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Preface

African governments, in response to the 2007-8 oil and food crisis and to Resolution 5 of the Abuja Declaration 
on Fertilizer,1 have been induced to [re-]introduce subsidies as a short-term solution to artificially reduce 
fertilizer prices and increase its use. Yet, if these subsidies are not managed properly and are implemented in 
a constrained environment that contributes to inefficiencies and higher fertilizers costs, the introduction of 
subsidies not only adds to market distortions but also to higher fiscal burdens. Therefore, a primary motivation 
for this study is to identify key constraints along the fertilizer supply chain and recommend policies to expand 
fertilizer markets through more efficient distribution and to lower the fiscal burden on governments who wish to 
effectively increase fertilizer use in their country and in the West Africa (WA) region.

To carry out this work, four country case studies were undertaken in 2009 and 2010 to assess the fertilizer supply 
chain in West Africa. The countries included are Ghana, Mali, Nigeria and Senegal. Field visits were made to 
each country to assess the domestic supply chain, including fertilizer distribution channels and their associated 
supply cost structure in order to identify key constraints, analyze them and ultimately recommend policies 
necessary to effectively remove such constraints, or at least reduce their negative impact along the domestic 
supply chain.

This document, part of a series of case studies for the WA region, is based on data and information collected 
during the country visit to Nigeria for a rapid appraisal, complemented by literature review and analysis of 
secondary data. In addition, this and the other country assessments are the basis for and a complement to the 
document “Policy Options for Improving Regional Fertilizer Markets in West Africa” by Bumb, Johnson and 
Fuentes (IFPRI/IFDC 2011), which has a broader regional perspective.

Opinions expressed in this paper are those of the authors and not of the International Fertilizer Development 
Center (IFDC) or the International Food Policy Research Institute (IFPRI).

1  Resolution 5 of the 2006 Abuja Declaration on Fertilizer for an African Green Revolution calls for African governments to improve small/poor farmers’ access 
to fertilizer through targeted subsidies in favor of the fertilizer sector.
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Introduction
The main focus of this study is on the marketing/
distribution networks and cost structure of the domestic 
supply chain in the Nigerian fertilizer market. The 
premise of this assessment is that elevated fertilizer 
prices paid by farmers are the result of high transaction 
costs along the domestic supply chain (in addition to 
soaring international prices and transportation). This 
is perhaps due to an inefficient distribution structure 
and ineffective marketing – factors that are also 
constraining consumption and demand. Although we 
recognize the intricate nature of supply and demand 
and the importance of addressing other factors that are 
also affecting demand and therefore the expansion of 
the fertilizer market, those factors will not be addressed 
in this report. However, some of the recommendations 
made in this document to address issues on the supply 
side of fertilizer market to ultimately reduce its price, 
will also have an effect on demand.

The fertilizer market in Nigeria is the largest in the 
region representing an average of 45 percent of 
total fertilizer consumption (in nutrients base) in 
the Economic Community of West African States 
(ECOWAS), followed by Burkina Faso, Côte d’Ivoire, 
Ghana and Mali for the years 2005-2009. Yet, the 
average nutrient fertilizer consumption was estimated 
at around 2.0 kg/ha in 2009 (FAOSTAT, 2011), 
which is below the regional average of 4.0 kg/ha and 
compared to other developing regions of the world.

Nigeria imports the bulk of its fertilizer and, despite 
the size of its market, like most countries in the region 
it is a price taker in the international market. Thus, the 
upward price fluctuation in the international market, 
resulting from the oil and food crises, explains in part 
the high price farmers pay for fertilizer in the Nigerian 
domestic market. Additionally, there is evidence 
suggesting that in Nigeria, there are market constraints 
throughout the domestic supply chain that contribute 
to about 42 percent of the total fertilizer domestic 
cost, almost doubling the price farmers ultimately 
pay relative to the international/border price. 
Consequently, the objective of this study is to identify 
these constraints and to what extent domestic costs 
could be lowered to achieve more affordable fertilizer, 
if such constraints are removed. More specifically, 
this study is intended for the reader to gain a better 
understanding of the fertilizer market distribution and 

cost structure and performance in Nigeria. The report 
identifies the different cost components along the 
supply chain, the factors contributing to an increase 
in fertilizer costs and will shed light on potential ways 
to cut distribution cost, improve efficiency along the 
domestic supply chain and reduce fertilizer prices 
paid by farmers in Nigeria. 

The Fertilizer Supply Chain in Nigeria 
Figure 1 (page 2) provides a general illustration 
of the fertilizer supply chain, cost structure and 
highlights the role of various actors in the domestic 
supply chain.
Each of the stages along the supply chain can have 
a significant effect on cost as a result of associated 
factors that influence their cost, such as: (a) poor 
infrastructure and market coordination inefficiencies 
related to inadequate ports and poor road conditions 
(especially rural roads); (b) weak and underdeveloped 
marketing and retail networks; (c) weak institutional 
and regulatory environment; (d) lack of knowledge 
and technical assistance, etc. All of these have policy 
implications. Improving these factors will positively 
affect the functioning of Nigeria’s fertilizer supply 
chain and reduce transaction costs while improving 
efficiency; consequently, the need for subsidies could 
be reduced. Additionally, if a subsidy is still required, 
the improved efficiency along the supply chain would 
lower the final cost of the subsidy program, therefore 
reducing its fiscal burden on public resources. 

Methodology 
To accomplish our objective, the study involved 
gathering qualitative information and quantitative 
data through field visits and interviews with private 
sector traders and government agencies involved in 
fertilizer procurement and distribution in Nigeria. 
The information was explicitly gathered to identify 
the distribution channels and assess the cost structure 
along the domestic fertilizer supply chain from 
importation to the point of sale to final consumer. To 
facilitate the collection of data and information, a 
consultant on fertilizer markets in Nigeria was hired 
to assist with the coordination of country visits and 
interviews and to provide general information on 
the industry and country specifics. Data collection 
involved informal (semi-structured) and formal 
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interview methods. Informal methods were used to 
gather qualitative information and documentation 
on fertilizer domestic distribution and cost structure, 
including known constraints and inefficiencies. 
Formal interviews were conducted to gather cost and 
price information on the main components of the 
fertilizer supply chain. 

IN this document, first, we provide a brief 
background on the Nigerian agricultural sector (page 
2). This is followed by a detailed narrative of the 
fertilizer market including production, procurement 
and the structure of the distribution and supply 
chain (pages 3-13). The following section provides 
an assessment of the fertilizer supply cost structure 
based on in-country surveys (pages 14-18), with 
particular attention given to analyzing the domestic 

supply performance and conduct. Pages 19-21 then 
identify key constraints and bottlenecks along the 
supply chain and concludes with a number of policy 
recommendations needed to address such constraints 
(Page 22-39).

The Agriculture Sector in Nigeria 
Of the total land in Nigeria, approximately 79 percent 
is considered agricultural land. Of this percentage, 
only 42.6 percent (or 33.6 percent of the total land), 
equivalent to 31 million ha, is arable land suitable for 
crop production; mostly for staple/food, commercial 
and industrial crops. Most agriculture output comes 
from resource-poor small farmers (with holdings 
between 0.8 and 1.2 ha of land). These resource 
poor farmers are characterized by using low levels 

Note: The pyramid illustrates the cost structure, the number of actors and their functions along the supply chain.
Source: Authors’ creation.

Figure 1. General Fertilizer Supply Cost Structure and Players’ Functions in the Domestic Supply Chain
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of inputs and consequently also generating low 
output. Many of them are still using obsolete farming 
techniques and do not have access to basic production 
tools nor to production inputs (improved seed 
varieties, fertilizer, etc.) and are typically relegated to 
marginal lands. 

The food crops grown in large quantities include 
cereals (maize, sorghum, millet and rice), tubers 
(yams, cassava), legumes (groundnuts, cowpeas) 
and vegetables. These are primarily grown for self 
consumption with the surplus sold for cash in local/
rural markets. The traditional commercial and cash 
crops include palm oil, cocoa, rubber and cotton, 
products that were once exported in large quantities 
and are now sold mainly in the domestic market.
Agriculture is and will remain a fundamental sector 
of the Nigerian economy. It accounts for about 
40 percent of the gross domestic product (GDP) 
and is the main livelihood source for more than 
70 percent of the economically active labor force with 
a high concentration in the rural area. In addition, 
when considering the growth rate of the Nigerian 
population, which is expected to double by year 2030, 
the sector will be called upon to supply more food to 
a growing and increasingly urbanized population. 

Since the country’s independence, the agricultural 
sector has experienced mixed results, from growth in 
the production of some crops to a decline in others, 
with an overall decline in agriculture production. The 
overall limited growth in production is the result of 
expanding the cropping area (extensive agriculture) 
rather than from intensification, since Nigeria has 
not fully embraced technological advances (high 
input-high output technologies). This includes the 
simultaneous use of complementary inputs like 
fertilizer, improved seeds and crop protection products 
as a means to increase productivity and yield. Land 
is becoming a limiting factor to increase agriculture 
production. Approximately 80 percent of crop land 
is dedicated to agriculture production; consequently, 
without the adoption of new technologies to improve 
productivity, it will be difficult to increase agricultural 
production. Therefore, to promote agriculture 
development among the millions of Nigerian farmers, 
the supply and use of fertilizer and other important 
inputs must be increased. This implies a cost-effective 
input supply system from importation or production to 
farm gate.

