139-148, 2024

Statement of Problem

The decision of the government to eliminate subsidy sparked massive protest and unrest across the
country as fuel costs was skyrocketed officially from 67 naira per litre to 141 naira per litre. Lagos,
the second most populated city in Africa, was a characteristic ghost town as a result of this ugly
experience of Jan. 1, 2012 (Onyishi, Eme & Emeh, 2012). In 2011 alone, Nigeria’s fuel subsidy cost
the country an estimated $8 billion and the price tag for 2012 was expected to be even greater. In
2010, Nigeria earned $59 billion from oil exports (Donovan, 2011). According to Zainab Ahmed, the
Executive Secretary, Nigerian Extractive Industries Transparency Initiative (NEITI), as reported by
Salau (2015), the huge amount recovered from oil exports was good enough to repair the faulty
refineries and build new ones. She added that the federal government has spent 4.8 trillion naira in the
last seven years as subsidy on petroleum products imported into the country and also from the last
NEITI Audit Report (2012), a total of 1,355 trillion naira was processed for payment as subsidy.

Out of this amount, 690 billion naira was actually paid, putting a debt burden of 655 billion naira on
the federal government. The breakdown shows that 116,554 billion naira was paid from 2006 to 2008,
3 trillion naira from 2009 to 2011 and 690 billion naira in 2012. NEITI believes that the amount paid
as subsidy is more than enough to repair refineries or build new refineries which could ordinarily
reduced the barrels and cost of barrels refined outside and possibly preclude the marketers from
importing refined products, yet Nigeria has continued to rely on refined fuel imports to meet more
than 70 percent of her domestic needs as she refunds importers a third of the cost of supply.

This attitude of paying subsidies discourages private investors who obtained refining licenses because
of concern that accrued costs may not be recovered without market-determined fuel prices. Keeping
also the domestic price of oil artificially low with the fuel subsidy has discouraged additional
investments in Nigeria’s oil sector. Since 2000, Nigeria has issued at least 20 refinery licenses to
private companies but, not one refinery has been built because investors could not recoup gains for
their investments under the artificially low price structure. Furthermore, subsidy has resulted in the
diversion of scarce public resources away from investment in critical infrastructures, while putting
pressure on government resources and lastly, the huge price disparity caused by the fuel sub has
encouraged smuggling of petroleum products across the borders to neighboring countries, where
prices are much higher than Nigeria. Hence, a study such as this is therefore motivated to examine
removal of fuel subsidy and socio-economic development in Nigeria

Review of Related Literature

Conceptual Review

Removal of Fuel Subsidy

A subsidy is defined as any measure that keeps prices for a good or product below market level for
consumers or producers. Subsidies can take different forms like grants, tax reduction or exemption,
price control, etc. (Alozie, 2009). Oxford Advanced Learners Dictionary (2001) defined subsidy as
money paid by a government or an organization to reduce the cost of service or that of producing
goods so that their prices can be kept low. In addition, Bakare (2012) points out that to subsidize is to
sell a product below the cost of production. Thus, when we talk of fuel subsidy within the Nigerian
context it means to sell premium motor spirit below the cost of importation. January 1, 2012 cannot be
seen nor described as the best New Year’s gift to Nigerians when fuel subsidy on Premium Motor
Spirit (Fuel) was removed, courtesy of the new policy announced by the Petroleum Product Pricing
Regulatory agency (PPPRA). As a matter of fact, the problem of fuel subsidy removal or sustaining
subsidy regime had featured as a dominant topic for public debate since January 1, 2012 till date. Fuel
subsidy, which was initially designed to last for 6 months, was introduced earlier as a temporary
measure in 1988 by federal government of Nigeria as part of its Structural Adjustment Program
(SAP), was a stop-gap measure as refineries underwent rehabilitation and to stabilize the price of
petroleum products.

