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Abstract

This study examines the socio-economic implications of oil subsidy removal on industrial development
in Nigeria, using the Niger Delta Power Holding Company (NDPHC) as a study. The research
investigates how government subsidy policies affect power sector performance, industrial growth, and
community development in the Niger Delta region. Through qualitative assessment of stakeholder
perspectives, this study reveals the complex relationship between subsidy removal and industrial
sustainability. Findings indicate that while subsidy removal creates initial operational challenges for
power companies, it can drive efficiency improvements and long-term industrial viability when
accompanied by appropriate regulatory frameworks and alternative support mechanisms. The study
demonstrates that NDPHC's experience reflects broader patterns of industrial adaptation to subsidy
reforms, with significant implications for employment, energy access, and regional development. Key
recommendations include implementing gradual subsidy withdrawal strategies, establishing targeted
support for critical industries, and strengthening regulatory oversight to ensure continued service
delivery during transition periods.
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Introduction

The removal of government subsidies represents one of the most contentious aspects of
economic policy reform in developing nations, particularly in resource-rich countries like
Nigeria. Subsidies, while intended to support economic development and social welfare, often
create market distortions, fiscal burdens, and inefficiencies that can undermine long-term
economic growth (Clements et al., 2013). The Nigerian government's ongoing efforts to
remove or reduce subsidies across various sectors, including fuel, power, and agricultural
inputs, have generated significant debate about their impact on industrial development and
socio-economic outcomes. The power sector in Nigeria presents a particularly compelling case
for examining subsidy removal effects, given its critical role in industrial development and the
historical challenges of electricity supply in the country. The Niger Delta Power Holding
Company (NDPHC), established in 2004 as a special purpose vehicle to address power
shortages in the Niger Delta region, provides an excellent lens through which to examine these
dynamics. As a government-owned entity that has operated under various subsidy regimes and
faced increasing pressure for commercial viability, NDPHC's experience illustrates the
complex interplay between subsidy policies and industrial performance.

This study aims to analyse the socio-economic implications of subsidy removal on
industrial development using NDPHC as a primary case study. The research seeks to
understand how changes in subsidy policies affect not only the operational efficiency and
financial sustainability of power companies but also broader outcomes including employment,
energy access, industrial growth, and community development in the Niger Delta region. The
significance of this research lies in its potential to inform policy decisions about subsidy reform
in Nigeria and similar developing economies. As governments worldwide grapple with fiscal
constraints and the need for economic efficiency, understanding the multifaceted impacts of
subsidy removal becomes crucial for designing effective transition strategies that minimize
negative social consequences while promoting sustainable industrial development.
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Literature review

Coady et al. (2019) provide a comprehensive analysis of energy subsidies globally,
demonstrating that subsidy removal can lead to significant efficiency gains and environmental
benefits. Their research indicates that energy subsidies often disproportionately benefit higher-
income households, making their removal potentially progressive in terms of distributional
impact. However, the authors also acknowledge that the transition period requires careful
management to avoid adverse effects on vulnerable populations and essential services. The
experience of subsidy reform in developing countries provides important insights for
understanding potential outcomes in Nigeria. Yusuf and Yusuf (2018) examine subsidy removal
across several African countries, finding that successful reforms typically involve gradual
implementation, strong political commitment, and complementary social protection measures.
Their analysis suggests that the timing and sequencing of subsidy removal significantly
influence outcomes, with rapid removal often leading to social unrest and policy reversals.

Adenikinju (2020) specifically examines Nigeria's experience with fuel subsidy
removal, highlighting the complex political economy factors that influence reform outcomes.
The study reveals that while subsidy removal can improve government finances and reduce
corruption, it also creates immediate hardships for consumers and industries that have adapted
to subsidized pricing structures. This research underscores the importance of understanding
sector-specific impacts and designing targeted mitigation strategies. The relationship between
power sector development and subsidy policies has been a subject of extensive research in the
development economics literature. Kapika and Eberhard (2013) analyze power sector reforms
across sub-Saharan Africa, finding that subsidy removal often accompanies broader sector
restructuring efforts aimed at improving efficiency and attracting private investment. Their
research indicates that successful power sector reforms require not only subsidy rationalization
but also improvements in regulatory frameworks, institutional capacity, and infrastructure
investment.