 

Fertilizers in Nigeria
Fertilizer Policy and Regulations 
Agricultural policy in Nigeria has evolved 
considerably since the country’s independence. In 
1998, after years of neglect, the government adopted 
an agricultural policy that had the objective, among 
others, of ensuring food security for the population 
by developing local production. The Nigerian 
“New Agricultural Policy Thrust,” issued in 2001, 
assigned the agricultural sector an ambitious role 
in its strategic planning frameworks. This policy is 
supported by a number of sub-sector policies, such 
as the National Fertilizer Policy for Nigeria and the 
National Policy on Integrated Rural Development, 
both of which are crucial for the attainment of 
national food security. 

The National Fertilizer Policy for Nigeria, adopted in 
2006, is comprehensive and has the broad objective 
of “facilitating farmers’ timely access to adequate 
quantity and quality of fertilizers at competitive 
and affordable prices.” The policy launched many 
desirable principles including market friendliness, 
truth-in-labeling and environmental integrity, 
among others. In addition, it outlines directions for 
government intervention in the following domains: 
fertilizer production, international trade, domestic 
marketing, research and development, quality 
control, environmental impacts, farm use and 
governance and institutions. As such, this policy 
provides broad guidance on government actions to 
develop the fertilizer sub-sector in harmony and in 
support of the planned agricultural development. The 
challenge has been to translate these policies and 
guidelines into a politically coherent and feasible 
implementation strategy. The implementation of 
some of the principles in the policy document has 
been neglected, specifically those dealing with 
regulatory mechanisms. Other than quality assurance, 
some of the major challenges facing the fertilizer 
sub-sector are identified in the policy document:
•    Increase and improve the use of fertilizers.
•    Achieve agricultural competitiveness through 

fertilizer usage.
•    Induce and sustain nutrient use efficiency.
•    Safeguard the environment with fertilizer 

production and use.
•    Exploit available raw materials for fertilizer 

production.
•    Raise employment in the fertilizer industry. 
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Fertilizer Importation and Consumption 
Despite policies, programs and incentives in support 
of fertilizer usage for agricultural development, 
Nigeria falls short of expectations in terms of fertilizer 
application rates. Nigeria is below the 2009 regional 
average of 4.0 kg nutrients/ha and in relation to the 
actual needs to sustain agricultural production and 
development.

The main types of fertilizer imported and distributed in 
Nigeria include straight products, particularly urea and 
phosphate compoundfertilizer and, more commonly, 
various NPK compounds and blended formulations 
(i.e., triple 15, 20-10-10, etc.), according to the specific 
crop needs. Figure 2 shows aggregate volumes of 
fertilizer imported and consumed in Nigeria since 
1992 (NPK, urea and other sources of single nutrient 
fertilizer). 

During 1990-2009 period, the average quantity of 
fertilizer imported and consumed in Nigeria was 
about 252,000 nutrients metric tons per year (mtpy) 
with a high and low that oscillated between 69,000 
mtpy in 2004 and about 498,000 mtpy in 2008 (Figure 
2). Fertilizer imports declined drastically between 
1993 and 1997 following the disengagement of the 
FGN from fertilizer production and importation, in 
response to the market liberalization policy and the 
elimination of subsidies. This disengagement caused 
problems with the supply of fertilizer since the private 

sector was not prepared to take over the responsibility 
of imports and distribution. Consequently, during the 
1997/98 farming season, the fertilizer market suffered 
shortages resulting in low agricultural production. 
These low fertilizer imports and consumption 
levels lasted until 1999, when consumption started 
increasing again, at least temporarily. 

After a period of continuous private sector investments 
to fill the void left by the government, the FGN re-
introduced subsidies in late 1990s at a 25-percent 
level and resumed production and importation. Since 
then, there has been a slow and erratic upward trend in 
fertilizer importation and use in Nigeria, attributed to 
the effect of the FGN stabilization policy on farmers’ 
fertilizer demands. This policy had the unexpected 
effect of constraining farmers’ specific demands to 
relatively small quantities, according to the amounts of 
fertilizer subsidized and supplied by the government. 
This is in opposition to relying on the capacity of the 
private sector to supply larger quantities, according to 
farmers’ actual needs. 

As presented in Table 1 (page 5), this erratic pattern 
reflects the inconsistency of the government policy 
on fertilizer imports, which has sent mixed signals to 
the private sector on whether to supply larger amounts 
of fertilizer from one year to the other. After 2004, 
the importation of fertilizer started increasing rapidly 
up to about 853,000 mt (including FGN and state 
government procurements) by 2008. However, this 

Data Source: FAO 2010 data.
Figure 2. Nigeria Fertilizer Consumption, 1990-2009
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increase in fertilizer use probably reflects the increase 
in cultivated area rather than agriculture intensification.

Fertilizer use per unit of cultivated area in Nigeria 
follows the same trend as importation. This usage 
has had an increasing trend since 1961, but was 
traditionally below the WA regional average until 
1980 when it surpassed the regional average, reaching 
a maximum of just above 14 nutrients kg/ha during 
1993. Thereafter, fertilizer use suffered a sudden drop 
to close to 6 kg in 1995, remaining low and reaching 
an all-time low in 2004, below the regional average 
attributed to the implementation of liberalization 
policies and the elimination of fertilizer subsidy. The 
level of fertilizer used per cultivated hectare started 
increasing once more after 2007 and reached a new 
high of 7.1 kg nutrients/ha by 2008, again surpassing 
the regional average, to then dropping suddenly 
all over again below regional average by 2009 
(FAOSTAT 2011). 

Currently, despite the growth in fertilizer consumption 
and use per unit area since independence, Nigeria still 
ranks among the lowest users of fertilizer in the world 
in terms of nutrients per hectare. Therefore, there is 
a need for the country to intensify fertilizer use by 
developing inputs (fertilizers) and output markets, 
with a view to improve agricultural productivity and 
increase production and, in the process, raise rural 
income in the face of a rapidly growing population 
and worsening poverty incidence.

Fertilizer Production in Nigeria
The fertilizer market of Nigeria was originally 
driven by government policies of direct participation 

in production, procurement and distribution. For 
several decades, all fertilizer used in country was 
imported by the FGN and state governments. By 
the early 1970s, the FGN established the Fertilizer 
Procurement and Distribution Division (FPDD) with 
its supporting institutions under the Federal Ministry 
of Agriculture (FMA) to facilitate the formulation 
and coordination of all fertilizer policies at the 
national level and to centralize procurement and 
distribution. 

By the mid-1970s, the FGN started to implement 
domestic production of fertilizer under the FPDD, 
making large investments for the establishment of 
production and blending plants. This initiative was 
supported by the private sector with the purpose 
of meeting the country fertilizer needs. Under 
this initiative, two major fertilizer plants were 
established: the Federal Superphosphate Fertilizer 
Company (FSFC) and the National Fertilizer 
Company of Nigeria (NAFCON) for the production 
of urea. 

The FSFC was established in 1973 with an installed 
production capacity of 100,000 mt of single 
superphosphate (SSP) fertilizer, mainly to supply 
the national market with the phosphate rock from 
the Aboekuta mine at Kaduna State. Since its 
establishment, FSFC never reached its potential 
production reason why the plant shut down in 2000. 
The plant resumed production of TSP in 2008 after 
being privatized and acquired by TAK Continental. 

The second established plant, for the production of 
ammonia and urea, was NAFCON in 1981 near Port 

Table 1. Amount of Subsidized Fertilizer (NPK and Urea) Targeted and Delivered by the FGN

Source: IFDC Nigeria.
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Harcourt in the delta region of southern Nigeria. The 
plant entered into full operation by the mid-1980s 
and was recognized as the only production facility in 
West Africa for granulated nitrogen products. This 
plant has an installed production capacity of 1,000 mt 
of ammonia, about 1,500 mt of urea, in addition 
to the 1,650-mt blending capacity of NPK per day. 
The NAFCON plant stopped operating in 1997 as a 
result of mismanagement and damaged equipment. 
More recently, NAFCON was privatized, acquired 
by Notore Chemical Industries Ltd. Notore’s plans 
were to reactivate the plant with a gradual increase 
in production starting with urea and NPK blends 
for domestic use and export by 2008, then scale 
up production until it reaches maximum capacity, 
expected by 2012. However, these plans were 
delayed due to technical problems with the operation 
of the plant. At the time of the visit to Nigeria in late 
2009, production had not yet started.

