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Abstract - This paper examines the politics of petroleum marketing, pricing and subsidy management of OPEC member 
country Nigeria. It takes into consideration the contending forces that operate in the Nigerian energy market Scene. The 
study covers the role of the government in the energy market place in its attempt to shape national and regional development 
interest of the country noting the importance of subsidy management to benefit its citizenry. While the government objective 
is praise worthy, it hardly meets that objective interest because of intractable challenges in the downstream sector. The paper 
also examines subsidy management in select3ed countries to ascertain if there are differences and similarities and if the 
Nigeria situation has a unique character. This is because it is believed that a Cabal exist to control the energy market scene 
such that with or without subsidy removal, it makes no difference for the poor masses access to basic energy resources. 
Notwithstanding there is a good prospect for the way forward. 
 

 
I. INTRODUCTION 
 
The liquid Black Gold or crude oil was discovered in 
Oloibiri in present day Bayelsa State of Nigeriain 
1956 and two years later in 1958, the nation began to 
export oil. Thus, Nigerian oil industry was 
established. The downstream sector of oil industry 
started in 1965 on a joint venture interest between 
British Petroleum and Shell with 50% equity 
participation by the Nigerian Government.  
 
However in the beginning Oil operation was in hands 
of private foreign Multinational Corporations who 
monopolized the technology of exploration, 
production, transportation and marketing of 
petroleum products, but the government soon joined 
hands with the foreign oil companies by 
strengthening its bargaining power and participatory 
role by the establishment of state owned Nigerian 
National Petroleum Corporation. Today, the 
government has a major share in all concessions and 
oil business has become interwoven with politics and 
can hardly be separated from political management 
and economic development ofthe country.  
Hence Oil Politics in Nigeria has tremendous 
influence in shaping the national and regional 
development interest of the country while the nation 
began with highly regulated industry operation with 
some periods of selective deregulation depending on 
the public policy interest of the state but recently the 
private sector participants and a very powerful group. 
The Oil marketers have called for total deregulation 
of the petroleum downstream sector of the industry 
where production, distribution and marketing of 
refined products are of special interest to them. 
Though Nigeria could have encouraged more 
liberalization of petroleum market at home but as 
member of OPEC, she is influenced by the 
organization interest in regulations of production and 

pricing of oil in the international market.The political 
economy of deregulation policy of the downstream 
sector began in 1999 when the nation transited from 
military dictatorship to democracy. Prior to the 
transition the nation was under huge subsidy 
regime.We know that Petroleum marketing in Nigeria 
is one of the most profitable businesses and because 
of the lucrative nature of oil business, it is also very 
attractive and vulnerable to both political 
manipulation, mismanagement and corrupt practices, 
as such only relatively few powerful entities with 
cabal strength, operating within the oil industry can 
control it beyond the reach of the poor 
masses.However, the right political of objective of 
government is to enact policies that shape the demand 
and supply of vital energy resource and ensure 
properdistribution that will enhance growth and 
development of the nation. The production and 
distribution of petroleum products, pricing and 
availability of basic fuel supply to meet the citizen’s 
demand of energy resources is vital to the social and 
economic development of the nation. The necessity to 
meet the ever increasing demand of petroleum 
products prompted the government to establish 
refineries in the country. 
Nigeria as a nation and a major oil producing country 
has the potential to sustain the production of 
petroleum products and even export its products to 
the international market.Nigeria should be the energy 
hub of Africa since it is the leading oil producer in 
sub Saharan Africa and leader of ECOWAS 
(Economic Community of West African States). 
Therefore, Nigeria has the capacity to create a 
conducive and enabling environment that will 
establish and promote exportprocessing zones (EPZ) 
through enactment of oil and gas export free zone that 
gives incentive for profitable business operations to 
both local and foreign investors, with added especial 
incentive to include exemption from Taxes/levies, 
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import and export duties, repatriation of foreign 
capital investment and transfer of technology. Indeed 
Nigeria has established few export processing zones 
to promote trade and development to benefit its 
citizenry but there are still intractable challenges in 
the energy sector, particularly the problem of the ever 
increasing demand for petroleum products and 
inability of the government to meet the demand of its 
citizenry.  
 
The major problems faced by Energy sector are as 
follows: 
 The government has not effectively and 

efficiently met the demand and supply as well as 
the distribution of petroleum products to meet the 
need of the masses of its teaming population.  

 Part of the problem is the political interference in 
the energy market lacking reliability of 
production, operations and marketing of refined 
products to meet the standards of expectation. 
The government even had a plan for 
turnaroundmaintenance for refineries embarked 
by NNPC to increase fuel supply through 
rehabilitation of refineries towards 90% capacity 
utilization per streamday before the end of 2019. 
But regrettably on the negative side according to 
the Nation Editorial January 30, 2018 stated 
thatfinding solutions to the obsolete public 
owned refineries that have constituted a drain on 
the country’s economy has become a Gordian 
knot. Regrettably these refineries instead of 
refining petroleum products for Nigerians have 
become conduits for creaming into private 
pocket… 

 The problem is further exacerbated by erratic and 
uncontrollable fluctuation of pump price of fuel 
at the filling stations such that whether there is 
regulation or deregulation of government policy, 
the petroleum products distributed often 
encounter serious abnormalities to consumers 
who remain victims of systemic irregularities. 
The so called subsidy went into the pockets of 
the rich. 

