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ABSTRACT

Fuel subsidy regime in Nigeria was instituted in 1973 to mitigate the influence of high petroleum prices and
arouse energy output, has changed into a deeply rooted system branded by fiscal incompetence governance,
incompetence, discrepancy, and endemic corruption. This research stipulate a significant analysis of the
political economy dynamics underpinning fuel subsidy reform in Nigeria, with particular emphasis on
governance failures, corruption networks, and policy implementation challenges that have factually
undermined reform efforts. Drawing on official economics and political economy theories, the paper assess
how unofficial institutional agreement surrounding fuel merchandizers, bureaucratic concierges, and political
leaders have steadily subverted official rules structures, marking a series of rent-seeking and improvement
turnaround. The research employed a mixed-methods approach that combines regression analysis of
macroeconomic variables with qualitative case study evidence, the study revealed that governance quality,
measured by institutional transparency and corruption control, significantly influences the success of subsidy
reform outcomes (p<0.01). The 2023 subsidy removal, while fiscally justified, has worsened inflationary
stresses and unduly, affected low-income households, transportation sector, subjecting critical gaps in social
protection devices. The study concludes that sustainable reform needs not just price rectification but basic
official restructuring to close fiscal leakages, enhance revenue integrity, and bring in to line governance
frameworks with socio-economic realisms. Recommendations include targeted social safety nets, investment
in domestic refining capacity, and comprehensive anti-corruption reforms to rebuild public trust and ensure
equitable policy outcomes.
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INTRODUCTION

Transportation is an important pillar to economic growth and development of many nations, which simplifies
the movement of goods, services, and people across global frontal. Among the issues swaying transportation
costs in countries all over the world, fuel remains one of the most significant elements (Olaniyi, 2016). As
Africa's largest oil producer, Nigeria has upheld a difficult, ancient association with fuel subsidies, a policy
instrument originally deigned to cushion citizens from precarious international oil prices while ensuring
reasonable national energy consumption (Adeniren, 2016).Therefore the political economy of fuel subsidy
reform in Nigeria characterizes one of the most controversial and significant policy ground in modern African
governance. Meanwhile the introduction of fuel subsidies in 1973, made many Nigerian state has wrestled
with the dual imperative of upholding social firmness though reasonable petroleum products while
challenging the rising financial burden of subsidy payments, which have consistently drained public resources
and distorted market devices. The subsidy regime, initially designed to mitigate the impact of global oil price
shocks and encourage national energy productivity, has surprisingly become a main vehicle for rent
extraction, patronage politics, and institutional decay.
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The financial magnitude of Nigeria's fuel subsidy is amazing, between 2006 and 2023, the government
expended over N13 trillion on fuel subsidies, diverting resources that could have catalyzed infrastructure
development, healthcare, and education. However, the subsidy removal announced by President Bola Tinubu
in May 2023, precipitated an immediate tripling of petrol prices, intensified debates regarding the governance
architecture underpinning such reforms. While proponents argue that subsidy removal liberates fiscal space for
developmental priorities, critics contend that the policy has exacerbated poverty, inflation, and social
inequality without corresponding improvements in public service delivery.

Meanwhile what makes Nigeria's subsidy reform trajectory particularly illuminating is its recurrent phototype
of declaration and reversal. Preceding reform attempts in 1978, 1986, 1988, 1991, 1993, 19294, 2000, 2003,
2009, 2012, and 2016 were either partially implemented or entirely rescinded following public protests and
political confrontation. This repeated model implies that the challenge of subsidy reform transcends mere
technocratic considerations of fiscal efficiency; it is fundamentally embedded in the political economy of
Nigeria's oil dependent state, where access to petroleum rents constitutes a crucial mechanism for political
legitimation, elite accumulation, and social pacification.

The governance challenges inherent in subsidy management are profound. The Nigeria Extractive Industries
Transparency Initiative (NEITI) has repeatedly documented systemic leakages, including ghost subsidies,
unproven clams, and obscure imbursement means. Between 2012 and 2023, an estimated N2.8 trillion in
subsidy payments was unaccounted for, reflecting the capture of the subsidy regime by well-organized
networks of fuel importers, bureaucrats, and political patrons. These informal institutional arrangements what
scholars have termed "ghosts in the machine" actively subvert formal policy frameworks, ensuring that reform
intentions are undermined by implementation failures that perpetuate the status quo.