In addition to FSFC and NAFCON, a handful of 
bulk-blending plants with varying production/
processing capacities were established across the 
country in different states. Ownership of these 
blending plants ranged from state governments to 
private ownership or mixed capital investments. 
Table 2 (page 7) lists several plants established since 
1973 for fertilizer production and blending, totaling 
an installed capacity of nearly 3 million mtpy. The 
strategy behind the establishment of these plants 
was to develop a domestic production capacity to 
supply most of the country’s fertilizer needs. Out 
of more than 30 established blending plants, only a 
few reached active production after installation. At 
the peak of production, the combined output of all 
plants operating in Nigeria was less than 1 million 
mt of products, accounting for about one-third of the 
country’s installed capacity.

The era of blending plants started when the National 
Fertilizer Technical Committee (NFTC), supported 
by a government initiative, proposed to establish 
them to produce blended fertilizer formulations for 
specific areas and crops using the nitrogen products 
from NAFCON and phosphate products from FSFC. 
However, after NAFCON halted operations in 1997, 
the urea supply dried out, forcing these plants to 
operate mostly with imported products (N, P and 
K). Most of these plants have been out of operation 
for many years and the equipment has become 
deteriorated and obsolete. As a result, their respective 
administrative structures prefer to keep the fertilizer 
operations by competing in the government tenders 
for supplying imported fertilizers to the market 
under the subsidy program. Importing N, P and K 

for blending would require investment in repairs 
and updating equipment. Efforts were being made 
to reopen some of the plants with the intention to 
seek efficiency in the supply of blended fertilizer by 
blending locally and, in the process, reduce cost and 
the price for farmers.  

There are other fertilizer companies involved in 
procurement/importation and distribution of fertilizer, 
some of which have not been able to fully develop 
a distribution system due to a previous public sector 
monopoly on fertilizer procurement and distribution. 
However, more recently, they have expanded their 
market but are still facing constraints related to the 
FGN intervention in the market through the subsidy 
program and other structural constraints.

The Fertilizer Procurement and Subsidy 
Program
In Nigeria, in addition to the limited domestic 
production, most fertilizer is imported. As previously 
explained, the FGN and state governments have been 
responsible for the procurement and distribution 
of fertilizer. The implementation of the Structural 
Adjustment Programme (SAP) in the 1980s, which 
involved market liberalization including the fertilizer 
market, allowed for a withdrawal of the FGN from 
fertilizer procurement and distribution, inducing 
reforms to the fertilizer sector and the phase-out of 
price subsidies by 1996-97. As a result, the FGN 
reduced and eventually eliminated fertilizer import 
tariffs and abolished the value-added tax (VAT). 

Prior to 1996, the FGN had an annual subsidy 
program and monopolized fertilizer procurement 
and distribution. The program was plagued with 
waste and fraudulent use of resources. Nevertheless, 
the target farmers benefited with 30 percent of 
subsidized product, according to a report filed by 
an in-country consultant. In 1994, the sector was 
abruptly liberalized, originally without the support 
of the private sector which was unable to respond 
and fill in the gap left in the market by the FGN. This 
caused a shortage and low agricultural production 
that motivated the FGN to reinstate the subsidy 
program. The new market intervention program was 
the Fertilizer Market Stabilization Scheme initiated in 
1999, which includes the restoration of a 25-percent 
federalsubsidy of the agreed delivery price to 
state warehouses under a federal public tender for 
purchase and distribution of fertilizer to the states. 

Between 1976 and 1996 and then again after 
1999, fertilizer procurement and distribution was 
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Table 2. Installed Fertilizer Production Units in Nigeria

a.  Manufacturing plants, currently not in production.
b.  Details are not available.

Source: FFD and IFDC as reported in the IFDC internal draft report: “Assessment of Nigeria Seed and Fertilizer Market.” 
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dominated by different arrangements between the 
FGN and the state governments. These arrangements 
include the involvement of the states and public 
organizations in the procurement, transportation 
and distribution of imported and domestically 
produced fertilizer, the establishment of state depots 
in different states and the involvement of NAFCON 
in importation, production and distribution. By 
2002, the FPDD was designated as the Federal 
Fertilizer Department (FFD) with the mandate to 
implement the new agricultural market stabilization 
program, with a regulatory role on technical areas 
of fertilizer formulation, the coordination of related 
policies at the national level with a focus on quality 
assurance, and the administration of a more effective 
fertilizer subsidy. However, as consumption of 
fertilizer increased, the public sector-controlled 
procurement and distribution proved to be inefficient 
and ineffective. This was manifested in leakages 
and losses along the distribution chain, late or no 
deliveries to designated areas and an unsustainable 
subsidy burden, making the FGN realize that a more 
sustainable and efficient supply system could be 
achieved with the participation of the private sector.

Today, the distribution of fertilizer is still dominated 
by the FGN subsidy program where the FMA 
is directly involved in distribution but not in 
procurement (importation), which is done by 
local importers and blenders. Importers are also 
responsible for transportation of the product to 
the FGN regional warehouses, according to the 
government guidelines under the tender contracts. 
Each year, the FGN allocates funds for the provision 
of fertilizer. The FGN, through the FFD, consolidates 
orders from and allocates volumes depending on 
the federal budget allocation to each of the states. 
Under the agricultural market stabilization program, 
the FGN pays a 25-percent subsidy at the source 
(importers or producers) and charges the remaining 
75 percent of the cost to the states. The intent with 
this program has been to establish a revolving 
fertilizer fund; Therefore, the states are to remit 
funds equivalent to 75 percent of fertilizer cost (after 
subsidy) to the FGN from fertilizer sales. However, 
in reality, these remittances rarely happen and that is 
why the FGN deducts the outstanding funds from the 
Federal Government Federation Account payments to 
the states from the division of oil revenues. 

State and local government authorities (LGAs) can 
add to the amount of subsidized fertilizer supplied 
by the FGN through direct purchase from importers 
and/or add additional subsidy. This can amount 
to as much as 50 percent additional subsidy for a 

maximum of 75 percent combined FGN, state and 
LGA subsidies. Many states also have their own 
fertilizer bulk-blending plants to subsidize fertilizer 
in their spheres of operation. The state governments, 
which play the role of ‘institutional wholesalers’ for 
the farmers, engaged their ministries of agriculture in 
the distribution of fertilizer through the Agricultural 
Distribution Points (ADPs) or other agencies 
established for that purpose. The ‘institutional 
retailers’ include farm service centers (FSC) and local 
governments.

Under the agricultural market stabilization subsidy 
program, the FGN starts negotiations with the states 
and suppliers between September and November 
of the preceding year, negotiations that may last 
until January of the following year. During these 
negotiations, prices and quantities supplied are 
determined for each importer based on tenders. The 
negotiated price is based on free on board (f.o.b.) 
market prices during or at the time of negotiation. 
Consequently, the price is fixed at that point for the 
following cropping seasons. A single price for all of 
Nigeria is determined for each product, meaning that 
the freight cost of delivery must be standardized to 
all nominated state government storage sites in each 
state. All products have to be supplied before the end 
of October of the year of the contract.

Allocations of procurement contracts cannot be 
made until the federal budget is approved, which 
typically occurs early in the new year or as happened 
during 2010 until May, after the fertilizer budget 
was approved. As a consequence, Nigerian farmers 
normally do not receive an adequate supply of 
fertilizer in time for the cropping season. At that 
time, there is limited product in the country, because 
suppliers are not prepared to take the risk of 
importing products without government contracts. 
The fertilizer season starts in the south in May and 
continues until July in the northern regions. 

Fertilizer products to be delivered are typically 
assigned to a state representative who is in charge of 
receiving the product at the warehouses. There are 
allegations that in many instances, the product never 
reaches the warehouses since about 70 percent is sold 
in transit in the black market to the retail network. 
Consequently, about 30 percent of the FGN-subsidized 
fertilizer reaches the intended farmers. The rest of 
the product sold in transit enters the open market as 
‘recycled product’ and is sold at a non-subsidized 
price, normally approaching the actual market price. 
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Fertilizer Distribution in Nigeria
In Nigeria, we can identify three distribution 
networks since the country’s independence. At first 
the government established a network of ‘Primary 
Distribution Points’ (PDPs) at different locations 
in the country operated by the FPDD. Under this 
arrangement, the subsidy on fertilizer was for 
transportation. The FPDD hired trucks from the 
private sector to move products from Lagos port to 
the PDPs for distribution to all states of the federation. 
The products were deposited at the ADPs of the Farm 
Service Centers (FSC) scattered throughout the states, 
where fertilizer was sold to farmers. This practice 
ceased to operate after 1997 when the government 
temporarily withdrew from fertilizer distribution. 
Subsequently, many other options were employed, 
including the engagement of NAFCON by the 
government as the sole distributor of domestic and 
imported products to different parts of the country. 

As a result of the contrasting government market 
liberalization and intervention in the fertilizer market 
through the subsidy program, currently exists a 
dual fertilizer distribution system in Nigeria. This 
consists of two distribution channels: the public and 
the private distribution channels, dominated by the 
public channel. The public channel arrangement 
involves the private sector in the acquisition of 
fertilizer from the international market (imports) 
through a tender process. Private importers/suppliers 
incorporate distribution costs in their bids, according 
to procurement contracts to deliver the product 
to designated state warehouses. The product is 
then distributed through public channels without 
the participation of the private sector distribution 
network. Additional imported quantities by private 
importers are distributed through the small-scale 
agro-input dealers located in the local markets and 
semi-urban areas. 