 The consuming masses and the poor in particular 
are the victims of the greed inherent among Oil 
marketers and the unscrupulousbehavior of some 
government officials who dubiously live large on 
the subsidies intended to benefit the citizenry As 
such with or without subsidy the supply of 
refined products (like kerosene, cooking gas and 
motor fuel) often meet with unusual periodic fuel 
scarcity and high prices. The government was 
spending an average of N700 million daily on 
subsidy but the removal of fuel subsidy did not 
bring succor to the people. Subsidy was good 
policy for the poor but hidden, scams under the 
appearance of cabal control killed it to the 
detriment of the people and thus the subsidy 
served to benefit the rich. 

 

The advent of real subsidy regime in Nigeria began in 
October 2003 when the government directed NNPC 
to begin purchase of domestic crude at internal 
market price without a corresponding liberalization of 
regulated price of petroleum products.  
At the same time, the NNPC did not receive the cash 
payment of subsidy from the government according 
to NNPC official Abdul Razak 
With the removal of subsidy the masses still pay 
more as a consequence, the removal of subsidy ended 
in more fuel scarcity, severe shortages hoarding, 
panic buying and eventually energy crisis and nation-
wide strikes by labour union with limited 
compromises but no lasting solution as experienced 
in both Jonathan and Buhari’s administrations.There 
is another critical post subsidy removal challenge – 
the unpaid subsidy balance worth 170 billion owed by 
the government between 2006 to 2015. 
Over this background, Can Nigeria learn from other 
nations on subsidy management? 
What then is Nigeria’s unique character in energy and 
development administration? 
To better understand the Nigerian character, one 
needs to know the challenges on the causes and 
curses of oil wealth and its management. First let us 
reflect on Moses Naim, former Venezuelan Minister 
of Industry and Trade on his contribution to the 
management of oil wealth by OPEC member country. 
It will help to explain the realities of the Nigerian 
condition. According to Naim, in countries without 
well-developed democratic institutions, and easily 
manipulated public sector, oil becomes more of a 
curse than a blessing: “it breeds corruption, 
inequality, jobless growth and power struggles that 
naturally concentrates on the control of the main, and 
often the only significant, national industry. Oil also 
gives the government enormous power and autonomy 
as it provides it with revenues that do not depend on 
taxing the voters. They, in turn, are served from their 
elected officials who easily become unresponsive and 
unaccountable thanks to the capacity to allocate 
immense financial resources at their disposal.” 
Another critical observer Harold James reflected on 
the Death throes of oil reflected on the pragmatic 
essentials of Naim’s position when he stated… 
weakening oil prices undermine the authoritarian 
regimes that control the main producers 
Given the special character and attributes as observed 
by Moses Naim and Harold James, Let us now review 
empirical studies and findings in selected OPEC and 
non-OPEC countries on Subsidy Management. The 
basis for which we can identify the similarities and 
differences among countries and also possibly 
identify what is unique to Nigeria. Before then let us 
have some conceptual insights on subsidy. 
Understanding the Politics and Economics of Subsidy 
The incidence of subsidy is nothing new in the 
history of Nations. Subsidy may be “imposed or 
removed at the instance of the Government with view 
to correct market imperfections or seek a desired 
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equilibrium in product supply and demand in the 
interest of public welfare. However, the politics of 
subsidy remains a controversial public good in any 
Nation that practices it. Historically, the economics of 
subsidy has been a means to render monetary 
assistance by the government to support the masses or 
an enhancement to enterprise production of a good 
that the free market system does not support (with the 
view to create better welfare for the masses or 
wellbeing of the Nation). Hence, for example the 
United States Government could impose Tax to 
provide for the general welfare of its people and at 
same time have the power to coin money and regulate 
its value. With respect to subsidy, it is an historical 
fact that the British Parliament took away the King’s 
authority to Tax and gave a tax based subsidy for the 
King to live on. The Government can give and take it 
again. 
Nevertheless, in general the imposition of subsidy is 
intended to increase demand or supply to bring new 
equilibrium to public welfare. However, Government 
can also use subsidy to limit competition and raise 
price at which producers could sell products by 
means of tariff protection but subsidy could also 
induce market distortion. Therefore, subsidy policy 
creates market inefficiency that rewards some groups 
at the expense of others. 
For studies in many countries reviewed, it is 
generally noted that the main barriers to fuel subsidy 
reform are generally political. A move to eliminate 
subsidies can face popular resistance as well as 
resistance from vested interests. Efforts can also be 
complicated by a country’s low institutional capacity. 
In a lower oil price environment, the risk of a sharp 
short-term increase energy cost from subsidy removal 
is drastically reduced. This can decrease the intensity 
of popular opposition as well as from vested interests 
to reform.  
One potential downside of low oil prices is that it 
may undermine the political will for a government to 
undertake reforms. While a lower price environment 
supports taking action, lower prices also reduces the 
cost of the subsidies and, therefore, reduce the fiscal 
pressure on oil importing countries to reform 
subsidies.To further mitigate the risk of public 
backlash, government should rapidly replace 
subsidies with social policies, cash transfers, and 
other productive investments that benefit the poor and 
other immediate losers from fuel subsidy reform. 
Resent reforms by Indonesia and Malaysia illustrate 
that governments can capitalize and act swiftly to 
remove fuel subsidies. While these government has 
changed the regulated prices of fuels before, some of 
their recent reforms have removed fuel subsidy 
mechanisms altogether. 
A review of selected country studies according to a 
recent World Bank report, after the recent round of 
reforms, energy subsidies in Egypt, Tunisia, and 
Yemen still account for more than 5 percent of GDP. 
Subsidies are even higher among oil-producing 

