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Abstract 

Nigeria is a member of the Organization of Petroleum Exporting Countries (OPEC). 

That not withstanding it is an importer of refined petroleum products. This paper 

explores the development of small-scale modular private refineries and large-scale 

conventional private refineries. Some of the major problems encountered in the process 

of developing private refineries in Nigeria were discussed. These are government 

regulation of refined petroleum product prices, low profit margin in a regulated 

economy, hostile environment, lack of funds and lack of crude oil in the refinery site. 

Solutions were offered to these problems in order for the smooth development of private 

refineries. These solutions are the establishment of modular and conventional private 

refineries, conducive operating environment, deregulation of the downstream oil sector, 

mobilization of funds by Nigerian businessmen, setting up of refinery technical crew and 

the diversification of the products from the private refineries to increase the contribution 

of fuel and non-fuel products from these refinery firms to the gross domestic product. 

Consequently, the present dwindling revenues accruing to the country as a result of the 

fall in oil prices will be drastically changed and Nigeria will become net exporter of 

refined petroleum products. 

Keywords: Private refinery, petroleum product, crude oil, modular refinery, conventional 

1.0 Introduction 

Nigeria has been one of the world’s 

leading importers of refined petroleum 

products for over two decades now. This 

unenviable position has earned the 

nation a very bad image among the 

Organization of Petroleum Exporting 

Countries (OPEC). It is very clear that 

the absence of functional refineries has 

multiple negative effects on the nation’s 

economy and it is a big strain on foreign 

reserves in particular and the economy in 

general (Alike, 2015). How Nigeria can 

get out of the problem of importing 
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refined products and become an 

exporting country of refined petroleum 

products expected of a big crude oil 

producer through the establishment of 

private refineries is the theme of this 

paper. It is clear that involving the 

private sector participation in the 

petroleum refining aspect of the 

important energy sector of the nation’s 

economy will essentially solve the 

current problems of available and 

refined crude oil products for domestic 

consumption and perhaps for export 

(Atojoko, 2015). The present scenario 

whereby one of the worlds’s leading 

exporter of crude oil is importing 

premium motor spirit (petrol) is 

unacceptable. Obviously, the 

development of private refineries will be 

the solution to this problem. 

Undoubtedly, operating functional 

refineries in the country would not only 

increase the supply of the following 

refined petroleum products: Automotive 

Gas Oil (AGO), Base oil, Bitumen, High 

Pour Flow Oil (HPFO), Liquidified 

Petroleum Gas (LPG), Polypropylene, 

and Premium Motor Spirit (PMS) to the 

domestic marketers but would also 

guarantee supplies to neighbouring 

Economic Community of West African 

States (ECOWAS). It will create 

employment for the teeming 

unemployed youths and bring to an end 

a fast-encroaching poverty and hunger 

(Igwe, 2014). Additionally, the huge 

financial cost to the nation in terms of 

freight charges, storage and demurrage 

incurred on late delivery of petroleum 

products cannot be overemphasized. The 

design, construction and commissioning 

of functional private refineries in 

different locations of Nigeria would 

bring to an end the petroleum subsidy 

fund (PSF), price equalization, bridging 

cost and other subsidies paid by the 

government to help oil marketers to 

import, store and distribute petrol under 

a regulated economic system (Lukman 

2010). 

2.0 Problems and Solutions: 

Problems  

What are the major problems militating 

against the smooth taking off of private 

refineries in Nigeria? 

Government Regulation: The federal 

government regulates the prices of the 

refined petroleum products in Nigeria 

through the Petroleum Products Pricing 

and Regulatory Authority (PPPRA). The 

upstream sector is not regulated. The 

non-regulation of the upstream sector is 
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not unconnected with the large number 

of local and foreign investors such as 

Chevron, Conoil, Mobil, Seplat and 

Shell found in this sector. However, the 

midstream and downstream sectors are 

regulated by the continuous fixing of the 

prices of petroleum products by PPPRA. 

Profit Margin: Private investors are not 

willing to invest their money where they 

would sell the refined products at 

stipulated official price (Ogedegbe, 

2009). One of the greatest hurdles to any 

private investor anywhere in the world is 

the inability to recover the cost of 

investment within a stipulated period 

and make profit. There is no doubt that 

the total deregulation of the 

telecommunication industry by the 

federal government more than a decade 

ago brought sanity and competition into 

the sector which was better transformed 

by multinational telecommunication 

companies such as Airtel, Etisalat, GLO 

and MTN. Deregulation of the 

midstream and downstream sectors of 

the petroleum industry will encourage 

local and foreign investors to pump their 

financial resources into the sector and 

guarantee full cost recovery for 

investors. It will also bring about 

competition among the major investors 

and increase domestic production of 

refined products. The fear being nursed 

by private investors, both local and 

international, is that they will not be able 

to recoup their investments in the private 

refinery industry if the present regulation 

policy is not reversed. 

