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The study explores the impacts of soaring food and commodity prices on the 
cost-of-living crisis in Nigeria. The research was premised on the rationale that the 
recent subsidy removal of petrol prices and the announcement of the unification and 
liberalisation of the exchange rates may have worsened the already existing crisis 
instigated by the war in Ukraine, which elevated food and commodity prices globally. The 
study showed that rising inflation, premium motor spirit prices, agriculture production 
cost and exchange rate depreciation have led to shrinking incomes, thereby reducing 
household purchasing power and increasing poverty. The paper recommends strategies 
for fiscal and monetary authorities to address the cost-of-living crisis. 

I. Introduction   

Inflation has tripled in Nigeria over the previous eight 
years, hurting the living conditions of cash-strapped 
households in Africa’s largest economy. According to Nige
ria’s National Bureau of Statistics (2024a), the country’s in
flation rate has increased to double digits since February 
2016, fuelled mainly by food inflation, a major component 
of the consumer basket (see Figure 1). Rising food inflation 
in Nigeria coincided with the period when the Central Bank 
of Nigeria (CBN) started its ‘Ways and Means’ borrowing 
to the government, further compounded by several other 
economic events, including domestic factors such as border 
closures, currency devaluation, inadequate infrastructure, 
and economic inefficiency. External factors, such as falling 
crude oil prices in 2016, the resulting stagflation witnessed 
in 2016/2017, land border closures in 2019, and recent 
events like the COVID-19 pandemic, supply chain bottle
necks from China and the global elevated commodity prices 
due to the war in Ukraine, have compounded the existing 
problems, leaving many Nigerian households in a cost-of-
living crisis they were not adequately prepared for. The war 
in Ukraine, in particular, has led to increases in the prices 
of food and energy commodities globally. 

The rising living costs in Nigeria have emerged as a sig
nificant and pressing issue, particularly among the poor 
and vulnerable segments of the population. The situation 
worsened after Russia announced its war on Ukraine, lead

ing to the recent soaring prices and falling living standards 
many Nigerians are facing. The cost-of-living crisis worsens 
each month as inflation continues to rise, peaking at 
34.19% in June 2024—the highest rate since the return to 
democracy in 1999. Consequently, the decline in house
holds’ purchasing power has led to numerous business clo
sures, increased poverty, and reduced production indices in 
Nigeria, with real GDP growth averaging 1.4% over the past 
eight years compared to 6.5% in the preceding eight years 
(World Development Indicators, 2023). In picturesque for
mat, Figure 1 details the various factors affecting consumer 
inflation in Nigeria over the past fourteen years. 

Revisiting the literature on the cost-of-living crisis re
veals that this issue is a global phenomenon, not limited 
to the Nigerian economy. While many advanced countries 
have begun to recover from its effects, the crisis persists. 
For instance, Webster & Neal (2022) were of the view that 
the cost-of-living crisis in the UK has led to the establish
ment of pernicious cycles of poverty, starvation, and in
equalities, which demonstrate that no single aspect of the 
crisis can be resolved in isolation, and no nation is im
pervious to its consequences. Khan (2022) further opined 
that the cost-of-living crisis is compounding the challenges 
faced by families living on the brink of poverty, leading to 
society becoming more impoverished and more systemati
cally unequal due to the cost-of-living crisis, a thought also 
echoed by Jeraj (2024). In Nigeria, studies by Orjiakor et al. 
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Figure 1. Causes of Consumer Price Inflation, YoY, %        
Source: National Bureau of Statistics, 2024a. 
Notes: This figure describes the main drivers of inflation over the past 14 years in Nigeria. 

(2023) and Ibukun & Adebayo (2021) were of the view that 
the COVID-19 pandemic increased household food insecu
rity and poverty levels in Nigeria. However, Yunusa et al. 
(2023) opined that the recent withdrawal of fuel subsidies 
has led to an imminent fuel scarcity crisis, leaving millions 
of Nigerians frightened about the potential negative con
sequences on their daily lives, while Chiripanhura & Niño-
Zarazúa (2016) was of the view that food and fuel crises 
have significant effects on poor Nigerians. As a result, the 
key question becomes, how have recent economic events 
led to the cost-of-living crisis in Nigeria? This study takes a 
more comprehensive approach to understanding and inves
tigating how these factors have impacted the cost-of-liv
ing crisis and recommends policies to curb soaring prices in 
Nigeria. 