The public distribution system of subsidized 
fertilizer is still characterized by inefficiencies and 
endemic mismanagement practices (considered 
fraudulent and corrupt by some industry players). 
These practices are widespread at the federal and 
state government levels in the subsidized fertilizer 
procurement and distribution. The international 
procurement of subsidized fertilizer for the federal 
and state governments is done through the private 
sector. Nevertheless, there has been limited incentive 
and opportunities for the private sector to develop 
alternate private distribution channels down to 
the final user and beneficiaries of the subsidy and 
fertilizer. The main reason, according to distributors, 
is the difficulty to make a reasonable profit and 

expand supply and distribution nearer to the farmers. 
This is because of the high levels of subsidy and 
distribution of subsidized fertilizer through state 
organizations. Perhaps more important is the 
‘recycled product’ sold in the open market at non-
competitive prices. This has meant that even when 
farmers have not received a federal or state allocation 
of subsidized fertilizer, there may be fertilizer 
available from the private sector. In most regions, the 
available fertilizer is sourced from ‘recycled product’ 
sold through a limited number of agro-dealers at 
higher than subsidized prices which farmers are 
not willing to pay. There are allegations that only 
30 percent of the actual subsidized fertilizer reaches 
the intended targeted farmers, leading to the open 
question of who the real beneficiaries of the FGN-
subsidized fertilizer are. Consequently, public sector 
involvement in fertilizer distribution has resulted in:
•     Limited number of importers since few are able 

to participate in the FGN and state tenders, which 
typically are the same importers that supply the 
private sector network.

•     Negatively impacting the delivery of fertilizers 
to the targeted beneficiaries. When it is delivered, 
it is not in sufficient quantities or of little use to 
the farmers. The main reason for the delays, other 
than what has been previously explained, is the 
late payments to suppliers, often 12 months after 
delivery, due to delays on budget approval by the 
FGN budget.

•     Setting prices on an annual basis that do not 
reflect short-term movements in fertilizer 
and freight prices. This is a disadvantage for 
importers who have to estimate future prices 
(at time of delivery) and transaction costs at the 
time of contract negotiations. This may cause the 
estimation of margins to be larger than normal as 
a mechanism to protect businesses against the risk 
of wrong prices, transaction costs and unexpected 
financial burdens.

•     Disrupted delivery of subsidies to intended 
beneficiaries.

•     Restricted development of a private sector 
distribution channel.

•     Restricted amount of product available in the 
market.

On the other hand, the private channel includes 
market wholesalers, who are the importers of 
fertilizers that supply the private distribution network 
(agro-dealer shops and retail outlets in the country). 
These importers/wholesalers are also the main 
source of supply for the subsidized fertilizer into 
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the public distribution channel. Private agro-dealers 
have a tendency to concentrate in urban and semi-
urban areas with relatively well-developed market 
infrastructure as compared to the poorly served rural 
areas. In addition, fewer than 5 percent of the 8,000 
to 12,000 existing agro-dealers have formal agro-
input technical and business management training. 
Consequently, their product knowledge is generally 
low and they are often unable to provide additional 
services to farmers. 

Under the FGN subsidy program, once the product 
is delivered to the states, the amount of fertilizer to 
be distributed to beneficiary farmers is determined 
by allocation committees at the state and local levels, 
where the state committee is appointed by the state 
governor. The states may then choose whether to 
increase the amount of subsidized fertilizer supplied 
by the FGN or simply add an extra subsidy. In 2009 
various states sold urea ranging in price from N900/
bag to N2,500/bag, where the lower price represents 
a significant discounting of the product they either 
acquired through the FGN or directly by the state. 
This price range reflects the differential between 
private sector price and the multi-subsidized price. 
Much of the low-cost fertilizer becomes available 
as ‘recycled product’ in the open market at near 
commercial prices in limited quantities and locations.

In Nigeria, trusted data on geographical distribution 
of fertilizer by private and public suppliers are 
not available. Nonetheless, a larger proportion of 
fertilizer is consistently consumed in the northern 
regions, especially in the North-East, the North-West 
and the North-Central geographical zones; the latter 
includes the Federal Capital Territory of Abuja. This 
distribution is presented in Table 3. 

The greater consumption of fertilizer in the northern 
zones reflects the greater capacity for arable cropping, 
particularly due to the vast savannah. In 2007, the 
entire northern region received 238,737.7 mt of 

fertilizer, which represents about 81 percent of the 
total fertilizer distributed by the FGN at the national 
level. By comparison, the southern regions, namely 
the South-East, the South-West and the South-South, 
received only 55,274 mt, representing 19 percent 
of the total fertilizer distributed by the FGN (IFDC 
internal draft report, 2008).

When looking at fertilizer distribution between 
states, Niger State on the North-West had the 
highest consumption of fertilizer with 33,050 mt, 
while Ebonyi State in the South had the lowest 
consumption with 1,000 mt. This reflects the 
relatively large agricultural land area of Niger State 
savannah coupled with high potential for food crop 
production as a typical savannah agro-ecological 
zone (IFDC internal draft report, 2008).

The appropriate measure of fertilizer supply to rural 
areas is the quantities sold at the FSCs, which are 
theoretically located within a 15-km radius from 
farmers. However, the FSCs are part of the ADPs and 
largely non-functional, which suggests that fertilizer 
supplies generally bypass them. The alternative retail 
outlets include the local government offices, which 
conduct annual sales at specified locations. There are 
approximately 776 LGAs in the country indicating 
a dense distribution network of fertilizer through the 
official channels, characterized by political patronage 
that limits the access of many farmers. For private 
channels, the retail outlets comprise the network of 
agro-input dealers, which are concentrated in urban 
centers and generally do not have fertilizer in stock 
throughout the year or have it in small quantities 

Table 3. Distribution of Fertilizer to the States by the FGN (2002-2007)

Source: NFRA, as reported in the IFDC internal draft report: “Assessment of Nigeria Seed and Fertilizer Market,” 2008.
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to supply small subsistence farmers who purchase 
fertilizer in quantities smaller than a full 50-kg bag, 
using local measures, e.g., the ‘mudu,’ a standard 
measure equivalent to 4 kg of inorganic fertilizer. 

The Structure of Fertilizer Distribution  
in Nigeria
Prior to 2007 the FGN awarded contracts to 
suppliers who had limited capacity to undertake the 
entire importation process (Table 4). Most of these 
actors represented private entrepreneurs registered 
specifically to support the government in fertilizer 
importation under the subsidy program. However, 
many of them did not import fertilizer but were 
engaged in arbitrage, using the contracts issued by 
the government as negotiable instruments with the 
few established companies with the capability and 
the logistics to actually import the products. This 
practice contributed to higher prices of imported 
fertilizers under the government contracts because of 
successive markups introduced in the process. This 
practice is one of the reasons the government has 
been encouraged to withdraw from importation and 
distribution of fertilizer. 

After 2008 the FGN reduced the number of eligible 
contractors to three – TAK Continental, Golden 
Fertilizers and Notore Chemicals. This practice has 
prevented other genuine participants from competing 
in the Nigerian fertilizer market because of the 

difficulty competing against heavily subsidized 
products. Many of these have now stopped importing 
and those that remain do not have access to FGN 
contracts and have developed strong affiliations with 
the state governments to supply product.

Notore Chemicals PLC is a consortium formed 
by Nigerian and African investors (60 percent) in 
addition to an Egyptian fertilizer manufacturer and 
U.S. investors (20 percent, respectively). NAFCON 
the only domestic compound (ammonia and urea) 
fertilizer product manufacturer plant in Nigeria was 
commissioned to Notore Chemicals PLC for its 
operation in 2008 by the FGN, after being closed 
for 10 years. The plant has a rated manufacturing 
capacity of 1,500 mt/day (more than half million 
tons/year) of granular urea, but in 2009 it was only 
able to produce 25,000 mt due to gas supply and 
commissioning problems. In 2009, in order to 

Table 4. Major Suppliers of Fertilizer During 2008 and Their Market in Nigeria

Source: FFD, as reported in the IFDC internal draft report: “Assessment of Nigeria Seed and Fertilizer Market,” 2008, and modified by 
IFDC based on surveys, 2009.
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fulfill contractual obligations with the FGN, Notore 
used their own subsidiary, Notore Supply Trading, 
based in the United Kingdom with facilities at Port 
Harcourt to import urea and NPK. Although the 
company is a new entrant into the Nigerian fertilizer 
market, their business plan includes building up their 
own private distribution channels.