Conducive Environment: The regular 

incidents of attacks on government oil 

installations across the country, more 

especially in the Niger Delta areas by 

pipeline vandals and hostile operating 

environment is one of the major barriers 

encountered by licensees of privately 

owned refineries that borders on the 

issue of security. The increasing waves 

of crude oil theft and other criminal 

activities in the sector will greatly 

hamper the establishment of privately 

controlled large and cottage refineries. 

The security of the refineries and other 

subsidiary ventures is an important 

factor to be considered by investors 

before they set up their industrial outfit 

in such regions (Ogedegbe, 2009). No 

investor, whether local or foreign, is 

ready to put his financial resources in 

troubled areas. 

Lack of Fund: Another problem 

militating against the establishment of 

private refineries in Nigeria is the 
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absence of fund. Refinery business is a 

capital intensive venture that requires a 

lot of money running into billions of 

dollars. The local entrepreneur may not 

be able to source for this huge amount of 

money alone. He has to go into 

partnership with local and international 

oil companies to be able to secure the 

required capital. Again, the formation of 

a strong partnership between Nigerian 

banks and domestic oil and gas firms can 

guarantee the establishment of functional 

refineries in Nigeria (Ubah, 2010). 

Consistent investment infrastructure in 

the oil sector will eventually end the 

current challenge of fuel scarcity and 

ensured an uninterrupted supply of 

locally refined petroleum products to the 

Nigerian market and beyond its shores. 

Lack of Crude Oil: The failure of 17 

investors out of the 18 investors licensed 

in 2002 to build private refineries in the 

country has been attributed to lack of 

crude oil. These investors were not 

satisfied with the federal government’s 

position that they would buy the 

country’s crude oil at the international 

market price as this would not guarantee 

good returns on investment since they 

would sell the refined products at 

stipulated official price (Izeze, 2015). 

Solutions: Establishment of Modular 

Refineries: Long term thoughtful 

strategy is very important to be able to 

solve the problem of acute fuel shortages 

in Nigeria. Looking at the demand and 

supply schedule of the Nigerian citizens, 

the most appropriate solution to filling 

the gap is to build private refineries to 

complement the four refineries built by 

the national oil company, the Nigerian 

National Petroleum Corporation (NNPC) 

to meet the citizens’ demand. Personal 

primitive acquisition of wealth through 

importation of petroleum products by 

few notorious oil cabals is not the 

solution. There is a two dimensional 

approach to this issue through the 

establishment of small scale and large 

scale conventional private refineries 

(Ogedegbe, 2009). Modular refineries 

should be set up at strategic demand 

locations to solve the product demand 

requirements. Modular refinery has 

several advantages which are its cost-

effectiveness in remote areas, flexibility, 

ease and speed of construction, low 

capital cost and concentrate on the 

production of one product at a time. That 

is, a modular refinery specializes in the 

production of a particular product, for 

instance diesel, gasoline, kerosene or 
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petrol. It is on like conventional refinery 

which produces different product mix at 

once. In addition, the construction and 

functional operations of modular 

refinery will provide employment 

opportunities for the teeming jobless 

youths. It is necessary to convince and 

persuade the government of Nigeria on 

the attendant merits from modular 

refining methods. Among the OPEC 

members the most troubled ones have 

modular processing plants (Igwe, 2014). 

The crack down on illegal refineries by 

the government in the Niger Delta region 

should be turned around towards the 

development and constructions of 

modular refineries as legal entities to 

reduce unemployment and acute 

shortages of refined petroleum products 

as well as oil bunkering. Providing an 

opportunity to engage in modular 

refinery businesses will turn the oil 

bunkers into modular refinery 

businessmen and it will also act as a 

disincentive to vandalize pipelines 

thereby turning these oil gangs into 

useful citizens. The raw skilled 

manpower used in the illegal refining 

business can be transformed into modern 

productive skilled manpower through 

adequate training on modern distillation 

processes, specifications, appropriate 

catalysis, codes and standards among 

others. Consequently, environmental 

pollution and degradation will be 

drastically reduced to the barest 

minimum. This is because all the 

refining products poured into streams 

and rivers will be completely used in 

some other process plants and can be 

processed into valuable end products. 

Thus, we will have safe and good 

drinking water in our rivers thereby 

ensuring the good health of our people 

and that of the aquatic life. During the 

Nigeria civil war which lasted for 30 

months, the secessionist enclave of 

Biafra was able to drive his economy by 

producing petroleum fuels for her 

airplane, buses, cars, cooking machines, 

tractors and trucks by the utilization of 

modular refineries. 