II. Methodology and Theoretical Framework      

A.I. Theoretical framework    

To study the effects of the cost-of-living crisis on eco
nomic well-being in Nigeria, the study adopted the price 
elasticity of demand theory due to its support for investi
gating how a change in demand results from a change in 
prices. 

A.I.I. Price Elasticity of demand      

The theory of price elasticity of demand, introduced by 
Alfred Marshall in 1890, serves as the foundation of this pa
per. Marshall posits that the elasticity of demand in a mar
ket is either significant or negligible, depending on whether 
the amount demanded increases significantly or marginally 
in response to a given decrease in price and decreases sig
nificantly or minimally in response to a given increase in 

price. This implies that the elasticity of demand is the sta
tistical explanation of the proportional change in demand 
resulting from the factors that influence it. Demand re
sponsiveness is the degree to which demand is affected by 
price fluctuations. The price elasticity of demand theory 
elucidates the conditions under which an increase or de
crease in price affects the quantity demanded. Even though 
this theory has been criticised by Paul Samuelson, who re
gards the concept of elasticity as essentially arbitrary and 
of “no consequence” and as a “mental exercise for begin
ning students,” it remains of great relevance to this paper 
in terms of economic analysis. This is because it serves as 
a tool for explaining certain economic policies, such as re
moving fuel subsidies and their multiplier effects on the 
cost-of-living crisis or any other economic event, such as 
exchange rate depreciation and their effect on the cost-of-
living crisis in Nigeria. 

A.II. Materials and methods     

To explore how Nigerians have been affected by the cost-
of-living crisis, the study will examine the impacts of key 
macroeconomic variables on real household consumption 
and real gross domestic product (GDP) per capita. These 
variables include the inflation rate (proxied by headline in
flation), the exchange rate (proxied by the log of official 
exchange rates, LEXC), the premium motor spirit or petrol 
prices (proxied by the log of PMS, LPMS), and the cost of 
agricultural production (proxied by the log of GDP Defla
tor for the agricultural sector, LAGRIC). Furthermore, to 
proxy the cost-of-living crisis, the study used data on real 
GDP per capita (proxied by the log of real GDP per capita, 
LRGDPPC), and real household consumption expenditure 
(proxied by the log of real household consumption, LRHC). 
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These data were sourced from the CBN Statistical Bulletin 
(2023) and the National Bureau of Statistics (2024b). There
fore, modelling these relationships gives the below equa
tion: 

where x is a vector of the independent variables (inflation, 
exchange rate, cost of agricultural production, and petrol 
prices), CoL is a vector of dependent variables including the 
log of real GDP per capita and household consumption. Re-
specifying Equation (1) to its econometric form gives: 

To achieve the study’s objective, the Feasible Quasi Gen
eralised Least Squares (FQGLS) estimator, which was pro
posed by Westerlund & Narayan (2015) was adopted. This 
estimator helps us avoid the unit root problem charac
teristic of numerous macroeconomic variables, including 
those under investigation, and to mitigate any endogeneity 
bias that may arise from the bivariate model specification. 
Moreover, given that the dependent and explanatory vari
ables, like numerous other macroeconomic variables, ex
hibit a stochastic trend that renders them non-stationary 
and, as a result, present a persistence effect, the specifi
cation in Equation (2) cannot be explicitly estimated using 
the least squares technique. The FQGLS estimator assists in 
the correction of these effects, as well as any potential het
eroscedasticity, by pre-weighting the data using the inverse 
of the standard error of the residual derived from Equation 
(2). To account for this, the Equation (2) is re-written as: 