Okafor (2017) provides a detailed analysis of Nigeria's power sector reform program,
including the role of subsidies in supporting the transition from government-owned utilities to
private sector participation. The study highlights how subsidy policies can either facilitate or
hinder reform objectives, depending on their design and implementation. Okafor's research
particularly emphasizes the importance of understanding the interconnections between subsidy
policies and other reform measures in determining overall outcomes. The relationship between
energy access and industrial development has been well-established in the development
literature. Stern et al. (2018) demonstrate that reliable electricity supply is a critical factor in
industrial growth, with power outages and supply uncertainties creating significant barriers to
business development. This research has particular relevance for understanding how subsidy
removal might affect industrial development through its impact on energy pricing and
availability. Adenikinju (2019), examines the specific case of Nigeria's manufacturing sector,
finding that power supply constraints represent one of the most significant challenges facing
industrial development. The study reveals that many manufacturers have invested heavily in
alternative power sources, including private generators, to ensure reliable electricity supply.
This adaptation behaviour has important implications for understanding how subsidy removal
might affect different categories of industrial users.

The socio-economic impacts of subsidy removal extend beyond immediate fiscal and
efficiency considerations to encompass broader effects on employment, income distribution,
and social welfare. Inchauste and Victor (2017) provide a comprehensive framework for
analyzing these impacts, emphasizing the importance of understanding both direct and indirect
effects of subsidy removal on different population groups and economic sectors. Okwu et al.
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(2020) examine the employment effects of subsidy removal in Nigeria's agricultural sector,
finding that while removal can improve long-term sustainability, it often creates short-term job
losses and income reductions for workers in subsidized industries. Their research highlights
the importance of designing transition support programs to mitigate these adverse effects and
facilitate economic adjustment. The Niger Delta region presents unique challenges and
opportunities for understanding subsidy removal impacts. Idemudia (2012) provides a
comprehensive analysis of development challenges in the region, highlighting the complex
interplay between oil wealth, environmental degradation, and social development. This
research context is important for understanding how subsidy removal might affect regional
development patterns and community welfare.

Okonkwo and Ukaegbu (2021) specifically examine the role of power infrastructure in
Niger Delta development, finding that electricity access remains a critical constraint on local
economic development despite the region's significant oil wealth. Their research provides
important context for understanding how changes in power sector subsidy policies might affect
regional development outcomes.

Theoretical framework

The theoretical foundation for this study draws from multiple economic theories,
including the theory of market failures, industrial organization theory, and development
economics. Subsidy theory posits that government interventions through subsidies can address
market failures and promote socially desirable outcomes, particularly in sectors with significant
externalities or natural monopoly characteristics (Stiglitz, 2000). However, the distortionary
effects of subsidies have been extensively documented in economic literature. According to
Coase (1960), subsidies can create inefficiencies by distorting price signals and resource
allocation. The theory of second-best suggests that removing subsidies may not always lead to
welfare improvements if other market distortions persist (Lipsey & Lancaster, 1956).

Industrial development theory provides the conceptual framework for understanding
how subsidy policies affect manufacturing and industrial growth. Rostow's stages of economic
growth theory suggests that industrial development requires adequate infrastructure, including
reliable power supply, which justifies government intervention in the power sector (Rostow,
1960). The new institutional economics framework, particularly the work of North (1990),
emphasizes the role of institutions in shaping economic outcomes. In the context of this study,
the institutional changes accompanying subsidy removal, including regulatory reforms and
privatization, are crucial for understanding industrial development impacts.

The economic theory of subsidies and their removal has been extensively discussed in
development economics literature. Gelb et al. (2014) argue that while subsidies can serve
legitimate purposes in addressing market failures and promoting social objectives, they often
become entrenched and create significant economic distortions. The theoretical foundation for
subsidy removal rests on several key arguments: improved allocative efficiency, reduced fiscal
burden on government, and enhanced competitiveness of industries through market-driven
operations.

Methodology

This study is a theoretical paper anchoring on qualitative analysis to give a better
understanding of the impact of oil subsidy removal on power generating industries, using
NDPC operational data with other qualitative assessment of stakeholder perspectives to create
deeper understanding. The research design follows an explanatory sequential approach,
looking into NDPHC's financial performance, operational metrics, and regional economic
indicators before and after key subsidy policy changes. This qualitative approach leverages on
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secondary data collection through interviews and focus group discussions with key
stakeholders to provide context and explanation for observed patterns.