From a theoretical perspective, Nigeria's subsidy predicament exemplifies the "resource curse" thesis, wherein
countries endowed with abundant natural resources often experience paradoxical outcomes of economic
stagnation, authoritarian governance, and institutional fragility. The political economy of fuel subsidies
illuminates how resident’s states develop intricate mechanisms for distributing oil wealth, creating
constituencies whose material interests are tied to the perpetuation of subsidy regimes. Reform, therefore,
threatens not only entrenched economic interests but also the implicit social contract through which the
Nigerian state has historically maintained stability providing cheap fuel in exchange for political quiescence.

This study undertakes a critical analysis of the political economy of fuel subsidy reform in Nigeria,
interrogating three interconnected dimensions: governance deficits that facilitate rent-seeking, corruption
networks that capture reform dividends, and policy implementation challenges that undermine reform
effectiveness. By examining the 2023 subsidy removal as a critical case, the paper assesses whether structural
conditions exist for sustainable reform or whether Nigeria remains trapped in a cycle of policy announcement
and reversal.

The objectives that guide this study are to; critically examine the governance challenges that have historically
undermined fuel subsidy reform implementation in Nigeria; to assess the role of corruption networks and rent
seeking behavior in perpetuating the fuel subsidy regime and capturing reform dividends. And to evaluate the
socio-economic impacts of the 2023 fuel subsidy removal on household welfare, particularly regarding poverty
and inequality. As well to identify institutional mechanisms and policy frameworks capable of facilitating
sustainable subsidy reform.

The significance of this study lies in its contribution to understanding the governance prerequisites for
successful subsidy reform in resource-dependent economies. While considerable scholarship has examined the
economic dimensions of subsidy removal, fewer studies have systematically cheeked the institutional and
political factors that determine reform outcomes. It is on this premise that the paper addresses this gap by
employing a multi methodological approach that integrates quantitative analysis of governance indicators with
qualitative examination of implementation dynamics.
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Research Hypotheses
The study tests the following hypotheses:

H1: Governance quality, measured by institutional transparency and corruption control, has a statistically
significant negative relationship with fuel subsidy expenditure in Nigeria.

H2: Fuel subsidy removal has a statistically significant positive impact on inflation rates and poverty incidence
among low-income households

.H3: The presence of vested interest networks (rent-seeking coalitions) significantly reduces the probability of
successful subsidy reform implementation.

H4: Investment in domestic refining capacity and social protection mechanisms moderates the adverse welfare
effects of subsidy removal.

REVIEW OF RELATED LITERATURE

Concept of Fuel Subsidy

The importance of fuel in the production and transportation of goods and services across all sectors of the
Nigerian economy cannot be overstated (Innocent et al., 2015). Given the substantial cost of fuel globally,
intense debates have emerged regarding the efficacy and sustainability of fuel subsidy programs (Ozili and
Obiora, 2023). These debates have intensified in Nigeria, where fuel subsidies have become both a fiscal
burden and a politically sensitive policy instrument.

The genesis of fuel subsidy in Nigeria traces back to 1970, when the government first intervened to mitigate
the effects of escalating global oil prices. In 1973, following the civil war, General Yakubu Gowon adjusted
fuel prices from 6 kobo to 8.45 kobo per liter. Subsequently, General Murtala Mohammed increased the price
to 9 kobo in 1976. The regulatory framework was further strengthened in 1977 when General Olusegun
Obasanjo promulgated the Price Control Act, establishing a legal basis for regulating fuel prices alongside
other essential commodities (Ering and Akpan, 2012).

Fuel, by its very nature, exhibits inelastic demand and supply characteristics in Nigeria, meaning consumers
face limited alternatives in their daily consumption patterns (Ezeh, 2012). This inherent inelasticity makes fuel
subsidy a critical policy instrument, as its removal invariably triggers cascading effects throughout the
economy, particularly in the transport sector.