TAK Continental, a family own company, is the 
largest fertilizer supplier to the Nigerian market. 
The company owns five blending plants in several 
states of Nigeria and the Federal Superphosphate 
manufacturing plant in Kaduna state. TAK’s business 
structure has traditionally relied on government 
contracts; however, in 2009 the company was unable 
to fulfill their contractual obligations because of cash 
flow issues. This resulted from late FGN payment (in 
August 2009) from the 2008 contract, in addition to a 
late approval of the 2009 FGN budget. TAK imports 
into Lagos port, making use of the general berths, 
which can take vessels with a load capacity of up to 
15,000 mt, and rents storage facilities within the port 
area and outside, depending on their requirements. 

Golden Fertilizers is a Greek-owned company, 
whose main operation in Nigeria is flour milling. 
The company has a subsidiary shipping line (Gold 
Star Shipping) and a trading business, which allows 
them to bring in mixed cargoes of wheat and fertilizer 
into the Nigerian market. They also own a quayside 
at Lagos port that allows them to schedule ships 
incurring minimum or no demurrage and a 40,000-
mt storage capacity at the wharf with the availability 
of rented offsite storage if required. They also own 
a vertical fertilizer-blending plant on site with a 
capacity of 60 mt/hr, where they blend all NPK 
product they supply to the Nigerian market, except 
for the triple-15 (15:15:15) formulation. 

During 2009, Golden Fertilizers was the only of the 
three participating companies in the FGN fertilizer 
subsidy program, to fulfill their contract obligations. 
Golden Fertilizers typically does not get involved 
in retail distribution of fertilizers; they work with 
a number of large wholesalers who also distribute 
flour products in the domestic market. All sales are 
on a cash-and-carry basis. In 2007 the company 
attempted to establish their own distribution network 
but was discouraged because of losses incurred 
(US $3.27 million). These losses were due in part to 
a borrowers’ culture, which is characterized by a lack 
of respect for credit and no repayment, a practice that 
has become pervasive in Nigeria. Figure 3 depicts the 
fertilizer supply and distribution channels in Nigeria. 
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Fertilizer Cost Structure 
The cost structure along the fertilizer supply chain 
can be divided into two general components: 
international cost and domestic cost. This section 
elaborates on the domestic cost, comprised of the 
inland costs incurred from port to point of final sale 
and includes port charges, vessel unloading and 
bagging, government charges, finance cost, domestic 
transportation costs and marketing or distribution 
margins. 

Fertilizer prices in the Nigeria domestic market are 
determined based on a tender-bid process in which 
the government negotiates the price with importers 
to supply fertilizer to all 36 states. The price to the 
final consumer is set on a pan-territorial basis and 
is expected to be the same in all states and regions 
of the country but differs according to the fertilizer 
type and formulation. Consequently, the final price 
to producers reflects, in part, the price negotiated 
by the government with the providers. In the price 
determination at the importer level, there is a 
dominance of three companies with close links in 
the international fertilizer market and rapport with 
the government. On the demand side, the tender 
process is dominated by the state governments on 
behalf of farmers and their organizations. Farmers 

do not have influence on price determination; they 
are the expected recipients of the product and final 
beneficiary of the government subsidy program and 
are considered price takers.

Nevertheless, the price of fertilizer to the final 
consumer is influenced by the various cost 
components along the whole supply chain, 
categorized in this case by cost of the product in 
the international market including international 
transportation and inland cost components, as 
previously specified. Figure 4 presents the general 
cost structure and average estimated costs of four 
typical fertilizer products imported in Nigeria: NPK 
blends, triple superphosphate (TSP), diammonium 
phosphate (DAP) and urea. This cost is based on 
gathered data and information under the procurement 
and distribution system dominated by the government 
tender bid process. The costs represented in this graph 
are the c.i.f. cost plus domestic cost per metric ton of 
product.

According to Figure 4, fertilizer cost in Nigeria 
increases by an estimated average of 42 percent 
(US $311.7/mt) with a range between 41 percent 
and 43 percent of total cost, from importation to 
distribution to final consumer. This cost increase is 

Source: Prepared by authors based on data collected through interviews and surveys to stakeholders during country visits, 2009.

Figure 4. Nigeria Fertilizer Cost Components per Metric Ton in US $/mt, 2009
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attributed to additional domestic costs from the import 
point (port) to delivery to final consumer.

In terms of type of product, fertilizer imports in 
Nigeria are dominated by urea for direct consumption 
and for formulations of NPK blends, which are the 
most consumed products. The main sources of imports 
are from the Black Sea and the Baltic Sea even though 
Nigeria has a domestic production capacity of urea 
and phosphate fertilizer, which has remained idle 
for many years or not working at full capacity. Most 
fertilizer imported in Nigeria is in bulk, then bagged 
at port before being delivered to inland storage and 
distribution centers. The bagged fertilizer is placed on 
importers’ trucks at port, normally to be transported 
directly to the FGN regional warehouses, according 
to the specific contracts. State governments deliver 

the product from the regional warehouses to the FSCs 
of the various state-run ADPs, cooperatives and to 
selected private wholesalers and retailers participating 
in distributing subsidized fertilizer. Transportation 
from the wholesaler or retailer to the farm is the 
responsibility of the farmer.

Figure 5 presents the sub-components of domestic 
cost. According to this figure, the largest domestic 
cost component across products is domestic 
transportation followed by finance and marketing 
costs; other than port charges and product handling 
related to vessel unloading and bagging. Government 
charges are the smallest cost components along the 
whole domestic fertilizer supply chain.

Source: Prepared by authors based on data collected through interviews and surveys to stakeholders during country visits, 2009.
Figure 5. Fertilizer Domestic Cost Components per 50-kg Bag in Nigeria in US $/Bag, 2009

Domestic Transportation Cost 
Domestic transportation is the highest cost component 
along the fertilizer domestic supply chain, accounting 
for an average of 29.6 percent with a range between 
28 percent and 33.1 percent depending on the 
fertilizer product being distributed. In monetary 
terms, these figures represent an average of US $4.59 
per 50-kg bag of all fertilizer products being 
distributed. Over-the-road trucks is the most widely 
used transportation mode given the extensive road 
infrastructure that, although needs improvement, 
provides access to most communities and villages 

within the states around the country. The estimated 
average inland transportation cost from Lagos to the 
FGN regional warehouses is estimated at US $0.05/
mt/km (or US $0.08/mt/mile on average), when 
involving full truck loads (up to 30 mt/truck) and 
longer distances above 1,000 km. Transportation 
cost between port and local warehouses within 
Lagos is considerably higher but rarely incurred 
because product is typically bagged and loaded 
into trucks at port to be delivered directly to the 
regional warehouses. This inland transportation cost 
in Nigeria is the lowest among the countries in WA 
included in this assessment, and perhaps the lowest 
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in the region. This relatively low cost is an indication 
that perhaps domestic transportation cost can be 
further reduced in other countries in the region, 
despite the deteriorated road infrastructure. However, 
the country still lacks a network of rural roads to 
access some remote villages. 

Finance Cost 
In Nigeria, finance is the second highest cost along 
the domestic supply chain, close to marketing cost 
in percentage terms. Finance cost accounts for 
an average of 22.6 percent with a range between 
18 percent and 24.4 percent. In monetary terms, 
these figures represent an average of US $3.90 
across products, with a range between US $2.49 
and US $4.00 of the domestic cost per 50-kg bag, 
according to the fertilizer product being distributed. 
Credit in Nigeria is not subsidized and access the 
distribution and retail businesses is almost prohibitive, 
with a rate of about 17 percent with collaterals 

Marketing or Distribution Margin  
Marketing or distribution margin is the third highest 
cost component along the domestic distribution and 
supply chain in Nigeria next to finance cost. In the 
case of a competitive open market, marketing cost is 
typically set by business owners as a percentage of 
the total transaction costs. This includes the product 
cost, added by each player along the distribution 
network to cover part of unaccounted costs and profit 
or compensation for their entrepreneurial efforts. 
Therefore, factors that have an effect in marketing 
margin are all the other cost components along the 
supply chain, especially the higher cost components, 
e.g., transportation and finance cost in addition to the 
inherent risk of agriculture-related business.  

Distributors typically do not have an explicit interest 
rate on their self-financing nor an explicit opportunity 
cost for the inherent risk of investing in agriculture-
related activities. These factors are typically 
incorporated into the marketing margin. Implementing 
policy measures to reduce other costs along the 
domestic supply chain should help to reduce the 
marketing or distribution margin. Heavily influencing 
this cost are the negotiation practices between FGN 
and importers who are required to estimate future 
acquisition prices and costs of delivery months 
before product delivery under FGN contracts to 
provide subsidized fertilizer to the different states. 
In addition, this cost also reflects the financial risk 
and burden from late government payments, which 
typically occur a year or later after delivery.

In Nigeria, the average marketing or distribution 
cost for fertilizer has been estimated at an average 
of 21.8 percent with a range between 21.3 percent 
and 22.7 percent of the additional cost along the 
domestic supply chain. In monetary terms, these 
figures represent an average of US $3.56 with a range 
between US $2.95 and US $3.64 per 50-kg bag. 
This cost, under the government subsidy program, is 
accrued in almost its entirety to the importer because 
they are also in charge of delivering the products to 
the state warehouses scattered around the country. 

