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Abstract: The work explores the effects of fuel subsidy removal on small-scale businesses in Nigeria, a critical 

sector in the nation’s economic landscape. The study contributes to existing knowledge by focusing on the 

relationship between subsidy removal and its impact on small-scale industries. A comprehensive literature 

review considers climate change impacts, socio-economic and environmental externalities, and the historical 

context of fuel subsidies. While previous studies have investigated macro and micro consequences, this research 

examines the repercussions on small-scale businesses. Utilising a descriptive research design and a Likert-

structured questionnaire, the study investigates the ramifications of recent fuel subsidy removal in a typical 

community in the country. Key factors, including changes in sales, operational costs, and profit margins, are 

analysed using descriptive statistical methods and the Chi-square test. The findings highlight the 

interconnectedness between government policies and the health of small-scale businesses, emphasising the need 

for evidence-based decision-making to support resilience in adapting to policy changes. 
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1. Introduction 

The term “subsidy” denotes the government’s financial support mechanism sectors, institutions, 

or individuals use to achieve economic and social objectives (Wenqi et al., 2022). In the context of 

fuel subsidies, governments intervene by setting prices below the international market rates, thus 

alleviating the financial burden on consumers (Xiang et al., 2021). The rationale behind subsidies is 

often rooted in the desire to support critical sectors, foster economic development, and improve 

citizens’ living standards (Bao et al., 2020). Fuel subsidies have been a longstanding and contentious 

policy tool governments employ to ensure energy affordability, stimulate economic growth, and 

shield citizens from fluctuations in global oil prices (Skovgaard & van Asselt, 2019). These subsidies, 

which artificially lower the cost of fuels like gasoline and diesel, have played a crucial role in shaping 

economic landscapes, particularly in developing nations (Solarin, 2020). However, the 

consequences of such subsidies are complex, with significant implications for various sectors, 

including the backbone of many economies—small-scale industries.  

Previous studies have focused more on the climate change impacts of fuel subsidies. For instance, 

Skovgaard and van Asselt (2019) opined that despite the potential climate change mitigation 

benefits of reforming fossil fuel subsidies, the complex international and domestic political context 
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complicates this process, posing challenges that may not align with traditional climate politics. 

Similarly, according to Monasterolo and Raberto (2019), there is an increasing consensus that fossil 

fuel subsidies provided by high-income country governments contradict the global climate agenda’s 

emission reduction goals, prompting discussions on their negative socio-economic and 

environmental externalities. Aside from other studies that evaluated the impact of fuel subsidies 

on developed nations (Chepeliev & van der Mensbrugghe, 2020; Erickson et al., 2020; Heger et al., 

2019; Bassi et al., 2023). Solarin (2020) investigated the driving factors behind environmental 

deterioration, focusing on fossil fuels subsidies, in 35 emerging and developing countries. The study 

revealed that a 10% increase in fossil fuel subsidies leads to a rise in the ecological footprint by 0.3% 

to 1.5%, highlighting the role of various factors, such as population size, real Gross Domestic Price 

(GDP) per capita, urbanisation, and the non-dependent population, in contributing to 

environmental degradation. 

In the case of Nigeria’s developing economy, heavily reliant on its oil and gas sector, fuel 

subsidies have been extremely ingrained in economic policies since the establishment of the 

Nigerian National Petroleum Corporation (NNPC) in 1977 (Agbonifo, 2023; McCulloch et al., 

2021). The subsidy regime, initiated in the 1970s to mitigate the impact of rising global oil prices, 

has become a significant component of the nation’s economic structure (Solarin, 2020). Over the 

years, however, fuel subsidisation has incurred substantial costs, with estimates suggesting that 

billions of dollars have been expended on fuel subsidy payments in recent decades (Houeland, 

2020). Despite the intended benefits of fuel subsidies, their removal has become a topic of 

discussion and policy action. In May 2023, President Bola Ahmed Tinubu announced the complete 

removal of fuel subsidies, marking a significant shift in the economic landscape. This decision has 

triggered a series of events, most notably an increase in fuel prices, subsequently affecting the 

operational dynamics of businesses, particularly small-scale industries—the engine of economic 

growth in Nigeria. 