Establishment of Conventional 

Private Refineries: Apart from the 

small scale cottage refineries, big-time 

businessmen should establish private 

conventional refineries. Dangote is now 

building a private refinery at a cost of 9 

billion dollars of which 7.5 billion 

dollars is for the petroleum refinery 

complex while 1.5 billion dollars is for 

the fertilizer complex. The Dangote 



 6

proposed refinery will bring to an end 

the current importation of refined 

petroleum products by the time it is 

commissioned in 2017. It is being 

constructed with a loan facility of 5.5 

billion provided by a consortium of local 

and international banks and 3.5 billion 

from Dangote equity. According to 

Dangote, the plant will further entrench 

Africa’s role on the global map as not 

only a valued contributor for natural 

resources, but also a competent 

manufacturer of refined petroleum 

products and fertilizer. With the global 

demand for crude oil projected to keep 

dropping the way forward is for us to 

start exporting refined products rather 

than crude. We will get far better money 

value that way (Atojoke, 2015). Dangote 

refinery would bring more opportunities 

and encourage other big-time 

businessmen and multinationals to go 

into private petroleum refining business. 

The petroleum marketers and all those 

involved in the importation of refined 

petroleum products can pull their 

resources together to build a private 

refinery. 

Conducive Environment: The investor 

should be ready to make the host 

community to be happy by cleaning up 

the environment as soon as possible if 

there is any oil spillage or pollution. It 

can also provide social amenities such as 

good roads, electricity, pipe-borne water, 

schools and maternity to his host 

communities. When the host 

communities are happy and satisfied 

with the investor, they will provide the 

needed security and safety for his oil 

facilities and the crude oil feedstock 

supplies to the sites. 

Government Regulation: For an 

effective and competitive domestic 

petroleum products market to be 

developed in Nigeria, the downstream 

sector must be deregulated to encourage 

investment in refining and marketing 

infrastructure. This would boost private 

investment in the sector, create more 

jobs and enhance the sector’s 

contribution to national output (Lukman, 

2010). We believe in free market 

economy as being sine qua non to a 

vibrant downstream oil sector that is 

both profitable and self sustaining 

(PPPRA, 2010). There is an urgent need 

to free the petroleum industry of all 

forms of administrative, social and 

economic hindrances. Both the potential 

investors and marketers would favour 

the total deregulation of the mid-stream 
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and downstream oil industry if they must 

come in to build private refineries. The 

smooth takeoff of private refineries in 

Nigeria can be blamed on the National 

Assembly for their delay in passing the 

Petroleum Industry Bill (PIB). The PIB 

contains mechanisms to completely 

deregulate the downstream sector to 

make its market price competitive 

thereby attracting local and foreign 

investments. Petroleum market 

regulation has its negative effects – it 

encourages smuggling, hoarding and 

black markets. It lacks fiscal 

sustainability and it distorts the market. 

Above all, it benefits only a few wealthy 

oil cabals at the expense of the 

generality of the people. The resources 

used for oil subsidy can be channeled 

into other vital areas of the nation’s 

economy. 

Mobilization of Fund:  The local banks 

should mobilize funds and bankroll the 

proposals submitted by indigenous oil 

firms for private refineries in the 

country. The local banks can equally 

assist the local refinery businessman to 

get foreign credit lines. This was done in 

Brazil and Venezuela and today these 

countries have testified that it was the 

indigenous oil firms that added value to 

their oil and gas industry and not the 

foreign firms (OPEC, 2012). 

Setting up of Refinery Technical Crew 

A technical crew consortium should be 

set up to oversee the design, construction 

and turnaround maintenance of the 

private refineries. No country can 

develop by solely depending on other 

countries in terms of investment and 

development strategies, design, 

construction and technical rehabilitation 

of its infrastructures. 

Diversification of the Products from 

Private Refineries  

Diversification should be vigorously 

pursued in the petroleum refinery 

business as this will result in wealth 

creation using the hydrocarbon value 

chain through provision of employment 

opportunities, gross domestic product 

growth and import substitution. The 

diversification of the energy sector from 

oil to gas, and fuels (such as automotive 

gas oil, diesel, kerosene, low pour fuel 

oil, premium motor spirit) to non-fuels 

(like polypropylene, an important raw 

material for plastic and fabric products, 

fertilizer products, asphalt, antifreeze, 

pesticides, pharmaceuticals, synthetic 

rubber, plastics, bitumen which is used 

for road construction, just to mention a 
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few. In this way the contribution of oil to 

the gross domestic product will increase 

from its current low value of 13% GDP 

(NNPC, 2014) and the present dwindling 

revenues accruing to the federation as a 

result of the fall in crude oil prices is 

drastically changed. 

3.0 Conclusion  

Modular and Conventional private 

refineries should be set up in the country 

to change Nigeria from being an 

importer to exporter of refined 

petroleum products. This will get 

Nigeria out of the problem of importing 

refined products and then become an 

exporter of refined petroleum products 

expected of a big crude oil producer. The 

current problems of available and 

refined crude oil products for domestic 

consumption and perhaps for export will 

be a thing of the past if private refineries 

are allowed to operate at full capacity. 
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