III. Analysis and Presentation of Results       

Table 1 presents the summary statistics of the variables. 
The summary of the data set in Panel A showed that the 
variables were ideally suited for the regression, while Panel 
B showed that the independent variables were highly corre
lated. This led to running four separate regressions for the 
independent variables, each with a single independent vari
able and dependent variable. Because two dependent vari
ables were employed, the total regressions thus were four 
separate regressions on each dependent variable, bring
ing a total of eight regressions. Furthermore, the unit root 
tests in Table 2 showed that all the variables exhibit unit 
root, meaning that using the FQGLS technique is suitable in 
analysing the objective of the study. The results of the main 
analysis in Table 3 showed that inflation affected real GDP 
per capita and real household spending negatively in Nige
ria. Furthermore, an increase in agriculture production cost 
led to a reduction in real GDP per capita and real household 
consumption. These results were the same for exchange 
rates and petrol prices since a depreciation in the exchange 
rate has led to a fall in real GDP per capita and real house
hold consumption, while an increase in petrol prices has 
the same negative effect on real GDP per capita and real 
household consumption. The implications of these results 
will be discussed in the next section. 

IV. Conclusion and Policy Recommendations      

This study examined how rising cost-of-living conditions 
have affected household buying power in the Nigerian 
economy. It demonstrated the causes of the conditions, 
their impacts, and the implications for the poor and most 
vulnerable households. If the cost-of-living crisis is not 
properly handled, it may deepen inflation and the existing 
poor standard of living. Consequently, the study provides 
the following recommendations to guide the economy to
wards a more sustainable and resilient path. 

First, adopting fiscal policies that encourage price stabil
ity, investing in vital infrastructure to minimise production 
costs, and supporting projects to boost domestic agricul
tural output are all examples of what may be done to com
bat the nation’s cost-of-living crisis. 

Second, public-private partnerships that create jobs, en
gage in charitable activities, and invest in strategic sectors 
that directly impact the lives of the poorest and most vul
nerable households are essential to cushioning the effects 
of the crisis. 

Third, empowering local industries reduces the depen
dence on imported commodities, which are vulnerable to 
price swings and currency depreciation. Small and medium-
sized enterprises are important drivers of economic devel
opment and job creation in any economy. 

In addition, the CBN should help tackle the problem of 
inflation, particularly food inflation, to help stabilise prices. 
The CBN should coordinate its actions with the fiscal au
thorities for them to be more effective in combating infla
tionary pressures. 

Finally, the pursuit of structural reforms and the revival 
of economic development are only possible by strengthen
ing the macroeconomic fundamentals. A more resourced 
and efficient government that delivers efficient public 
goods and services and a favourable economic climate for 
the private sector to develop might improve the present 
economic conditions and build a more resilient economy. 
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Table 1. Descriptive Features of the Variables and the Correlation Matrix of the Dataset             