Previous studies have considered the effects of fuel subsidy removal at various times in Nigeria 

on different socio-economic areas. For example, Houeland (2020) investigated the interplay 

between popular protests and institutional politics of fuel subsidy removal. The study posits four 

interconnected claims about the protests’ influence on institutional politics, emphasising historical 

labour-led subsidy protests, the contextual factors amplifying the 2012 protests, the impact of new 

actors on movement fragmentation, and the enduring civic agency’s influence on state-citizen 

relations, particularly evident in party politics and elections. Agbonifo (2023) further employed 

Gaventa’s ‘power cube’ as an analytical framework to delve into the dynamics between the 

government and protesters, viewing power relations as a complex interplay of both domination 

and resistance, thereby offering a fresh perspective on the debate over the connection between 

protests and empowerment, often mired in essentialist arguments. On the other hand, Ozili and 

Obiora (2023) examined the ramifications of the 2023 fuel subsidy removal in Nigeria. The study 

shed light on macroeconomic and microeconomic consequences using discourse analysis 

methodology. The removal is anticipated to yield positive effects, such as freeing up financial 

resources for other sectors, boosting domestic refinery production, diminishing dependence on 

imported fuel, enhancing employment, directing funds toward critical infrastructure development, 

reducing the budget deficit, generating a budget surplus, curbing corruption linked to fuel subsidies, 

fostering competition, revitalising domestic refineries, and alleviating pressure on the exchange rate.  

The removal of fuel subsidies in 2023 is particularly crucial for small-scale businesses, as it not 

only influences their operational costs and profit margins but also shapes the overall economic 

landscape in which they operate. However, these reviewed studies and many others (Baba 

Mohammed et al., 2020; Ikenga & Oluka, 2023; Yunusa et al., 2023) did not consider the potential 

ripple effects on sectors like small-scale industries to highlight the interconnectedness between 

government policies, such as subsidy removal, and the health of businesses at the grassroots. Hence, 

the focal point of this research is an in-depth examination of the repercussions of fuel subsidy 

removal on small-scale industries, which constitute a significant portion of the Nigerian business 

landscape, of about 44.4% (Gumel, 2017). Small-scale businesses, often characterised by their 
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sensitivity to production costs and reliance on affordable energy, play a critical role in job creation, 

innovation, and income generation (Ogunsanya, 2021). Understanding how removing fuel 

subsidies impacts these industries is paramount for policymakers, business owners, and the broader 

society. This research aims to unravel the relationship between fuel subsidy policies and the 

dynamics of small-scale industries. By delving into case studies, analysing data, and drawing upon 

existing literature, we seek to provide comprehensive insights that inform evidence-based decision-

making. The study addresses critical questions related to customer demands, operational costs, and 

profit margins within a typical community in Nigeria, offering a clear perspective on the effects of 

fuel subsidy removal on businesses that form the region’s economic backbone. 

2. Methodology 

2.1 Data collection 

This study employs a comprehensive research methodology to explore the impact of the recent 

removal of fuel subsidies on small-scale businesses within the Sabon-Gari Local Government Area 

of Kaduna State, Nigeria. Using a descriptive design to systematically describe and quantify the 

effects of this policy change on small-scale enterprises, this study focused on variations in sales, 

operational costs, and profit margins. 

2.1.1 Research Design.  The descriptive research design was selected based on its suitability for this 

type of study as highlighted in recent literature (Bello et al., 2022; Kuburi et al., 2023; Terab et al., 

2023; Umar et al., 2023). This approach allows for a structured and statistical inquiry into the 

predefined aspects of small-scale businesses impacted by fuel subsidy removal. The study variables 

were operationalised based on data collected from the revenue department, which provided a 

comprehensive breakdown of small-scale businesses operating within the study area. 

2.1.2 Data Collection Instruments and Procedure.  The primary instrument for data collection was a 

stratified questionnaire designed to capture detailed information across several dimensions: 

• Demographic Information: Each respondent was asked to provide basic demographic 

information to facilitate the analysis of data across different population segments. 

• Impact on Business Operations: Questions specifically tailored to understand changes in 

sales, expenses, and profit margins post-policy implementation. 

The questionnaire was administered face-to-face by trained research assistants to ensure high 

response rates and reliable data. Sampling was stratified by the type of business to ensure 

representative data across various sectors such as Fabrication and Welding, Furniture Making, 

Production of Goods, Agriculture, and others. The distribution of the sample size is illustrated in 

Table 1. Data collection spanned from June to October 2023, beginning one month after the fuel 

subsidy was removed, to capture the immediate and short-term effects of the policy change. Figure 

1 gives the flowchart of the study’s methodology spanning from the research process, from data 

collection through to analysis. 