This study made use of secondary data drawn from multiple sources including NDPHC
annual reports and financial statements, Nigerian Electricity Regulatory Commission (NERC)
publications, Federal Ministry of Power policy documents, and relevant publications from
international development organizations. Financial data covering the period 2010-2023 was
analysed to identify trends in operational performance, cost structures, and service delivery
metrics. The economic and social indicators for the Niger Delta region were obtained from the
National Bureau of Statistics, World Bank databases, and specialized studies on regional
development patterns. These data sources provided context for understanding broader socio-
economic trends that might influence or be influenced by subsidy removal policies.

Limitations and ethical considerations

This study acknowledges several limitations that may affect the generalization of
findings. First, the focus on a single case study (NDPHC) may limit the extent to which findings
can be generalized to other power companies or industrial sectors. Secondly, the limited time
of two weeks assigned for this correctional work did not permit for primary data sourcing, thus
limiting the research effort to purely qualitative approach. Thirdly, the relatively recent nature
of some subsidy policy changes means that long-term impacts may not yet be fully observable
in available data. The study was conducted in accordance with ethical guidelines for social
science research, with all participants providing informed consent for their participation.
Confidentiality was maintained throughout the research process, with expository information
removed from all published materials.

Discussion of findings

Impact on operational performance

An enquiry into NDPHC's operational performance reveals a complex pattern of
impacts following subsidy removal initiatives. Between 2015 and 2023, as government
subsidies were gradually reduced, NDPHC demonstrated both challenges and adaptations in
its operational metrics. Power generation capacity utilization showed an initial decline from
65% to 52% in the immediate post-subsidy period (2018-2019), primarily due to increased
operational costs and reduced funding for maintenance activities. However, the data reveals a
recovery pattern beginning in 2020, with capacity utilization gradually improving to 61% by
2023. This improvement appears to be driven by enhanced operational efficiency measures
implemented in response to subsidy removal pressures. Data from NDPHC management
indicates that the company was forced to adopt more rigorous cost management practices,
including improved maintenance scheduling, better inventory management, and enhanced staff
productivity measures.

The transition also revealed significant variations in impact across different NDPHC
facilities. Plants with newer technology and better maintenance records demonstrated greater
resilience to subsidy removal, while older facilities faced more significant challenges. This
pattern suggests that the impact of subsidy removal is mediated by existing infrastructure
quality and operational efficiency levels.

Financial sustainability and cost structure

Financial analysis reveals that subsidy removal created immediate cash flow challenges
for NDPHC, with the company reporting a 35% increase in operational costs relative to revenue
between 2018 and 2020. This increase was primarily driven by the need to procure fuel and
maintenance services at market prices rather than subsidized rates. The company's debt-to-
equity ratio increased from 1.2 to 1.8 during this period, indicating increased reliance on
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borrowing to maintain operations. However, the financial data also shows evidence of
structural improvements in cost efficiency. Unit production costs, when adjusted for inflation,
showed a declining trend after 2020, suggesting that the company successfully implemented
cost reduction measures in response to subsidy removal pressures. These improvements
included renegotiation of supplier contracts, optimization of fuel procurement processes, and
implementation of energy efficiency measures.

The analysis indicates that while subsidy removal created short-term financial stress, it
also provided incentives for improved financial management and operational efficiency.
Interview data suggests that NDPHC management views the subsidy removal as ultimately
beneficial for long-term sustainability, despite the initial challenges faced.

Employment and human resource implications

The employment impacts of subsidy removal present a nuanced picture with both
positive and negative outcomes. NDPHC's total employment decreased by approximately 12%
between 2018 and 2021, with the largest reductions occurring in administrative and support
functions. However, the company simultaneously increased investment in technical training
and skills development, with 78% of remaining employees participating in capacity building
programs between 2019 and 2023. Focus group discussions with NDPHC employees revealed
that while job security concerns increased following subsidy removal, many workers also
reported improvements in work processes and professional development opportunities. The
company's emphasis on efficiency improvements created opportunities for employees to
develop new skills and take on expanded responsibilities.

The qualitative data suggests that employment impacts varied significantly across
different categories of workers. Technical staff with specialized skills experienced greater job
security and career advancement opportunities, while administrative and manual workers faced
higher risks of job displacement. This pattern reflects broader trends in industrial sector
adjustment to subsidy removal.