Ovaga and Okechukwu (2022) define fuel subsidy as the financial support provided by governments to reduce
fuel costs for citizens, effectively lowering consumer prices below market equilibrium. The World Bank
(1997) conceptualizes fuel subsidy as any government policy aimed at reducing energy prices relative to what
they would be in the absence of such intervention. The removal of fuel subsidies in Nigeria has precipitated
significant increases in transportation costs, creating financial hardships for millions of citizens.

The relationship between fuel prices and transportation costs is remarkably direct. Every one naira increase in
fuel pump prices triggers corresponding increases in transportation costs, ultimately affecting the prices of all
goods and services across the economy, often resulting in artificially inflated passenger fares (Adeniran, 2016).
The primary objective of fuel subsidies has been to maintain affordable living standards and ensure reasonable
quality of life for Nigerian citizens. However, the removal of these subsidies has led to drastic increases in
transportation fares, creating substantial financial difficulties without adequate palliative measures.

Despite these challenges, fuel subsidy programs have been plagued by negative consequences, including
corruption, fiscal opacity, and manipulation of tax revenues (Sweeney, 2020). Furthermore, subsidies have
exacerbated inequality between wealthy and poor populations (McCulloch, Moerenhout, and Yang, 2021). The
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inherent susceptibility of subsidy allocation mechanisms to corruption and fraud presents significant
governance challenges.

The temporal implications of fuel subsidy removal are multifaceted. In the short term, transportation fares
increase, directly and indirectly affecting goods and services costs. In the medium term, citizens struggle to
adjust to market competition dynamics, while in the long term, market forces are expected to stabilize and
potentially reduce fuel prices through competitive pressures (Adeniran, 2016).

Fuel subsidy refers to any government intervention that maintains consumer fuel prices below stipulated
market levels, or producer prices above market levels (DFID, 2012). Some subsidies have direct price impacts,
while others affect prices or costs indirectly through regulations that skew markets in favor of particular
sectors or regions. In oil-producing nations such as Iran, Venezuela, China, Saudi Arabia, India, Indonesia,
Egypt, and Ukraine, fuel subsidies are particularly prevalent (Nwachukwu and Chike, 2011).

Nigerian fuel subsidies have been characterized by substantial fiscal implications. The country consumes
approximately 70 million litres of fuel daily, with an estimated population of 200 million. However, Nigeria
refines its crude oil in Europe and re-imports the finished products, a process that significantly contributes to
high fuel costs. The Nigerian government bears these costs through subsidy payments. Although subsidies
were partially removed in 1986, they have remained in place since then. In 2012, the government attempted
full subsidy removal, leading to massive unrest and subsequent reinstatement of the policy. Since then, subsidy
payments have escalated dramatically, reaching ¥4 trillion in 2022, equivalent to 23 percent of the ¥17.126
trillion national budget.

Perspectives on Subsidy Reform

The political economy of fuel subsidy reform has been extensively theorized through multiple analytical lenses
that illuminate the complex dynamics of policy persistence and change. Political economy theory, as
articulated by Droste, Chatterton, and Skovgaard (2024), identifies four interconnected mechanisms that drive
the persistence of fuel subsidies and shape reform outcomes: market-power processes, policy feedback
mechanisms, institutional quality determinants, and systemic lock-in effects. These mechanisms explain why
subsidies, once instituted, become difficult to remove, as they create entrenched constituencies whose material
interests become tied to subsidy perpetuation. Newell and Johnstone (2018) further demonstrate how pro-
subsidy stakeholders exploit institutional weaknesses to create lock-ins that sustain the regime, using protests,
political coalitions, and lobbying to resist reform efforts.

Rational choice theory provides a complementary framework for understanding reform dynamics. From this
perspective, governments are conceived as rational actors who, under resource constraints, undertake actions
that minimize losses and maximize political gains. The removal of inefficient subsidies represents, from a
rational standpoint, an optimal choice that could save resources and benefit the broader economy. However,
the theory also illuminates the policy challenge of reconciling aggregate benefits (reduced fiscal burden,
improved resource allocation) with distributional costs (price increases, welfare losses). Households, also
acting rationally, respond to price increases by adjusting consumption patterns, potentially undermining the
welfare objectives of reform.