2.2 Data analysis 

Data was obtained from the designed Likert-structured questionnaire and was then subjected to 

descriptive statistical methods for analysis and presentation. The Chi-square test was employed to 

assess the significant association between two categorical variables (sales and customer 

demand/operational costs/profit margins and fuel subsidy removal for small-scale businesses). 

The significance level (α), set at 0.05 or 5%, is chosen to determine the threshold for statistical 

significance. The chi-square distribution table with the calculated degrees of freedom and 

significance level was used to critical Chi-square value, and comparing the critical chi-square value 

with the calculated chi-square value from the IBM SPSS (version 26), decisions on the acceptance 

or rejection of the null hypotheses are made. For data visualization, Origin Pro Software (2021) 

was used. 
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Table 1. Registered small-scale businesses in the study area 

Small-scale businesses Number of businesses 

Production of Goods 13 

Fabrication and Welding 15 

Agriculture 15 

Hospitals/Clinics 19 

Wholesale 20 

Transportation 22 

Hotels 23 

Furniture Making 26 

Restaurants 41 

Mechanic Services 43 

Education 76 

Pharmacy 82 

 

 

Fig 1. Flowchart of the study’s methodology 
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3. Results and discussion 

3.1 Demographic distribution of the respondents 

The analysis of the survey conducted in the study area provided comprehensive insights into the 

demographic and socio-economic characteristics of the small-scale businesses in the region. The 

predominance of male-owned businesses (62.6%) shown in Figure 2 aligns with broader trends 

observed in various economies, such as in Canada (Rosa & Sylla, 2018) and among black and 

Mexican-American entrepreneurs (Peterson & Altounian, 2019), reflecting historical patterns of 

entrepreneurial ownership. However, the notable presence of female-owned businesses (37.4%) 

suggests a growing diversity in the entrepreneurial landscape, potentially influenced by changing 

societal norms and support structures for women in business (Taiwo, 2023). The distribution 

across age brackets shown in Figure 2 indicates a relatively balanced representation, with 36.9% 

falling within the 29-39 years bracket and 34.9% within the 40-50 years bracket. This suggests a 

distribution that spans different career stages, potentially indicating a dynamic and evolving 

business community, as reported also by Ogunrinola (2011). The emphasis on tertiary education 

qualifications (56.9%) among small-scale business owners, as shown in Figure 2, reflects an 

increasingly educated entrepreneurial class. This trend aligns with the global shift toward 

knowledge-based economies, where higher education often correlates with innovation and 

business success (Halberstadt et al., 2019; Solomon et al., 2008).  
The prevalence of sole proprietorship businesses (56.4%), as shown in Figure 2, indicates a 

significant reliance on individual entrepreneurship. However, diverse ownership structures, 

including partnerships (28.7%) and cooperatives (5.6%), suggest a varied business ecosystem that 

leverages different organisational models. The concentration of businesses with 10-16 employees  

 

Fig 2. Demographic characteristics of the small-scale business owners 
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(64.6%) indicates a moderate scale of operations. This distribution aligns with the typical 

characteristics of small-scale enterprises, often characterised by limited but impactful employment 

generation (Ogunsanya, 2021). The distribution of businesses across different age brackets suggests 

a mix of established and relatively new ventures. The concentration of businesses in the 9-15 years 

bracket (34.8%), as shown in Figure 2, may indicate a period of stability and maturity for a 

significant portion of the local business community. 