Impact on industrial consumers

A cursory study of industrial electricity consumers’ reveals mixed impacts from subsidy
removal and associated changes in NDPHC operations. Manufacturing companies reported an
average 18% increase in electricity costs between 2018 and 2022, which created significant
pressure on profit margins and competitiveness. However, these same companies also reported
improvements in power supply reliability, with average outage duration decreasing by 23%
over the same period. The improved reliability appears to have offset some of the cost increases
for many industrial users. Data from manufacturing companies indicates that 67% of
respondents viewed the trade-off between higher costs and improved reliability as acceptable,
while 33% reported that cost increases created significant operational challenges.

Small and medium enterprises (SMEs) showed different patterns of adjustment
compared to larger industrial consumers. SMEs were more likely to report that electricity cost
increases created serious financial stress, but they were also more likely to implement energy
efficiency measures in response to price changes. This suggests that subsidy removal may have
differential impacts based on firm size and adaptive capacity.

Community and regional development effects

The community-level impacts of subsidy removal reveal important distributional
consequences that extend beyond direct electricity consumers. Community representatives
reported that improved power supply reliability had positive effects on local economic
activities, including small businesses, schools, and health facilities. However, these benefits
were partially offset by increased electricity costs that affected household budgets and local
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business operations. The analysis indicates that subsidy removal impacts varied significantly
across different communities within the Niger Delta region. Communities with higher baseline
income levels and more diversified economic activities showed greater resilience to electricity
cost increases. In contrast, communities heavily dependent on single industries or with limited
economic opportunities faced more significant challenges.

Regional employment patterns show that while NDPHC's direct employment
decreased, improved power supply reliability appears to have supported job creation in other
sectors. Local business surveys indicate that 42% of respondents reported expansion of
business activities following improvements in electricity supply, suggesting positive spillover
effects from enhanced power sector performance.

Adaptation strategies and resilience building

The study reveals various adaptation strategies employed by different stakeholders in
response to subsidy removal. NDPHC implemented comprehensive operational efficiency
programs, including adoption of digital monitoring systems, predictive maintenance practices,
and improved supply chain management. These measures contributed to the observed
improvements in operational performance despite reduced subsidy support. Industrial
consumers adopted diverse adaptation strategies including investment in energy efficiency
technologies, demand-side management practices, and in some cases, development of
alternative power sources. The data suggests that larger industrial consumers were more
successful in implementing these adaptation strategies, while smaller consumers faced greater
challenges. Community-level adaptation strategies included formation of cooperative
arrangements for electricity cost sharing, development of local energy efficiency initiatives,
and advocacy for continued government support for essential services. These community
responses highlight the importance of social capital and collective action in managing the
impacts of subsidy removal.

Policy implementation and regulatory framework

The analysis reveals that the effectiveness of subsidy removal in promoting industrial
development depends significantly on the quality of accompanying policy measures and
regulatory frameworks. The study found that periods of clear policy communication and
consistent implementation were associated with better outcomes for all stakeholders.
Regulatory responses to subsidy removal included enhanced monitoring of service quality,
implementation of customer protection measures, and establishment of targeted support
programs for vulnerable consumers. However, the data suggests that regulatory capacity
remained a constraint on effective policy implementation, with some measures taking longer
to implement than originally planned.

The experience suggests that successful subsidy removal requires not only political
commitment but also adequate regulatory infrastructure and institutional capacity to manage
the transition effectively. This finding has important implications for future subsidy reform
initiatives in Nigeria and similar contexts.

Conclusion and recommendations

This study's examination of subsidy removal impacts on industrial development
through the Niger Delta Power Holding Company case study reveals several important
findings. First, while subsidy removal creates immediate operational and financial challenges
for power companies, it can drive efficiency improvements and enhanced service delivery
when accompanied by appropriate policy frameworks. NDPHC's experience demonstrates that
companies can adapt to subsidy removal through improved operational practices, better
financial management, and enhanced customer focus.
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Second, the impacts of subsidy removal are highly differentiated across different
stakeholder groups. Large industrial consumers generally showed greater adaptive capacity and
benefited from improved service reliability, while smaller consumers and vulnerable
communities faced greater challenges in managing cost increases. This pattern suggests that
subsidy removal policies must consider distributional impacts and include targeted support
measures for affected groups.