Port Charges 
For purposes of this assessment, port charges 
include vessel unloading and bagging. These charges 
are associated with the use of port facilities and 
include site occupation or berth charges, wharf and 
pilotage service, among others. These combined 
charges, averaging 18.5 percent with a range between 
17.7 percent and 20.2 percent, are the fourth largest 
domestic cost. In monetary terms, these values 
represent an average of US $2.89 with a range 
between US $2.87 and US $2.90 per 50-kg bag, 
depending on the product. As such, this cost may be 
an indication of port efficiency influenced mainly 
by the vessel unloading, which can contribute to the 
increase in port charges, especially due to demurrage, 
depending on the efficiency of the process. Vessel 
unloading cost and bagging when incurred, included 
in the port charges, are around $0.79/bag of 50 kg 
and represent a very small proportion of total 
fertilizer cost. 

Government Charges
Fertilizer imports in Nigeria are exempt from taxes 
under the FGN subsidy program. However, there is a 
5 percent tax at the state level, which is subjectively 
enforced; some states may or may not have a tax. 
Government charges, including taxes when incurred, 
are the fifth largest domestic cost component. They 
represent a relatively large percentage for an average 
of 7.6 percent and a range between 7.3 percent 
and 7.9 percent, or US $1.23 with a range between 
US $1.02 and US $1.29 per 50-kg bag (or about 
US $24.6/mt). As such, these tax charges are among 
the highest in the region after Senegal.

Figure 6 shows the price trend evolution of two 
fertilizer products in Nigeria for eight consecutive 
years from 2000 through 2007. The difference between 
the official or subsidized price and market price is quite 
significant, a difference that has been increasing since 
early 2000. The market price was consistently 
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higher for urea and SSP than the government price. 
In addition, in 2007 the price for both products was 
heavily subsidized, reflected in a larger differential 
between government and market prices.

The presence of subsidy on fertilizer creates a 
parallel market situation against which the private 
sector is unable to compete. On the other hand, the 
official market operates at a subsidized price, which 
is not generally available for small-scale farmers. 
Even though its price is set below the market price, 

the product is diverted and generally available to 
wholesalers who break the bulk into smaller units for 
resale to locals, small- to medium-scale operators in a 
presumably black market.

Figure 7 (page 18) summarizes the findings in this 
section as indicators of performance of the different 
cost components along the domestic fertilizer supply 
chain in Nigeria.

Source: IFDC internal draft report: “Assessment of Nigeria Seed and Fertilizer Market,” 2008.
Figure 6. Urea and SSP Prices, 2000-2007



18

a Performance indicators are average percentages and monetary values across different products on a 50-kg bag. 
b This cost increase at retail includes government charges, which account for 7.3 percent (US $1.23/50-kg bag) of domestic cost.

Source: Prepared by authors based on data collected through interviews and surveys to stakeholders during country visits, 2009.

Figure 7. Performance of Fertilizer Supply Chain in Nigeria, 2009
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Identifying Key Constraints and 
Bottlenecks 
As previously shown, much of the high domestic 
supply costs of fertilizer in Nigeria can be associated 
with a number of factors from port to final consumer 
delivery point. Figure 7 duplicates the supply chain 
of Figure 1, summarizing the key findings of the cost 
structure and performance of the fertilizer supply 
chain in Nigeria. Table 3 elaborates more on these 
findings, focusing on constraints while considering a 
range of policy implications and recommendations for 
addressing them.

The fertilizer distribution system in Nigeria is 
fragmented and undeveloped. Despite reforms 
introduced in the early 1990s, an adequate public 
investment, institutional capacity development, and 
investment in human capital formation to implement 
such reforms have been neglected, affecting negatively 
the provision and consumption of fertilizer. As a 
result, the current inputs markets are not functioning 
properly – affecting transaction costs and causing the 
input prices to increase while reducing availability 
and quality of products. In addition, the finance to 
support agricultural activities and input/output market 
access and information is nearly absent. Consequently, 
Nigerian farmers are not only having problems 
obtaining good quality fertilizer on time but, when 
available, they are paying higher prices than they 
should considering the multi-government subsidies.

After liberalization of the fertilizer market, the 
private sector and the states attempted to take 
responsibility for fertilizer production, procurement 
and marketing. The private sector was working on 
partially developing the capability to supply the 
agriculture sector with fertilizer and other necessary 
inputs. However, because of public monopoly in the 
past and the erratic FGN policies, the private sector 
distribution network and organizations were not fully 
developed. They have been hesitant to further invest 
in inputs distribution and develop the necessary skills 
for an effective marketing system, conditions that have 
not allowed them to perform efficiently. In addition, 
agriculture and fertilizer policy inconsistency, no 
access to finance and high interest rates and poor 
enforcement of fertilizer quality control are conditions 
that have further discouraged the active participation 
of the private sector in input market development. 
Therefore, to realize its full potential, the private 
sector needs real encouragement and supporting 
institutions to build the necessary human capital and 
develop the marketing structure to build capacity and 

expand the market to service the sector. Some of the 
specific constraints are elaborated below.

Restrictive Fertilizer Marketing Policies 
According to findings in this assessment, the main 
issue facing the development of the fertilizer 
distribution network and supply chain in Nigeria is 
the FGN and the state government subsidy programs, 
which do not seem to be well-managed. This is 
coupled with uncertainty as a result of inconsistent 
policy and political instability, affecting private sector 
planning and hindering market development. Under 
the subsidy program, there is a limited number of 
companies participating in fertilizer importation and 
distribution, typically restricted to those companies 
that have developed rapport at the highest levels 
of government, further reducing the competition. 
Nurturing competition is important, especially when 
considering the potentially large Nigerian market, 
the largest in the WA region. Although the subsidy 
program is intended to provide incentives to increase 
consumption of fertilizer at the farm level, it is not 
achieving the intended purpose.

The federal and state subsidy programs provide an 
incentive for private sector to import all fertilizer 
contracted by the government. In addition, private 
importers may import additional quantities they 
are certain can be sold in the open market, mainly 
products demanded by the large commercial farming 
operations. However, importers do not have the 
incentive to import additional quantities (outside the 
government contracts) to supply unforeseen needs and 
supplement farmers’ needs beyond what is allocated 
by the subsidy program. Importers cannot compete 
in the open market against the highly subsidized 
prices of the federal- and state-distributed products, 
especially when a high percentage of products enter 
the open market as ‘recycled products’ typically sold 
at below ‘market’ prices. This practice makes fertilizer 
inaccessible to a large number of farmers in terms of 
quantity and price. Nevertheless, some may have their 
own purchasing power to acquire fertilizer, especially 
if it is subsidized. At the same time, the subsidy 
program provides an incentive for some farmers to 
not consume fertilizer from the open market once 
they learn of the subsidized price. Fertilizer may be 
available in the local markets at prices higher than 
the subsidized price and below the open market price, 
but in limited quantities and locations. This situation 
is a disincentive for the private sector and deters 
businesses from entering the market. 
 
 



20

Deteriorated Transportation 
Infrastructure and Equipment
The domestic transportation cost seems to be the 
major factor that contributes to the cost increase of 
fertilizer in Nigeria, increasing the price to farmers 
and affecting the profitability in distribution. As in 
most countries, over-the-road trucks are the main 
transportation mode of in Nigeria. A potential 
alternative mode is railroad, which has not been used 
effectively due to an obsolete and poorly maintained 
infrastructure and equipment. There are two major rail 
lines that connect each of the two ports (Lagos and 
Port Harcourt) with the northern states. There is also 
the potential for developing waterway transportation, 
mainly on the Niger River. The poor state and 
continuous deterioration of physical infrastructure 
and inadequate rural road networks are among the 
major deficiencies identified and addressed by the 
National Economic Empowerment Development 
Strategy (NEEDS) through improvement of the road 
system and privatization of the railroad system. 

Because of the inexistence or poor road conditions in 
remote rural areas, the access and cost of distribution 
to more remote areas is high for the private sector, 
affecting the price farmers pay for fertilizer. The 
bad road conditions, due to low maintenance and 
investment, can be the cause of rapid deterioration 
of transportation equipment, a fact that also inhibits 
further expansion of the retail network to remote 
rural villages.

Poor Access to Finance and Credit 
Another major issue facing the distribution network 
and farmers in Nigeria is access to credit, in terms 
of availability and cost, primarily for agricultural 
producers to incentivize fertilizer demand. The low 
accessibility to credit is the result of a high default 
on agricultural loans due in part to a borrowers’ 
culture, which is characterized by a lack of respect of 
credit and no repayment, a practice that has become 
pervasive in Nigeria. 

The proportion of finance cost along the domestic 
supply chain can be as high as 22 percent, which 
carries an interest rate of up to 17 percent. 
Furthermore, there is a lack of risk management 
instruments for lending and investments in 
agriculture. As a result, local fertilizer businesses 
are typically unable to access finance, making them 
rely on their own limited finances (if any). This has 
important implications in contributing to observed 
higher prices for fertilizer because the expected 
return on investors’ own capital remains high. This is 

due to high interest rates and the risk associated with 
private sector importation and distribution activities 
as a result of the unstable policy environment, among 
other factors. 