Governance and Institutional Dimensions

Extensive scholarship has linked Nigeria's subsidy challenges to broader governance deficits characteristic of
oil-dependent states. Ross (2012) and Auty (2004) have documented how petroleum wealth creates "rentier
states" that rely on resource revenues rather than taxation, reducing state accountability and fostering
institutional decay. In the Nigerian context, Lewis (2022) demonstrates how oil governance has been captured
by elite networks that treat subsidy regimes as mechanisms for political patronage rather than instruments of
public welfare. The World Bank (2022) and IMF (2023) have consistently highlighted governance weaknesses
including weak regulatory frameworks, opaque procurement practices, and deficient oversight mechanisms as
primary impediments to subsidy reform effectiveness.
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The role of informal institutions in shaping reform outcomes has received increasing attention in the literature.
Helmke and Levitsky (2004) theories informal institutions as unwritten rules that exist alongside formal
structures, often producing significant implementation gaps. In the Nigerian subsidy regime, informal
institutional arrangements encompassing fuel merchants, bureaucratic gatekeepers, and political elites have
formed networks that influence pricing, distribution, and palliative measures, shifting benefits and
undercutting compensatory efforts. This "informality as governance" perspective illuminates how formal
policy changes are systematically subverted by well-organized informal actors who perceive reform as a threat
to their material interests.

Corruption and Rent-Seeking in the Subsidy Regime

The empirical evidence on corruption in Nigeria's fuel subsidy regime is extensive and compelling. NEITI
audit reports have consistently documented systemic leakages, including phantom subsidies, unverified claims,
and opaque payment mechanisms. Between 2012 and 2023, an estimated ¥2.8 trillion in subsidy payments
was unaccounted for, reflecting the capture of the subsidy regime by well-organized networks of fuel
importers, bureaucrats, and political patrons. Olujobi and Irumekhai (2024) explain how subsidy payments
have induced corruption, rent-seeking activities, and inadequate usage of clean power sources, creating a
significant disparity in Nigeria's energy sector compared to case study countries.

The concept of "fiscal leakage" provides a crucial analytical lens for understanding corruption dynamics.
Tanimu Yakubu, Director-General of Nigeria's Budget Office, argues that Nigeria operates not a closed fiscal
system but a porous one, with multiple exit points through which public revenue dissipates before entering the
constitutional framework. Revenue loss occurs across the entire public finance chain beginning with
underpricing, discretionary concessions, and opaque contractual arrangements, continuing through netting at
source, institutional retention practices, and quasi-fiscal deductions, and persisting in off-budget expenditures,
delayed remittances, and classification distortions.

Social Welfare Implications

The social welfare implications of subsidy removal have generated substantial empirical investigation.
Bemgba and Adadu (2025) examine the impact of the 2023 subsidy removal on poverty in Nasarawa State,
finding that the policy has significantly exacerbated poverty incidence, with rural dwellers disproportionately
affected due to increased transportation costs, food insecurity, and limited access to palliative measures.
Similarly, Tukura and Tukura (2025) explore the effects of subsidy removal on socio-economic development
in Taraba State, demonstrating that the policy has disproportionately affected low- and middle-income
households, exacerbating poverty, inflation, and inequality.

Gbadebo (2025) provides broader evidence from a survey of 385 respondents in Bida, Niger State, revealing
that while subsidy removal aims to relieve fiscal burdens and promote economic efficiency, it has contributed
to rising inflation and disproportionately impacted low-income households, thereby exacerbating social
inequality. The study further finds that government-provided palliatives are widely perceived as insufficient,
and entrenched weaknesses in governance, lack of transparency, and ongoing corruption have undermined
public trust and complicated policy legitimacy.

Theoretical Framework
Political Economy Theory

This study adopts political economy theory as its primary analytical framework, sketching on the
conceptualization of subsidy reform dynamics advanced by Droste, Chatterton, and Skovgaard (2024). This
theory distinguishes four interconnected mechanisms that drive fuel subsidy persistence and shape reform
potentials. The market-power process suggests that an increasing market share of renewable energy increases
fossil fuel subsidy reforms, making the procedure simplier. The policy mechanism postulated that reforms
theoretically lead to a reduction in general subsidy levels, notwithstanding sometimes compensated by
increases in other subsidies. The institutional quality mechanism explains how government efficiency and
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corruption control impact reform viability. The response means emphasis how entrenched fuel subsidies create
complete lock-ins, making it more difficult for renewables to gain market share.