According to Eyiuche (2012), the federal government, during the military era was of the opinion that
the cost of production and its transportation will be so much heavy for the poor Nigerian masses to
bear alone due to rise in the price of fuel, decided to pay part of the total amount of fuel cost in order
to make the product available and affordable. This military intention of the subsidy on petrol products
actually worked from 31st march 1973 to 1986 when Gen. Ibrahim Babangida, the former Head of
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State of Nigeria increased the fuel pump price of petroleum from 20k to 39.5k, which was about
97.5% increment. Sources have it that the situation worsened with the advent of democracy when on
June 1st, 2000, Chief Olusegun Obasanjo increased the pump price of fuel again from 20 naira to 30
naira (50% increment) and gradually, the aim of the military government that introduced fuel subsidy
was subdued and defeated. This fuel subsidy policy however, has bred several unintended
consequences and malpractices such as the smuggling of petroleum products out of the country, and
claims by the federal government that fuel subsidy policy has made them unable to tackle problems of
our collective infrastructure such as roads, power, agriculture, fixing the refineries etc. The cost of
fuel subsidy has continued to grow exponentially. This is partly due to the rising cost of fuel-which
meant that the government had to spend even more to keep its domestic price low- and also due to
Nigeria’s increasing population-which resulted in increased fuel consumption; together these
pressures make the cost of the fuel subsidy unsustainable. By 2011, the subsidy accounted for 30
percent of the Nigerian government expenditure, which was about 4 percent of GDP and 118 percent
of the capital budget. According to Farouk Lawan, as reported by Odemwingie, Ohuegbe and Mu’azu
(2012), over 232 billion naira in the form of subsidy was paid to marketers for PMS in 2011 yet the
PMS was not supplied and this subsidy has become a scheme for mismanagement of revenues. He
discovered that subsidy computation is in two segments - (landing and distribution cost), the Landing
Cost constitutes (total cost = 153.64 naira):- Products, Insurance and Freight: 141.40 naira; Lightering
Expenses (SVH): 4.03 naira; Traders Margin: 1.19 naira; Storage Charges: 2.60 naira; NPA Port
charge: 0.62 kobo Jetty Depot throughout charge: 0.80 kobo; and, Distribution Cost includes (total
cost = 15.49 naira):- Retailer’s Margin: 4.60 naira; Transporters’ Margin: 2.99 naira; Dealers’ Margin:
1.75 naira; Marine Transport Average (MTA): 0.15 kobo; Budgeting Fund: 5.85 naira; Administrative
Charges: 0.15 kobo. Further, in the era of Goodluck Ebele Jonathan’s reign, the subsidy re-investment
programme (Sure-P) was initiated to channel the money realized from the partial removal of subsidy
to ameliorate the plight of the generality of Nigerians. The committee set-up was to oversee and
ensure the effective and timely implementation of projects to be funded with the savings accrued by
the federal government from subsidy removal. SURE-P is basically designed to mitigate the effects of
the removal of fuel subsidy and accelerate economic growth through investment in critically needed
infrastructures. For them, savings from the subsidy removal under SURE-P are to be invested across
major sectors of the economy such as Power, Health, Niger Delta, Youths etc. According to Sure-P,
the federal government handles 41% of the intervention, 54% goes to the states and local governments
while the remaining 5% goes to ecology (Omafume, 2014).

According to Dr. Bright Okogu, as reported by Omafume (2014), the Director-General of the Federal
Budget Office, Sure-P started receiving funds from fuel subsidy in July 2012. By the end of 2012, it
received 126 billion naira, 180 billion naira (2013), and 135 billion naira (2014), which comes to the
total of 441 billion naira by the end of 2014. These funds however, have their objective which was to
increase maternal and child health services, make mass transit available; provision of zero-interest
loans to establish transport operations, provide vocational training centers in all the states in the
country and the federal capital territory, the construction of road infrastructural projects, to accelerate
economic transformation through investment in critical infrastructural projects, to provide internship
to the teeming Nigerian graduates yet to be employed, and to mitigate the impact of petroleum
discontinuation on the population.