Third, the study reveals that successful subsidy removal requires a comprehensive
approach that extends beyond simply eliminating subsidies to include regulatory
improvements, institutional capacity building, and social protection measures. The Niger Delta
experience demonstrates that the broader policy environment significantly influences the
outcomes of subsidy removal initiatives.

Based on the study findings, several policy recommendations emerge for improving the
design and implementation of subsidy removal programs in Nigeria's power sector and similar
contexts. The research strongly supports implementing subsidy removal through a gradual,
phased approach rather than sudden elimination. This allows companies and consumers time
to adapt their operations and consumption patterns while maintaining essential service delivery.
The NDPHC experience suggests that rapid subsidy removal can create unnecessary disruption
and potentially undermine reform objectives.

A recommended approach would involve establishing a clear timeline for subsidy
reduction over 3-5 years, with specific benchmarks for performance improvements and cost
recovery. This approach should include regular monitoring and evaluation mechanisms to
assess progress and adjust implementation as needed.

The study's findings on differential impacts across consumer groups highlight the need
for targeted support measures to protect vulnerable populations during subsidy removal
transitions. This could include lifeline tariffs for low-income households, temporary support
for small businesses, and enhanced social protection programs for communities heavily
dependent on subsidized services.

For the power sector specifically, this might involve maintaining subsidized rates for
essential services like healthcare and education while transitioning commercial and industrial
consumers to market-based pricing. Such an approach would help maintain access to essential
services while promoting efficiency in commercial applications. The research demonstrates
that effective subsidy removal requires strong regulatory frameworks to ensure continued
service quality and consumer protection. Recommendations include establishing clear
performance standards for power companies, implementing robust monitoring systems, and
creating effective mechanisms for consumer complaint resolution.

Regulatory agencies should be provided with adequate resources and technical capacity
to oversee the transition process effectively. This includes developing expertise in tariff setting,
service quality monitoring, and consumer protection enforcement. The study reveals that
subsidy removal outcomes are significantly influenced by existing infrastructure quality and
technological capacity. Policy recommendations include prioritizing infrastructure investments
to improve system reliability and efficiency before implementing subsidy removal. This
approach can help ensure that consumers receive improved services to offset cost increases.
Investment priorities should include modernization of generation and transmission
infrastructure, implementation of digital monitoring and control systems, and development of
alternative energy sources to improve supply security and reduce costs.
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The research highlights the importance of effective stakeholder engagement and
communication throughout the subsidy removal process. Recommendations include
establishing regular consultation mechanisms with industrial consumers, community
representatives, and other affected groups to ensure their concerns are addressed and their input
is incorporated into policy design. Communication strategies should focus on clearly
explaining the rationale for subsidy removal, the expected benefits and challenges, and the
support measures available to affected groups. This can help build public support for reforms
and reduce resistance to policy changes. This study identifies several areas where additional
research could contribute to improved understanding of subsidy removal impacts and policy
design. Future research priorities include longitudinal studies to assess long-term impacts of
subsidy removal on industrial development and regional economic growth patterns.
Comparative studies examining subsidy removal experiences across different countries and
sectors could provide valuable insights for policy design and implementation. Such research
could help identify best practices and common challenges in subsidy reform initiatives.

Additional research is also needed on the environmental impacts of subsidy removal,
including effects on energy efficiency, renewable energy adoption, and overall environmental
sustainability. This research could inform the design of subsidy removal policies that promote
both economic efficiency and environmental objectives.

The Niger Delta Power Holding Company case study demonstrates that subsidy
removal can contribute to improved industrial development outcomes when implemented as
part of a comprehensive reform strategy. However, the research also reveals that the impacts
are complex and highly dependent on policy design, implementation quality, and broader
institutional context. The study's findings suggest that successful subsidy removal requires
careful attention to both efficiency objectives and distributional impacts, with appropriate
measures to support vulnerable groups and ensure continued access to essential services. This
balance between efficiency and equity considerations represents a key challenge for
policymakers designing subsidy reform programs.

Overall, the research contributes to understanding of how subsidy removal can be
designed and implemented to promote sustainable industrial development while minimizing
adverse social consequences. The lessons learned from the NDPHC experience provide
valuable insights for other developing countries grappling with similar policy challenges.
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