High Marketing Margins 
As previously explained, this cost is typically 
set by the business owner as a percentage of the 
total transaction cost, including the product cost, 
added by each agro-input business owner along 
the distribution chain. It is to cover part of their 
unaccounted costs and profit or compensation for 
entrepreneurial efforts. Consequently, the costs of the 
product – of transportation, finance, etc. – in addition 
to the inherent risks of agriculture-related business, 
have a direct influence on marketing margin. The 
higher the former costs are, the higher the later and, 
consequently, the final price of the product. 

Higher costs in the fertilizer market are the result of 
the FGN-induced inefficiencies with the fertilizer 
subsidy program and its bidding practices. This 
allows for potentially capturing higher than normal 
profit margins in the domestic market that accrues 
in its majority to importers. Potentially higher than 
normal profit margins are justified for hedging 
against risks associated with the tender-bid process 
under the FGN fertilizer subsidy program. Importers 
are required to estimate future acquisition prices and 
costs of delivery almost a year before actual delivery 
under FGN contracts to provide subsidized fertilizer 
to the different states. A single price for the whole 
of Nigeria is determined for each product, meaning 
that freight cost of delivery must be standardized 
to all nominated government storage sites in each 
state. In addition, this marketing margin also reflects 
the financial risk and burden from late government 
payments for subsidized fertilizer, which typically 
occurs a year or later after delivery.

Although a larger than normal margin can be justified 
for hedging against risks associated with international 
price fluctuations, interest rates, etc., such margins 
could be reduced if the government eliminates the 
price negotiation practice with importers and allows 
the domestic distribution businesses to participate 
in the negotiation. Incentive should be provided for 
the expansion of wholesale and retail distribution 
networks while also allowing them to hedge against 
exogenous negative effects of the market. The 
current subsidy program does not deal with these 
inefficiencies and, therefore, effectively restricts 
the expansion of domestic wholesale and retail 
distribution networks.
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High Cost and Inefficiencies at the Port 
Beginning at the product entry point, high port 
costs can be attributed to a number of operational 
inefficiencies in port services and the port’s limited 
capacity, which result in larger per-unit processing 
costs. This high cost is reflected in the port cost, 
which is the result of demurrage and inefficient 
unloading and bagging of products. Insufficient and 
perhaps, at times, obsolete and poorly maintained 
port equipment adds to such inefficiencies. Moreover, 
shallow drafts do not allow the docking of vessels 
larger than 15,000 mt, forgoing the potential gains 
from economies of scale in importation. 

Undeveloped Domestic Distribution/
Retail Network 
As previously stated, the main issue facing the 
development of the domestic fertilizer distribution 
network and supply chain in Nigeria is the subsidy 
program, which is restraining the expansion of 
the national distribution network. One of the 
main arguments is that there is an opportunity 
cost from subsidizing fertilizer at the expense of 
alternative long-term complementary investment 
like improvement of roads and other means of 
transportation, construction of rural feeder roads, 
storage, etc., in support of market development to 
increase the supply and demand of fertilizer.  

In addition, the implementing mechanism of the 
subsidy program is through public distribution 
rather than through the private sector network, a 
disincentive for the expansion and development 
of the private retail network closer to the farmer. 
Furthermore, the subsidized product competes with 
the private sector imports in the open market as a 
large proportion of the subsidized fertilizer enters the 
open market as recycled product through the black 
market. This fertilizer is sold at non-competitive 
prices below the actual market price, which does 
not allow the private sector to make a reasonable 
profit. This situation discourages the expansion of the 
private retail network into remote rural areas, which 
requires further investment and risk. 

These adverse conditions explain why private 
wholesalers and retailers are concentrated in urban 
areas. In addition, most agro-dealers still lack 
managerial and technical skills and knowledge in 
marketing the product and for advising farmers on 
the products and proper dosages and inputs use, 
according to the crops and climatic/soil conditions. 

Moreover, a lack of adequate access to market 
information introduces additional risks and costs to 
the already high transaction costs that agro-dealers 
must absorb and pass on to farmers. All of these 
factors are also restricting the expansion of the 
derived demand for fertilizers. 

Low Farmers’ Demand 
The lack of knowledge and farmers’ mistrust on 
the recommended quantity and quality of fertilizer, 
affects the degree to which they will apply fertilizer 
to their crops. The quality of fertilizer sold in the 
Nigerian market is not guaranteed, particularly 
in terms of nutrient content, net product weight 
and physical qualities; there is little or no testing 
performed at the wholesale or retail levels. As 
a result, perceptions of low quality and wrong 
formulation of fertilizer blends arise among 
farmers, especially if its use has not improved 
yields. Contributing to this is a lack of trust on the 
recommended dosages and uses, which date back to 
the 1970s. In addition to the poor regulatory, labeling 
and policing system, a general lack of knowledge 
exists among farmers and retailers on the optimum 
use of fertilizer. Other issues deterring farmers from 
using fertilizer are their unwillingness to purchase 
fertilizer at the full market price, especially when 
considering weather- and market-related production 
risks. Often although farmers have their own funds, 
they are not willing to pay full price for fertilizer 
once they are aware of the subsidized price. 

Exacerbating the problem is the lack of research and 
extension on farming practices and technologies, 
including other inputs. Fertilizer responses are 
typically much higher when used in combination 
with other inputs or improved technologies and 
practices – such as the use of high fertilizer response 
crop varieties, better crop and pest management, 
etc. The type and combination of inputs and crop 
management, or technology package, can be quite 
distinctive across various agro-ecological and 
climatic farming regions and crops. Many years of 
eroding investments in agricultural research and 
extension in Nigeria have become a critical binding 
constraint for increasing the derived demand of 
fertilizers among most food staple crop producers in 
rural areas. The same can be said about the limited 
access to output markets and other agricultural and 
rural support services, making the input/output 
ratio low and, consequently, discouraging the use of 
fertilizer. Lack of market information is another issue 
among rural small farmers in remote areas. In most 
cases, they do not have access to physical markets 
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nor to market information in terms of input/output 
prices and demand.

Weak Institutional and Regulatory 
Environment 
Although Nigeria has a fertilizer policy that focuses 
on providing affordable quality fertilizer to farmers, 
its legal, regulatory framework and enforcement have 
been neglected. Despite most states having a fertilizer 
regulatory law for the sale and distribution of 
fertilizer, it has not been properly implemented. This 
situation has led to mistrust by farmers on the quality 
and truth-in-labeling of the product at the retail level, 
an issue that is deterring the expansion of the fertilizer 
market. There is a perceived low quality and dubious 
truth-in-labeling because fertilizer sold in the Nigerian 
market is not guaranteed, particularly in terms of 
nutrient content, net product weight and physical 
qualities. There is no rigorous testing program due 
to lack of institutions for enforcement and laboratory 
equipment and personnel. The inconsistent application 
of the FGN fertilizer policy and, more important, the 
lack of regulation and institutions for implementation 
and enforcement of the policy and state laws are key 
problems in Nigeria for the industry operation. 

An important aspect of the fertilizer policy document 
is the provision for quality assurance in the market. 
Because of the limited regulatory role of the NFTC 
under the FFD, the fertilizer market suffers from 
numerous practices that violate the principle of truth-
in-labeling, adulteration of products and short bag 
weights resulting in nutrient-deficient products. The 
new fertilizer policy states: “ensuring good quality of 
fertilizer products is the primary responsibility of the 
government and that a quality control system would be 
established and enforced through a national regulatory 
framework, providing for inspection to take place 
periodically, set penalty to be imposed on violators 
and establish guidelines for proper labeling” among 
other relevant practices. However, this provision of 
the fertilizer policy has not been implemented to date, 
which indicates that perhaps quality of products in the 
market still fails to meet the minimum standards.

Policy Implications and 
Recommendations 
Like most countries in the region, Nigeria has a great 
potential for increasing productivity and production 
through the increased use of agricultural inputs like 
fertilizer. However, as long as input prices remain 
high, fertilizer demand will remain low and the FGN 
and state governments will continue to face enormous 

political pressure to maintain the current fertilizer 
subsidies. It is critical that other types of interventions 
are considered to reduce input prices to farmers 
by: reducing, if not eliminating, the unnecessary 
constraints that are affecting the cost components 
along the fertilizer supply chain; promoting broader 
policy reforms; and stimulating sustained growth and 
commercialization of smallholder agriculture in Nigeria 
with long-term investments. Here we offer what we 
believe are critical actions needed regarding the key 
constraints and bottlenecks highlighted in the previous 
section. Table 3 (page 10) also summarizes these 
constraints and elaborates on recommendations.