Petroleum Pricing

Since crude oil was discovered in Nigeria in 1970, it has been a primary source of government
revenue. The crude oil and gas sector accounted for 35% of the country’s GDP and 90% of overall
export earnings. Nigeria has an estimated 5.28 billion m3 of confirmed natural gas reserves. It makes
Nigeria one of the top ten countries in the world with natural gas resources and Africa’s largest
endowment (Energy Commission of Nigeria [ECN], 2017). Nigeria has 37 billion barrels of proven
crude oil reserves. Despite the wealth these resources, Nigeria’s economy experienced its worst
growth rate in 25 years in 2016, as crude oil price changes wreaked havoc on the country’s financial
operations. Frequent militant attacks on oil infrastructure pushed the country’s economy into negative
growth indices, and a slew of other insurgencies also contributed to the lower GDP growth rate (ECN,
2017).
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Oil price fluctuation is synonymous to oil price oscillation and volatility. Volatility is therefore
viewed as the periods in which prices show wide swings for an extended time period followed by
periods in which there is relative calm (Gujarati and Porter, 2009).

The instability in oil price emanates from changes or fluctuations in either demand or supply side of
the international oil market (Hamilton, 1983).

This could be due to some factors such as political upheavals in the oil-rich Middle East, and the
growing oil demand in Asian countries. The effect of this disturbance has overtime been felt more by
oil importing countries. Nigeria for instance is a blessed nation with huge deposit of mineral resources
ranging from crude oil, coal and zinc etc. But due to the mismanagement of these resources, Nigeria
has resorted to importing refined petroleum products due to the collapse of local refineries in the late
1980’s which has been continuous even in the present time, exposing the economy to the severity of
oil price fluctuations (Obioma, 2006).

On the other hand, oil revenue comprises of crude oil sales, taxes on oil exploration companies and oil
rents. But the largest of them all is crude oil sales, which logically is the product of oil price and the
quantities of crude oil production. Oil revenue could also be seen as the aggregate amount of revenue
obtained from the sale of crude oil in an economy. Hence, in an oil producing economy like Nigeria,
oil revenue is the sources of public projects finances. Therefore, it is expected that the generated
revenue should be properly managed to promote economic growth and the wellbeing of the people.
For oil exporting countries, falling oil prices may cause hardship through the depleting effect on
revenue caused by either less in profits or even losses. Nigeria is endowed with abundant assets, most
notably vast natural resources with arable land and entrepreneurial population (Gravito et al., 2016).
After a record of economic growth due to major reforms and improved political system, demonstrated
by a successful demaocratic dispensation, the economy plummeted due to the drastic fall in oil prices
and political disorder originating from insurgence attack and regional agitation for emancipation. The
fall in oil prices have sent the currency (Naira) plunging, advancing long-standing widespread and
abject poverty together with infrastructural decay. This has affected both the cost and standard of
living of the vulnerable poor which constitute the larger part of the population.

Theoretical Framework

This research study is anchored upon the phenomenon of “rocket and feather”, proposed by Bacon
(1991, on the response of gasoline price to crude oil price changes has continued to generate an
ongoing debate among researchers and policymakers in the energy sector across the globe. The
phenomenon rests on the proposition that refined petroleum product prices increase faster to an
increase in crude oil prices like "rockets", while petroleum prices decrease slowly like "feather" when
there is a fall in the price of crude oil. Alternatively, this relationship has been described as the
"asymmetry" behaviour of petroleum price sensitivity to crude oil price changes by some authors
(Borenstein et al. 1997; Liu Margaritis et al. 2010; Douglas et al. 2010; Rahman 2016). It has been
observed that petroleum dealers and energy companies alter (increase) their pump prices immediately
after a surge in crude oil prices. On the other hand, to maintain their margin, they are reluctant to
reduce their prices when there is a slump in the oil market. In the literature, two major themes have
been extensively discussed on petroleum price-crude oil price nexus, albeit with mix and inconclusive
results. These are the magnitude and speed of adjustment with which petroleum price reacts to
changes in crude oil prices. However, most studies in this area have focused on the USA (Borenstein
et al. 1997; Bachmeier et al. 2003; Douglas et al. 2010; Rahman 2016; Sun et al. 2018; Kang et al.
2018) and European countries (Venditti 2010; Liu et al. 2010; Frondel et al. 2015) with limited
evidence on the developing countries and particularly on the Nigerian economy.