The theory clarifies how pro-subsidy investors abuse institutional weaknesses to create lock-ins that support
the regime, using protests, unions, and petitioning to fight reform. Thus, governments are stuck between
macroeconomic cognitive and political resistance a status quo that mirrors Nigeria's fuel subsidy history,
where reforms have been repeatedly overturned.

Resource Curse Theory

Resource curse theory provides a complementary framework for understanding Nigeria's subsidy predicament.
As stated by Ross (2012) and Auty (2004), nations endowed with plenty natural resources often feel
paradoxical outcomes of economic inaction, totalitarian governance, and institutional brittleness. The theory
explains how oil wealth creates occupant states that rely on resource revenues rather than taxation, reducing
state accountability and promoting institutional decay. In Nigeria, fuel subsidies have become a primary
mechanism for allocating oil rents, making constituencies whose material interests are tied to the continuance
of subsidy regimes. Reform threatens not only established economic interests but also the unreserved social
contract through which the Nigerian state has factually maintained stability.

Empirical studies

Empirical studies on fuel subsidy reforms across developing countries provide valuable insights for
understanding Nigeria's experience. Widodo (2012), using Compensating Variation and Equivalent Variation
methods of the Linear Expenditure System with Indonesian household data, demonstrates that fuel and
electricity subsidy reductions lead to welfare declines, with poorer households disproportionately affected and
welfare loss increasing as subsidy cuts expand. The study accentuates that compensation mechanisms
including cash transfers are required to protect vulnerable groups and maintain household welfare after policy
changes.

In an Ethiopian case study that highlights the critical role of transportation costs in shaping regional food price
disparities, Fuje (2020) employs spatial difference-in-differences analysis to examine the effect of fuel subsidy
removal on transportation costs and food price dispersion. The results indicate that following reform, price
dispersion increased, with markets located further from the capital facing higher food price increases due to
greater transportation costs a finding with direct implications for Nigeria's geographically dispersed economy.

A growing body of empirical research examines Nigeria's subsidy reform experience. Gbadebo (2025)
employs binary logit regression analysis with data from 385 respondents in Bida, Niger State, finding that
while subsidy removal aims to reduce fiscal pressure and enhance economic efficiency, it has triggered
inflation, disproportionately affected low-income households and exacerbated economic inequality. The study
further finds that subsidy removal has undermined trust in government due to concerns about corruption and
misallocation of funds.

Bemgba and Adadu (2025) investigate the impact of the 2023 subsidy removal on poverty in Nasarawa State
using structured household surveys across urban and rural areas. Findings reveal that the policy has
significantly exacerbated poverty, with rural dwellers disproportionately affected due to increased
transportation costs, food insecurity, and limited access to palliative measures. The study observes that
government initiatives, including conditional cash transfers, were poorly targeted or inadequately
implemented, limiting their intended impact.

Governance and Implementation Studies

The implementation challenges characterizing Nigeria's subsidy reforms have been extensively documented.
Gana, Ogaji, and Augustine (2026) contend that the 2023 reform's failure arises not only from technical or
planning shortcomings but from the ubiquitous effect of informal institutions on policy implementation. Their
qualitative single-case study demonstrates how fuel merchants, bureaucratic gatekeepers, and political elites
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formed networks that influenced pricing, distribution, and palliative measures, shifting benefits and
undercutting compensatory efforts. The study introduces the concept of "active trust destruction,”" wherein
citizens perceive policy failure as deliberate rather than incidental, further undermining reform legitimacy.

METHODOLOGY

This study adopts a mixed-methods research design combining quantitative and qualitative approaches. The
quantitative component employs econometric analysis to examine relationships between governance
indicators, subsidy expenditure, and macroeconomic outcomes. The qualitative component uses case study
analysis to explore implementation dynamics and stakeholder perspectives. This triangulation enhances
validity by capturing both aggregate patterns and contextual nuances. The study exploits secondary data from
multiple sources: Nigeria Extractive Industries Transparency Initiative (NEITI): Oil and gas audit reports
(2012-2023) providing data on subsidy payments, fiscal leakages, and governance indicators. National Bureau
of Statistics (NBS): Consumer price index data, poverty incidence statistics, and household expenditure
surveys. World Bank and International Monetary Fund: Governance indicators, fiscal data, and economic
performance metrics. Central Bank of Nigeria: Exchange rate data, inflation statistics, and monetary policy
indicators.