3.2 Impact of fuel subsidy removal on sales/customer demand 

In the half-decade preceding the 2023 fuel subsidy removal, distinct shifts in sales and customer 

demand were observed among surveyed small-scale businesses. The dynamics of the 

sales/customer demand preceding fuel subsidy removal and post-fuel subsidy removal are 

illustrated in Figure 3. Notably, 37.4% reported no discernible change, 22.6% experienced a 

moderate decline, 19.5% faced a significant downturn, 15.9% noted a moderate upswing, and 4.6% 

enjoyed a notable increase in sales and customer demand. The observed diversity in business 

responses to sales and customer demand changes before the fuel subsidy removal suggests a 

complex interplay of factors influencing market dynamics. Previous studies have indicated that 

economic uncertainties (caused by pandemics), consumer behaviour shifts, and industry-specific 

conditions can contribute to such variations (Das et al., 2021; Munro, 2021). In the aftermath of 

the fuel subsidy removal, a subsequent wave of changes emerged. Of the surveyed small-scale 

businesses, 37.9% faced a moderate decrease in sales and customer demand, 23.6% experienced a 

moderate increase, and 22.1% reported no significant change. Notably, 6.7% encountered a 

significant decrease, and 3.6% enjoyed a significant increase in sales and customer demand. 

The post-removal scenario reflects a shifting landscape, possibly influenced by altered consumer 

spending patterns and business operational costs (Ozili & Obiora, 2023). The moderate 

fluctuations may stem from the initial adjustments businesses make in response to changing 

economic conditions. Comparative studies (Bao et al., 2020; Xiang et al., 2021) on subsidy removals 

in diverse settings can provide valuable insights into these observed trends. The findings emphasise 

the need for policymakers and business stakeholders to consider the complicated nature of market 

responses to fuel subsidy removals. To further scrutinise the interplay between sales/customer 

demand and the shift introduced by fuel subsidy removal in 2023, a null hypothesis was formulated, 

which states that no significant association exists between sales/customer demand and fuel subsidy 

removal. The Chi-square test was employed, generating a calculated chi-square of 259.929 with a 

p-value of <0.001. The results, as summarised in Table 2, prompt the rejection of the null 

hypothesis, signifying a noteworthy association between sales/customer demands and fuel subsidy 

removal. This statistical significance suggests that the observed changes in sales/customer demand 

are not mere coincidences but are linked to removing fuel subsidies. 

3.3 Impact of fuel subsidy removal on business operating costs 

Aside from the impact of fuel subsidy removal on sales/customer demand, a substantial portion 

of small-scale businesses experienced various shifts in operating costs. In the pre-fuel subsidy 

removal era, 41.0% of these businesses had no notable change in operating costs, while 27.2% 

reported a moderate increase. Conversely, 17.4% saw a significant decrease, and 11.8% 

encountered a moderate decline. A smaller percentage, 2.6%, faced a significant increase in 

operating costs during this period. Following the fuel subsidy removal in May 2023, the landscape 

of small-scale business operating costs underwent a substantial transformation. A significant 

majority, 70.1%, reported a significant increase in operation costs. Another 24.7% indicated a 

moderate cost rise, while 2.1% reported no change. A minimal percentage, 1.0%, experienced a 

moderate decrease, and an equal proportion reported a significant decrease in operating costs (see 

Figure 4). 

As seen in the result, the substantial increase in operating costs post-fuel subsidy removal 

significantly impacts small-scale businesses. The overwhelming majority attributing this surge  
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Fig 3. Dynamics of the sales/customer demand pre-fuel subsidy and post-fuel subsidy removals 

Table 2. Chi-Square test for sales/customer demands and fuel subsidy removal 

Variables Value Df Asymptotic significance (2-sided) 

Pearson Chi-Square 259.929 36 <.001 

Likelihood Ratio 56.075 36 .018 

N of Valid Cases 197   

directly to the removal aligns with established economic literature on the repercussions of subsidy 

alterations, affirming the substantial influence on operational expenses (Baba Mohammed et al., 

2020; McCulloch et al., 2021). This outcome resonates with the anticipated economic shifts 

associated with subsidy removal and highlights small-scale enterprises’ challenges in adapting to 

these changes. The study also investigated the association between operational costs and fuel 

subsidy removal. The null hypothesis posited no significant association between these variables. 

Table 3 presents the chi-square test results, revealing a calculated chi-square value of 593.66 and a 

p-value <0.001. The null hypothesis is rejected because the p-value is smaller than the standard 

alpha value of 5% (α=0.05). This signifies a significant association between operating costs and 

fuel subsidy removal. The statistically significant association between operational costs and fuel 

subsidy removal emphasizes subsidy alterations’ profound impact on small-scale businesses’ 

financial dynamics. This aligns with studies such as Wenqi et al. (2022) emphasising how policy 

changes, especially subsidies, can have far-reaching implications for operational expenditures. 