Empirical Review

Kabiru, Tahir and Yahaya, (2022) carried out through an analysis of the influence of crude oil prices
on the standard of living in Nigeria by using additional variables as supporters, such as crude oil
income, inflation, and exchange rates. According to data availability, the utilization data used in this
study is the annual time series data from 1981-2019. The main findings are: (1) there is a long-term
equilibrium connection among the series. (2) crude oil price has a negative impact on the standard
living. (3) Crude oil revenue negatively affects the standard of living. (4) inflation has a negative
impact on the standard of living. (5) Exchange rate positively affects the standard of living. (6)
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convergence speed indicates that system movement to the equilibrium path is quick. Therefore, this
implies that despite the abundance of oil in the country. The masses do not witness its impact.
Diagnostic checks confirmed the perfectness of the model. DOLS, FMOLS and CCR as robustness
checks revealed similar results with ARDL long-run results

Charles, Abada,. Ogbuabor, Aja & Kenneth (2019) Using annual time series data which covers the
period 1981-2014 and multiple regression techniques, the study investigate the impact of oil price
fluctuation and oil revenue on well-being in Nigeria. The findings suggest that oil price fluctuations
have no significant impact on well-being, while oil revenue is observed to have a significant and
positive impact on well-being. Notwithstanding the insignificant impact of oil price fluctuation,
further investigation using Johanson cointegration test shows the existence of long run relationship in
the series. This implies that, as oil prices increases/ decreases, so does well-being of the people. In
like manner, we also found that, as the oil revenue increases/decreases, so does the well-being of the
people. In view of the findings, we suggest that government should save more at the time oil boom -
that is when oil price rises above its benchmark. Furthermore, we are of the opinion that the control
and management of the excess crude account should be solely delegated to Central Bank of Nigeria
with no form of interference.

Nwaoha, Onwuka and Obisike, (2018) examined the movements of petroleum (PMS, AGO, DPK)
pump prices and standard of living in Nigeria from 1981 to 2016. The study made use of secondary
data and adopted OLS technique of analysis. The data set were subjected to preliminary test and the
ADF result revealed that all the variables were integrated at 1(0) indicating a long-run relationship
between the independent and independent variables. Economically, none of the explanatory variables
confirmed to a priori expectation. Statistically, both individual and overall results revealed that
MOPPMS, MOPAGO and MOPDPK have statistical significant impact on standard of living (PCI
and INFL) in Nigeria.

Ocheni (2015) examined the impact of fuel price increase on the Nigerian economy in 2014. The
study adopted a survey research design approach to evaluate the level of effect the fuel price increase
has on the Nigeria economy. Finding revealed that there is a significant relationship between the
recent increases in fuel prices and economic growth in Nigeria. It was also discovered that the Nigeria
economy is not developing because of the effect of fuel price hike on purchasing power and finally
the finding showed that there is significant relationship between increase in pump price of petroleum
and food security.

Otalu and Anderu (2015) assessed the determinants of industrial sector growth in Nigeria using
Cointegration and error correction model approach. The result shows that all the identified
determinants like domestic pump price of petroleum products have more of permanent effect on
industrial output than transitory effect. Both labour and capital have significant impact, exchange rate
shows a positive and significant impact indicating that currency appreciation might be inimical to the
growth of the industrial sector.