Providing a Conducive Policy Environment 
The FGN must strive toward stabilizing the political 
environment in order to induce confidence in the 
private sector and nurture the further development 
of a domestic fertilizer private distribution network. 
Entrepreneurs are unlikely to expand their businesses 
or invest in the sector as long as there are high risks 
and costs of doing business. Key to this is the need to 
scale down the fertilizer subsidy and/or improve its 
management in a way that does not deter the private 
sector from expanding and entering the market. 
Perhaps an important measure is to implement 
transparent acquisition and distribution of fertilizer 
with a larger participation of the private sector to 
incentivize them to further invest in retail expansion 
nearer the farmers. Another relevant measure can 
be to implement a mechanism to target the intended 
farming population in a way that will not distort the 
open market.  
 
From the macro-economic perspective, it is important 
to implement policies aimed at reducing the high 
interest rates for agriculture and reduce or eliminate 
the restrictions on unavailability of credit. 

Strengthening the Institutional and 
Regulatory Environment 
Changes to the subsidy program and macro-economic 
reforms alone are insufficient to incentivize the 
fertilizer market expansion. Certain institutional 
and regulatory reforms are also needed, particularly 
those that affect competition and efficiencies 
along the supply chain. For example, to improve 
port efficiencies, the government should invest or 
provide incentives for upgrading port facilities to 
modern equipment. This effort would increase port 
operational efficiency (e.g., unloading and bagging) 
and allow the docking of larger vessels, which is 
necessary as the demand for fertilizer increases. 
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Finance reforms should also be explored to ease the 
availability of credit, especially among domestic 
entrepreneurs for investing in input warehousing 
and distribution. In addition to eliminating or at least 
improving the management of the subsidy program, 
options include the creation of a risk management 
fund to support trade and retail businesses in fertilizer 
and other agricultural inputs in neglected rural areas. 
The creation and development of rural financial 
markets and institutions (i.e., local savings and loan 
institutions) and financial instruments (special savings 
accounts and loans for agriculture, crop insurance 
instruments, etc.) would help to grow the domestic 
fertilizer retail industry. Similarly, it would also open 
the way for an increasing number of farmers to access 
credit for purchasing fertilizer and other inputs. The 
government should seek policy solutions that provide 
incentives for financial institutions to expand into rural 
areas. Developing financial risk management tools and 
introducing loan-guarantee programs that address the 
inherent risks associated with agriculture are needed. 
Such interventions should be intended to not only 
protect a bank’s lending portfolio but also provide 
positive returns to farmers who choose to use the 
credit. Because there are often high production risks 
associated with rainfall uncertainty, complementary 
risk management instruments, including crop 
insurance, may also be needed to lower such risks.

Aside from expanding access to rural finance 
institutions, the development of a strong regulatory 
environment is also needed. This is in order to 
strengthen the rule of law and policing in rural 
markets that enable growth in business and protect 
consumers, producers and merchants. For example, 
improvements in quality control and truth-in-labeling 
can serve as a catalyst to market development and 
growth, particularly as markets become more diverse 
and dynamic. For fertilizer markets in particular, it is 
important for the FMA to align with the FGN fertilizer 
policy, by enacting a law and a regulatory framework 
with the necessary institutions for its implementation 
and enforcement. This will restore fertilizer users’ 
confidence by assuring consumers that the agricultural 
inputs they purchase are not nutrient-deficient, 
adulterated or sold in short-weight bags. 

Improved Investments in Infrastructure 
and Transportation 
The development of fertilizer markets in Nigeria is 
inherently tied to more general problems of physical 
infrastructure (at port, inland roads [especially 
rural feeder roads]), transportation and access to 
rural services (extension, market information). For 

example, the improvement of port infrastructure and 
product-handling efficiencies could have important 
reductions in overall costs of imports and competitive 
advantage of exports. High inland transportation 
costs contribute to underdevelopment of input and 
output markets.  

Introducing policies that encourage more competition 
in the trucking industry would be a first step for 
lowering costs. This can be done by investing 
in improving transportation equipment, greater 
maintenance of existing roads, construction of 
new rural feeder roads and the implementation 
and enforcement of road use regulations such as 
maximum truck axle load. The road use regulations 
are important for maintaining the existing roads and 
extending the useful life of transportation equipment. 
With these actions, the typical problems of inadequate 
access to transportation, poorly maintained and 
damaged roads and the poor construction of new 
roads can be addressed. In the less-developed regions 
of Nigeria, alternative transportation means, such as 
developing waterways and/or building and expanding 
the existing railroad system, could be especially 
beneficial in reaching some of the more remote 
areas in the country at a cheaper rate. However, this 
could be a long-term investment project. Policies for 
private-public partnerships should also be considered 
to provide incentives for private sector traders to 
invest in rural infrastructure. 

Because there are often high production risks 
associated with rainfall uncertainty, other 
complementary investments may also be needed to 
lower such risks, including investments in irrigation or 
other water management technologies and investing in 
storage facilities in rural areas.

Promoting the Expansion of Agro-Dealer 
Network and Market Information Systems 
So far, we have focused more on national level 
policy reforms and investments such as improved 
macro-economic policies, institutional and regulatory 
environments and infrastructure and transportation 
systems. However, more targeted interventions will 
be needed, especially for promoting growth of the 
fertilizer retail distribution network in more remote 
rural areas. 

There is a need to improve access to credit for 
domestic entrepreneurs who wish to expand their 
retail network and outlets in the more limited 
market areas. The establishment of a government 
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guaranteed fund or subsidized interest rate, or any 
other type of private-public partnership that allows 
the entrepreneurs to bear some of the risks that 
come with doing business in remote rural markets, 
may be desirable. Currently, there is no incentive 
for private sector investments and markets are 
often too thin, risky, and produce low-to-negative 
returns. Additionally, the training of input dealers 
and retailers can help ensure that they have adequate 
knowledge for recommending crop specific input 
requirements for farmers to obtain optimum yields. 
Innovative approaches should also be considered to 
improve the flow of market information systems to 
both farmers and input dealers – such as through the 
use of mobile phone technologies.

To improve the effectiveness of agro-dealer networks, 
it will be necessary to include the participation of a 
greater number of domestic fertilizer wholesalers and 
retailers in the distribution of fertilizer to the final 
consumer. For this to happen, it is also necessary 
for the governments to make changes to the subsidy 
program, mainly addressing the elimination of the 
black or parallel market to allow the private sector 
to make reasonable profits to incentivize investment 
in market expansion. This includes eliminating or 
discouraging excessive control of the market by the 
government and a few importers, and encouraging 
more involvement of the retail networks in domestic 
distribution. Simultaneously, any bureaucratic 
processes required to manage the tender-bid process 
must be minimized – and yet sufficiently transparent 
to encourage a larger participation to eliminate 
potential rent-seeking opportunities. Some importers 
participate in the tender without having the capacity 
to import; they resell the contracts to the actual 
importers, a practice that obviously affects the cost of 
acquisition and the price to the final user.

Promoting and Improving Smallholder 
Agricultural Intensification 
Investments and policy reforms that lower fertilizer 
distribution costs on the supply-side, while improving 
market performance can result in an increase 
demand for fertilizers but does not guarantee to 
rise dramatically without other complementary 
investments and incentives on the demand-side of 
the market. For example, a critical demand-side 
constraint is not having adequate access to support 
services like research and extension, micro-credit 
and market information. Complementary investments 
aimed at improving farming practices (optimum use 
of fertilizer, use of improved varieties with higher 
fertilizer response rates, water conservation and 
irrigation techniques) will lead to greater agricultural 

intensification and, ultimately, increasing fertilizer use 
and market growth in the sector. Some complementary 
investments to consider are, improving market 
information systems and adequate storage facilities (to 
hedge against seasonal price risks).

Therefore, rather than investing the bulk of public 
resources in the fertilizer subsidy program, the 
government should consider other options that 
account for the complete technological package. 
This would include incentives for purchasing other 
complementary inputs such as seeds, pesticides and 
minor equipment, in addition to improved access to 
credit and other services, such as weather-related 
crop insurance. 

Farmers’ involvement in the design and provision 
of both R&D, extension and support services is 
important to ensure that their specific needs for 
technical skills are appropriate and lead to a more 
effective and efficient use of modern inputs most 
suitable to the local agronomic and socio-economic 
environment. Moreover, such a participatory 
approach not only creates a better link between 
researchers, extension agents and farmers but 
empowers farmers to participate more actively in the 
marketplace, both as buyers of inputs and sellers of 
output. The inclusion of input suppliers in trainings, 
related to business management and on the proper 
use of inputs, would also extend links between 
farmers and input traders, even promoting the input 
dealers to serve as private extension agents.

For fertilizer use in particular, sufficient research 
should be dedicated to providing specific 
recommendations in different environments and 
cropping systems and, in the process, be integrated 
with the enforcement of fertilizer laws and 
regulations. Either among the extension agents 
or other government agencies, inspectors must 
be sufficiently trained and knowledgeable to be 
effective in policing and enforcing fertilizer laws and 
regulations. The development and establishment of a 
market information system, in addition to accessing 
extension information and regulations, would help 
create greater transparencies in conducting commerce 
between farmers and agro-dealers and/or traders.
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