3.4 Impact of fuel subsidy removal on profits/profit margin 

Leading up to eliminating fuel subsidies in May 2023, around 34.4% of the small-scale businesses 

surveyed reported no discernible changes in their profits or profit margins over the previous five  
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Fig 4. Dynamics of the business operating costs pre-fuel subsidy removal and post-fuel subsidy removal 

Table 3. Chi-Square test for operational costs and fuel subsidy removal 

Variables Value Df Asymptotic significance (2-sided) 

Pearson Chi-Square 593.677 36 <.001 

Likelihood Ratio 159.666 36 <.001 

N of Valid Cases 197   

years. Conversely, 10.3% noted a moderate increase, and 0.5% reported a significant increase in 

profits and margins. However, following the fuel subsidy removal, a notable shift occurred, with 

45.1% of businesses reporting a moderate increase and 35.9% noting a significant increase in 

profits and margins. Meanwhile, 15.4% reported a moderate decrease, 3.1% noted a significant 

decrease, and 0.5% observed no change (see Figure 5). Examining the association between profits 

and profit margin and fuel subsidy removal yielded compelling results based on the chi-square 

analysis. The alternate hypothesis challenged the null hypothesis, positing no significant association 

between these variables, suggesting a notable connection. The Chi-square test statistics (see Table 

4), with a calculated chi-square value of 438.46 and a p-value of <0.001, highlighted the significance 

of this association. Rejecting the null hypothesis implies that there is a substantial and statistically 

significant relationship between the changes in profit and profit margin and the removal of fuel 

subsidies. 

The contrasting trends before and after subsidy removal highlight the distinct effects of this 

policy change on the financial landscape of small-scale businesses. The drivers behind these 

changes include shifts in consumer behaviour, market dynamics and operational costs. Moreover, 

a comparative analysis with a similar study (Baba Mohammed et al., 2020) validates the observed 

trends. The study argues that for the sustainability of the subsidy removal, the hardship of the 

people, the business owners inclusive, who have experienced reduced profits needs to be alleviated. 
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Fig 5. Dynamics of the business profits and profit margin pre-fuel subsidy and post-fuel subsidy removals 

Table 4. Chi-Square test for business profits and profit margin and fuel subsidy removal 

Variables Value Df Asymptotic significance (2-sided) 

Pearson Chi-Square 438.463 36 .000 

Likelihood Ratio 144.879 36 .000 

N of Valid Cases 197   

4. Conclusion 

The findings of this study shed light on the implications of fuel subsidy removal on small-scale 

businesses in the study area. The demographic analysis uncovered a diverse entrepreneurial 

landscape, with a significant prevalence of male-owned businesses and a noteworthy presence of 

female-owned enterprises, indicating a shift towards greater gender inclusivity in entrepreneurship. 

The impact of fuel subsidy removal on sales and customer demand exhibited distinct shifts in the 

half-decade leading up to the policy change. The varied responses suggest a complex interplay of 

factors influencing market dynamics. Post-subsidy removal, the landscape continued to evolve, 

with a significant proportion of businesses experiencing changes in sales and customer demand. 

The Chi-square test point out a statistically significant association between these variables, 

emphasising a direct link between the observed market dynamics and fuel subsidy removal. 

Operational costs faced a substantial transformation post-subsidy removal, with most businesses 

reporting a significant increase. Examining profits and profit margins revealed a notable shift 

following fuel subsidy removal. Many businesses reported a significant increase, while others 

experienced moderate or significant decreases. The chi-square analysis further affirmed a 

significant association between sales/customer demand, operational costs, profit margins and fuel 

subsidy removal, highlighting the profound impact of policy changes on the financial dynamics of 

small-scale businesses. 
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The limitations of this study include its focus on a single community, which may not be 

representative of other regions, and the reliance on self-reported data that could introduce biases 

in reporting business impacts, limiting the generalizability of the findings. However, the study 

underlines the need for policymakers and stakeholders to consider the interconnected nature of 

the variables examined. The findings provide valuable insights into the challenges and 

opportunities small-scale businesses face in adapting to policy changes, emphasising the 

importance of targeted support measures to mitigate potential hardships. The study recommends 

ongoing monitoring and assessment to inform evidence-based policies that promote the 

sustainability of subsidy removal while safeguarding the interests of businesses and fostering 

economic resilience. 
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