Adagunodo, A (2013) examined the welfare effects of energy reform particularly petroleum products
pricing reform in Nigeria. The data for 5000 households were collected to estimate a demand system
for PMS, AGO and DPK. The survey contains information on the occupation and income of the
household members, as well as on household expenditure and consumption as well as on a wide range
of demographic and socio-economic characteristics. This study use marginal social cost approach to
evaluate equity and efficiency implications of petroleum products subsidy reform in Nigeria. The
reduction or removal of subsidy on PMS will save largest amount from government budget. When
there is distribution concern, the marginal social cost of reducing subsidies on AGO is lowest
supporting the reform that have been carried out by removing subsidies on AGO. However, marginal
social cost for all petroleum products are extremely low suggesting reduction of subsidies on all
petroleum products in Nigeria. These findings revealed that equity argument for continue
subsidization of household kerosene can no longer be justified since marginal social cost is low. The
reality is that apart from the NNPC outlets, there is no other outlet anywhere in Nigeria where
kerosene is sold at the subsidised price.

Nwosa (2013) examined the effect of gasoline price on economic sectors in Nigeria from 1980 to
2010. The objectives of the study are to examine the long and short run relationship between gasoline
price and sectoral output in Nigeria. Six sectors (agriculture; manufacturing; building and
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construction; wholesale and retail; transportation and communication) of the economy were
examined. The long run regression estimate showed that gasoline price is a significant determinant
output in all sectors examined with exception to the building and construction sector while the short
run error correction estimate revealed that only output of the agriculture and the manufacturing
sectors of the Nigerian economy is affect by gasoline price increase in the short run.

Amagoh, Odoh and Okuh (2014) in their multivariate study of the implications of pump prices of
petroleum products change on some economic variables reveals that PMS has significant impact on
all economic variable studied. The AGO also has significant impact on only GDP and Per capita GDP
while DPK only has significant impact on GDP per capita.

METHODOLOGY

Research Design

An ex-post facto research design was adopted for this study because the study used secondary data
that were sourced from financial publications such as the Central Bank of Nigeria, Statistical Bulletin
and CBN Annual Reports and Accounts,

Model Specification

The model used for the study was the adaptation and modifications from the work of Nwaoha,
Onwuka and Obisike, (2018) who examine the effect of removal of fuel subsidy on socio-economic
development in Nigeria:

The model is stated thus:

PCl=f (MOPPMS, MOPAGO)

Where:

PCI = Per Capita Income

MOPPMS = Movements of price of Premium Motor Spirit.

MOPAGO = Movements of price of Automotive Gas QOil.

The Model was adapted and modified

PCl=f (MOPPMS, MOPAGO, MOPDPK)

GDP=B0+31 MOPPMS+B2 MOPAGO+33 MOPDPK +p - --1

Where

PCI = Per Capita Income

MOPPMS = Movements of price of Premium Motor Spirit.

MOPAGO = Movements of price of Automotive Gas QOil.

MOPDPK = Price of Dual Purpose Kerosene.

131, 32, 133 are parameters to be estimated.

130 , 00 = Constants

i ,et= error terms

Bo and p are the constant and error term respectively while B1, B2, and B3 are the coefficients of
respectively .

Method of Analyses

The data are analyzed with econometric techniques involving Augmented Dicker Fuller tests for unit
roots and the Ordinary Least Square (OLS).

DATA ANALYSIS

Unit Root

The data gathered were subjected to Unit root test. Since carrying out regressions on non stationary time series
data would lead to spurious regression outcomes, we employed the widely used Augmented Dickey-Fuller test
to ascertain the stationarity of the data.