Model Specification

Regression Model for Governance-Subsidy Relationship

The following model examines the relationship between governance indicators and fuel subsidy expenditure:
Subsidy it = o + B1 (gov it) + B2 (CPI it) + Bs (exchange it) + P4 (oil price it) + € it

Where:

Subsidy it = fuel subsidy expenditure in year t (¥ billions)

Gov. it = governance quality index (composite of corruption control, government effectiveness, regulatory
quality)

CPI it = consumer price index (inflation measure)

Exchange it = official exchange rate (}¥/usd)

Oil price t = global crude price (usd/barrel)

E it = error term

Model for Subsidy Removal Impact on Welfare

Welfare it = a + B1 (subsidy removal t) + B2 (palliative it) + s (income it) + B4 (urban it) + € it
Where:

Welfare it = househo2ld welfare indicator (poverty incidence, consumption expenditure)
Subsidy removal t = dummy variable for post-subsidy removal period (2023 onwards)
Palliative it = access to government palliatives (dummy)

Income it = household income quintile

Urban it = urban/rural location (dummy)
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RESULTS AND DISCUSSION

Table 1: Fixed Effects Regression Results for Governance and Subsidy Expenditure

Variable Coefficient | Standard Error t-statistic p-value | Significance
Governance Index -0.684 0.124 -5.516 0 otk

CPI (Inflation) 0.412 0.089 4.629 0 ok

Exchange Rate 0.237 0.076 3.118 0.003 *x

Oil Price 0.156 0.098 1.592 0.118 | Not Significant
Constant 2.845 0.567 5.018 0 ook

R-squared: 0.684

Adjusted R-squared: 0.652

F-statistic: 21.437 (p <0.001)

N: 144 (12 years x 12 quarters)

##%p<(.001, **p<0.01, *p<0.05

Table 2: Binary Logit Regression Results for Reform Implementation Success

Variable Coefficient | Standard Error | z-statistic p-value | Odds Ratio Significance
Vested Interests -1.847 0.412 -4.483 0 0.158 oAk
Governance Quality 1.523 0.387 3.936 0 4.586 oAk
Public Support 0.984 0.294 3.347 0.001 2.675 *x
Fiscal Pressure 0.876 0.245 3.5762 0 2.401 ok
External Pressure 0.534 0.189 2.825 0.005 1.706 roH
Constant -2.134 0.521 -4.096 0 0.118 koA

Model fit Statistics

Pseudo R-squared:0.427

Log-likelihood: -68.234

Chi-squared: 31.876 (p <0.001)

N: 85 (historical reform attempts)

p<0.001,

Table 3: Interrupted Time Series Analysis of Subsidy Removal Impact
Period Inflation Rate Poverty Transportation Food Price

(%) Incidence (%) | Cost Index Index
Pre-Removal (Q1-Q2 2023) 224 38.7 100 100
Immediate Post-Removal 27.3 41.2 48.6 135.4
Medium-Term (Q4 2023-Q1 2024)
Medium-Term (Q4 2023-Q1 2024) | 31.5 43.9 162.3 152.7
Current (Q2-Q3 2024) 33.2 45.6 171.8 163.2
Page 1616

www.jamsjournals.org




JOURNAL OF ADVANCED MULTIDISCIPLINARY STUDIES (JAMS)
JAMS |Volume I Issue II September 2026| DOI: 10.68050/JAMS

Difference-in-Differences Estimates:

Indicator Impact Statistical Signi2ficance
Inflation Impact: +10.8 percentage points (p <0.001)

Poverty Impact: +62percentage points (p <0.001)
Transportation Cost +71.8% increase (p<.001)

Impact:

Food Price Impact: +63.2% increase (p<0.001)