LRGDPPC LRHC Inflation LAGRIC LEXC LPMS 

Panel A: Summary Characteristics 

Mean 5.5510 7.0191 13.7652 2.1749 2.4103 2.1093 

Median 5.5504 7.0120 12.6667 2.1335 2.4850 2.1614 

Maximum 5.5816 7.1687 28.9218 2.4560 2.9538 2.8273 

Minimum 5.5256 6.8534 7.7834 2.0000 2.1756 1.8129 

Std. Dev. 0.0152 0.0652 4.7579 0.1438 0.2026 0.2243 

Skewness 0.5211 -0.0483 1.0580 0.5242 0.4755 1.2222 

Kurtosis 2.4409 2.8834 4.0125 1.8918 2.4757 5.3190 

Jarque-Bera 3.2636 0.0535 12.8394 5.4300 2.7516 26.4907 

Probability 0.1956 0.9736 0.1629 0.1662 0.2526 0.6502 

Sum 310.85 393.07 770.85 121.80 134.98 118.12 

Sum Sq. Dev. 0.0127 0.2337 1245.0910 1.1367 2.2579 2.7678 

Observations 56.0000 56.0000 56.0000 56.0000 56.0000 56.0000 

Panel B: Correlation matrix 

LRGDPPC LRHC Inflation LAGRIC LEXC LPMS 

GDP Per Capita 1 

Real Household Consumption 0.0573 1 

Inflation -0.3881 0.2584 1 

Agric Production Costs -0.3155 0.5314 0.8131 1 

Exchange Rate -0.2757 0.4758 0.8105 0.9435 1 

Petrol Prices -0.0962 0.4135 0.8011 0.8599 0.9284 1 

Source: Authors’ Computation, 2024. 
Notes: Panel A reports selected descriptive statistics namely the standard deviation (minimum and maximum value), mean value, the number of observations, skewness and kurtosis 
values of the log of real GDP per capita, the log of real household consumption expenditure, inflation, the log of agricultural GDP deflator, the log of nominal exchange rates, and the 
log of premium motor spirit prices. Panel B reports the correlation matrix of the log of real GDP per capita, the log of real household consumption expenditure, inflation, the log of 
agricultural GDP deflator, the log of nominal exchange rates, and the log of premium motor spirit prices. 

Table 2. The Unit Root Features of the Variables used in the Analysis of the Dataset               

ADF PP 

Levels First Difference Levels First Difference 

GDP Per Capita t-Statistics -1.2419 -4.8065 -1.1921 -4.8039 

Prob. Value (0.1946) (0.0064)*** (0.3336) (0.0064)*** 

Real Household Consumption t-Statistics -1.1534 -3.5359 -1.1601 -14.2002 

Prob. Value (0.2255) (0.0011)*** (0.4200) (0.0000)*** 

Inflation t-Statistics 0.0770 -4.6492 0.4821 -4.6332 

Prob. Value (0.9610) (0.0004)*** (0.9846) (0.0004)*** 

Agric Production Costs t-Statistics 1.8850 -4.4704 1.5567 -8.2636 

Prob. Value (1.0000) (0.0042)*** (1.0000) (0.0000)*** 

Exchange Rate t-Statistics 0.4279 -4.1075 1.7010 -4.119 

Prob. Value (0.9988) (0.0024)*** (1.0000) (0.0053)*** 

Petrol Prices t-Statistics 1.1966 -4.6918 0.9563 -4.6864 

Prob. Value (1.0000) (0.0003)*** (1.0000) (0.0003)*** 

Source: Authors’ Computation, 2024. 
Notes: This table reports the unit root characteristics by employing the Augmented Dickey and Fuller statistics and the Phillips and Perron unit root tests to ascertain the stationary 
properties of the dataset. 
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Table 3. The Impacts of Macroeconomic Variables on the Cost-of-Living Crisis          

Real GDP Per Capita Real Household Consumption 

Variables Constant Independent 
Variable 

Lag of 
Dependent 
Variable 

Constant Independent 
Variable 

Lag of 
Dependent 
Variable 

Inflation Coefficient 0.4538 -0.0200 0.9645 7.6370 -0.0340 0.5248 

Prob. value (0.0264)** (0.0437)** (0.0000)*** (0.0001)*** (0.0410)** (0.0000)*** 

Agric 
Production 
Cost 

Coefficient 0.6995 -0.0790 0.9455 9.3157 -0.0747 0.4165 

Prob. value (0.0736)* (0.0170)** (0.0000)*** (0.0000)*** (0.0400)** (0.0021)*** 

Exchange 
Rate 

Coefficient 0.8154 -0.0148 0.9366 9.5049 -0.0399 0.4058 

Prob. value (0.0369)** (0.0153)** (0.0000)*** (0.0000)*** (0.0386)** (0.0025)*** 

PMS Coefficient 0.5611 -0.0627 0.9561 7.3557 -0.0643 0.5442 

Prob. value (0.0123)** (0.0157)** (0.0000)*** (0.0002)*** (0.0448)** (0.0000)*** 

Source: Authors’ Computation, 2024. 
Notes: This table reports the results of FQGLS analysis of inflation, agric production costs, exchange rates and petrol prices and their impacts on the real GDP per capita and real 
household consumption in Nigeria. 
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