Table 1: Summary of the Unit Root Result

Variables T-statistics Probability Order of Integration
PCI -6.088595 0.0000 1(0)
MOPPMS -3.867397 0.0063 1(0)
MOPAGO -4.619034 0.0010 1(0)
MOPDPK -5.531824 0.0001 1(0)

Source: E-view Version 9.0
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The table above shows that movements of price of premium motor spirit, Movements of price of
automotive gas oil and price of dual purpose kerosene were differenced once to assume stationarity.
The Ordinary Least Square Regressions

In this section, we provide the benchmark test of the significance of the independent variables in
explaining the effect of petroleum pricing on standard of living in Nigeria.

Table 2 Regression Result for the Model

Dependent Variable: PCI

Method: Least Squares

Date: 10/04/24 Time: 07:31

Sample: 1988 2023

Included observations: 35

Variable Coefficient ~ Std. Error  t-Statistic Prob.

C 10.19959 0.473190 1.535498 0.4600

MOPPMS 5.379378 0.031406 2.527495 0.0042

MOPAGO -7.023766 0.063750 1.372804 0.6483

MOPDPK 3.053499 0.058387 3.416286 0.0036
R-squared 0.747334
Adjusted R-squared 0.715801

F-statistic 4788675 Durbin-Watson stat 1.887265
5Prob(F-statistic) 0.00021

Sources: E-view 9.0

Movements of Price of Premium Motor Spirit: the coefficient of movements of price of premium
motor spirit is negative at 5.379378 with t-Statistic of 1.527495 and probability value of 0.4642 which
means that movements of price of premium motor spirit has negative and insignificant effect on
standard of living. The implication is that one increase in the movements of price of premium motor
spirit will reduce standard of living of average Nigerian citizen by 5.379378 units.

Movements of Price of Automotive Gas Qil: The coefficient of movements of price of automotive
gas oil is negative at 7.023766 with t-Statistic of 1.372804 and probability value of 0.6483 which
means that movements of price of automotive gas oil has negative and insignificant effect on standard
of living. The implication of the result is that increasing movements of price of automotive gas oil in
Nigeria will reduced on standard of living by 7.023766

Price of Dual Purpose Kerosene: the coefficient of price of dual purpose kerosene is positive at
3.053499 with t-Statistic of 3.267337 and probability value of 0.0036 which implies that price of dual
purpose kerosene has positive and significant effect on standard of living. Again, the outcome of the
result suggest that one unit increase in price of dual purpose kerosene in Nigeria will enhance
standard of living by 3.053499 units.

The Adjusted R-squared is 0.725801 which means that 72% of total variation in g standard of living
can be explained by the variables of petroleum pricing namely movements of price of premium motor
spirit, movements of price of automotive gas oil and price of dual purpose kerosene while the
remaining 28% is due to other stochastic variables. The Durbin-Watson statistics at (1.887265) which
means the model is free from autocorrelation. The F-statistic is 4.788675 which imply that all the
explanatory variables in the study have significant effect on standard of living within the period under
study.

CONCLUSION

The result of the study had shown that that movement of price of premium motor spirit has negative
and insignificant effect on standard of living. A movement of price of automotive gas oil has negative
and insignificant effect on standard of living and that price of dual purpose kerosene has positive and
significant effect on standard of living. The study thus concludes that the removal of fuel subsidy have
negative and insignificant effect on standard of living of average Nigerian citizen. The rate of change
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in petroleum pump is greater than the rate of change in per capita income of average Nigerian citizen
and inflationary pressure in Nigeria is well connected with the rate of change in petroleum pump

RECOMMENDATION

Amongst the recommendations is that government should remove fuel subsidy and give more
attention on refining her petroleum here in Nigeria by fixing her refineries and possibly build new
ones. In fact, government should deregulate the downstream sector of the petroleum industry.
Government should embark on massive infrastructural investments in major sectors like health,
education, power and works with funds saved from fuel subsidy removal. This will create
employment for Nigerians and also, market for these sectors, which will eventually, serve as a big
push for the ailing Nigerian economy and the government should allow free market operations.
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