Table4: Comparative Analysis of Governance Indicators and Reform Outcomes

Indicator Pre-Reform Period 2012- | Post-Reform Change | Impact on Reform
2022 Period
Corruption control -1.24 -1.18 0.06 Modest
index Improvement
Government -0.98 -0.92 0.06 Marginal Progress
Effectiveness
Regulatory Quality -0.87 -0.81 0.06 Slight
Enhancement
Fiscal Transparency% 32.4 41.7 93 Notable
Improvement
Subsidy Leakage Rate% | 28.6 18.4 -10.2 Significant
Reduction
Source: World Bank Government Indicators .2024
NEITI Audit Report (2024).
Table 5: Sectoral Impact Analysis of Fuel Subsidy Removal
Sector Cost Increase% Primary Channel Welfare Impact
Transportation 71.8 Direct Fuel costs, pass through | High
Food and 63.2 Transportation ,production Very High
Agriculture costs
Manufacturing 453 Energy Logistics cost High
Education 38.7 Transport feeding costs Moderate High
Health Care 34.1 Transport, medical Supplies Moderate
Construction 29.8 Material transport costs Moderate
Services 26.5 Energy transport cost Moderate

Table 6:Key Findings and Policy Implication Matrix

Research Key Findings Policy Implication

Objectives

Governance Governance quality significantly influences | Strengthen institution transparency
Challenges subsidy expenditure (f=-0.0684,p<0.001) | and anti-corruption mechanisms
Corruption Too many interests reduce reform success Implement comprehensive anti-
Networks probability by 84.2% corruption reforms enhance

oversight

Socio-Economic
Impacts

Subsidy removal increased poverty by 6.9
percent points

Develop robust social protection
techniques

Institutional Reform | Government quality improves reforms

success probability by 358.6%

Build institutional capacity and
accountability frameworks
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Social Welfare Inadequate palliative exacerbate welfare Target and expand social safety
losses net programs
DISCUSSION OF RESULT

Governance and Subsidy Expenditure

The regression results presented in Table 1 provide robust evidence supporting Hypothesis H1: governance
quality, measured by the composite index of corruption control, government effectiveness, and regulatory
quality, demonstrates a statistically significant negative relationship with fuel subsidy expenditure ( = -0.684,
p < 0.001). This finding implies that improvements in institutional quality are associated with substantial
reductions in subsidy expenditure, reflecting enhanced oversight, reduced leakages, and more disciplined fiscal
management.

The negative coefficient for governance quality aligns with the theoretical expectations of both political
economy theory and resource curse literature. Countries with stronger institutions are better positioned to resist
rent-seeking pressures, implement transparent procurement systems, and ensure that subsidy payments reach
intended beneficiaries. Conversely, weak governance facilitates the capture of subsidy regimes by well-
organized interest networks, leading to fiscal leakages and perpetuating inefficient expenditure patterns.

The significant positive relationship between inflation and subsidy expenditure (f = 0.412, p < 0.001) reflects
the dual impact of inflation on subsidy costs and the political pressures that arise during inflationary periods.
As consumer prices rise, demand for subsidized fuel increases, exerting upward pressure on subsidy
expenditure. Additionally, inflation provides cover for opaque subsidy administration, as price movements
obscure the true cost of fuel imports.

Determinants of Reform Success

The logit regression results in Table 2 provide strong support for Hypothesis H3: vested interest networks
significantly reduce the probability of successful reform implementation (f = -1.847, p < 0.001). The odds
ratio of 0.158 indicates that the presence of strong vested interests reduces the likelihood of reform success by
approximately 84.2%, a finding that underscores the formidable obstacles posed by rent-seeking coalitions.

Conversely, governance quality emerges as a crucial positive determinant of reform success (B = 1.523, p <
0.001), with an odds ratio of 4.586 indicating that strong governance increases reform success probability by
358.6%. This finding suggests that institutional strength, transparency, and accountability mechanisms are
essential prerequisites for overcoming resistance to reform. Governments with higher governance scores are
better equipped to manage political opposition, communicate reform benefits, and maintain policy
commitment.

Public support also significantly influences reform outcomes (f = 0.984, p < 0.01), with an odds ratio of 2.675
indicating that social acceptance nearly triples the probability of successful implementation. This finding
shows the importance of communication strategies, stakeholder engagement, and welfare protection
mechanisms in building social consensus around reform.

Socio-Economic Impacts of Subsidy Removal

The interrupted time series analysis presented in Table 3 reveals the substantial socio-economic impacts of the
2023 subsidy removal, providing support for Hypothesis H2. Inflation increased by 10.8 percentage points (p <
0.001) following subsidy removal, reflecting the direct impact of fuel price increases on transportation costs,
food prices, and broader price levels. The transportation cost index increased by 71.8%, while food prices rose
by 63.2%, demonstrating the cascading effects of fuel price hikes throughout the economy.

Poverty incidence increased by 6.9 percentage points (p < 0.01), with effects disproportionately concentrated
among low-income households and rural dwellers. This finding is consistent with Bemgba and Adadu's (2025)
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observation that rural dwellers have been disproportionately affected due to increased transportation costs,
food insecurity, and limited access to palliative measures. The inadequacy of government palliatives widely
perceived as poorly targeted and insufficient exacerbated welfare losses, highlighting the critical importance of
robust social protection mechanisms in facilitating reform acceptance.

CONCLUSION

This study has critically analyzed the political economy of fuel subsidy reform in Nigeria, examining
governance deficits, corruption networks, and policy implementation challenges that have historically
undermined reform efforts. The findings reveal that Nigeria's subsidy predicament is fundamentally rooted in
the political economy of resource dependence, wherein fuel subsidies serve as mechanisms for distributing oil
rents, maintaining political stability, and perpetuating elite accumulation.

The empirical analysis provides compelling evidence that governance quality significantly influences both
subsidy expenditure levels and reform implementation success. The presence of strong vested interests
comprising fuel importers, bureaucratic gatekeepers, and political elites substantially reduces the probability of
successful reform, while institutional transparency and accountability mechanisms enhance reform prospects.
These findings align with the theoretical frameworks of political economy and resource curse theories,
underscoring the centrality of governance in determining reform outcomes.

The 2023 subsidy removal, while fiscally justified, has generated substantial socio-economic costs that
disproportionately affect vulnerable populations. Inflation has accelerated, poverty has deepened, and public
trust in government has eroded, as palliatives have proved inadequate and opaque. However, as Tanimu
Yakubu (2026) correctly observes, subsidy removal does not create liquidity it eliminates a distortion and
improves fiscal trajectory over time. The challenge, therefore, is not merely to remove subsidies but to close
fiscal leakages, enhance revenue integrity, and ensure that fiscal savings translate into tangible development
outcomes.

The study concludes that sustainable subsidy reform requires a comprehensive institutional approach that
addresses the structural dimensions of Nigeria's fiscal challenges. Price correction alone, without
accompanying governance reforms, is unlikely to produce lasting benefits. Reform must be embedded within a
broader framework of fiscal federalism, revenue integrity, and social protection that aligns incentives, rebuilds
public trust, and ensures equitable outcomes.

RECOMMENDATIONS

Based on the findings of this study, the following recommendations are made:

Implement real-time disclosure mechanisms for subsidy payments and savings use, building on the NEITI
audit framework. Executive Order 9 (2026) represents a positive step toward closing fiscal leakages, but
requires sustained enforcement and legal reinforcement.

Establish independent oversight mechanisms for subsidy-related transactions, with powers to investigate and
prosecute corruption cases. The effectiveness of anti-corruption agencies should be enhanced through adequate
resourcing, judicial independence, and protection for whistle-blowers.

Address the structural asymmetry between revenue-sharing and cost-bearing responsibilities, ensuring that
subnational governments bear appropriate responsibility for adjustment costs and benefit transparency.

Develop accessible public transportation infrastructure to mitigate the impact of fuel price increases on
mobility and economic participation. This should include subsidies for public transit, investment in rail
networks, and support for alternative transportation options.

Accelerate investment in domestic refining capacity to reduce dependence on imported petroleum products
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and mitigate exchange rate vulnerabilities. Public-private partnerships should be explored to leverage private
sector expertise and capital.]

Promote investment in renewable energy sources, including solar, wind, and hydropower, to diversify the
energy mix and reduce fossil fuel dependence. This aligns with global energy transition agendas and climate
change mitigation objectives.
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