countries \, such as Algeria, Iran, Iraq, and Saudi 
Arabia, exceeding 10 percent of GDP (World Bank 
2014). The heavy spenders on subsidies are not 
necessarily those best positioned and fined to finance 
them. The world bank report further notes that in the 
Middle East and North Africa, a region that accounts 
for 48 percent of the world’s energy subsidies (based 
on pretax subsidies), a number of countries are 
running large fiscal deficit’s – a whopping 13 percent 
of GDP in Egypt and Jordan, and 7 percent in 
Tunisia, Yemen, and Lebanon. Their subsidies crowd 
out public spending on health, education, and 
investment, often threatening the sustainability of 
public debt. 
The recent decrease in global oil prices took the 
international community by surprise, and the long-run 
effect of this structural change in the world economy 
on fuel subsidies remains to be seen. If governments 
that have already had success with their reforms are 
willing to share information about their strategies and 
experiences –an action that would bring reputational 
benefits to these governments by highlighting their 
bold and savvy reforms-then international 
organizational and civil society groups can help 
disseminate this information to others. 
For instance in U.S.A., Petroleum use (gasoline) 
subsidy favoured U.S. Defense policy by reducing the 
use of alternative energy. 
From the perspective of COASE THEOREM, it 
seems that The tanker operators have the rights to 
ship as much as they want, the amount of oil that is 
shipped is exactly the same-In this sense we apply 
Coase Theorem that says: 
If property rights are well-defined and cheaply 
enforceable and transferable, the final allocation of 
productive resources is independent of their initial 
ownership. 
It simply means that tanker operators have the right to 
decide how much oil will be shipped.  In essence, the 
Coase Theorem implies that if transactions costs are 
low, the efficient rate of output will be reached, 
regardless of who initially owns the property rights.  
The theorem does not imply that people are 
indifferent about who has the rights; indeed, people 
do care, because the initial distribution of rights 
implicitly determines the distribution of wealth. 
When other entities have the rights, the operators 
must bribe them; when the tanker operators start off 
with the rights, they are recipients, rather than the 
payers, of the bribe.  Thus, whoever receives the 
rights initially is wealthier than they otherwise would 
be.   
Nevertheless, although a change in the allocation of 
property rights changes the distribution of wealth, as 
long as transactions costs are low, such as a change 
will have no impact on how productive resources are 
used. 
Asking that subsidy should be removed means that 
the poor will pay more for a commodity that they do 
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not even get when the government supposedly pays 
billions to subsidize it. 
The Managing Director, Pipelines And Product 
Marketing Company, Mr. Haruna Momoh, said the 
figures of kerosene supplied in 2010, 2011, and 2013 
were 2.5 trillion metric tonnes, 1.9 trillion metric 
tonnes, 2.6 trillion metric tonnes and 2.6 trillion 
metric tonnes respectively… Several investigations 
have revealed the payment of subsidy on kerosene is 
a cash cow for some major oil marketers alongside 
buddies of government who massively benefit from 
the scheme. The scam in the subsidy payments on the 
commodity has been robust, forcing the lower 
legislative chamber to institute a probe with a view to 
cleaning the Augean stables.The chairman, house 
committee on petroleum (downstream), Mr. Dakuku 
Peterside, had said that the federal government spent 
N110bn on kerosene subsidy in 2010, N32bn in 2011 
and N200bn in 2012, totaling N634bn within the 
three years.He said “in the year 2010, we spent N110, 
068, 533, 988 to subsidies kerosene. This is not the 
cost of kerosene but the cost of subsidizing the 
product alone. In 2011, it got worse and the 
government spent N324, 089,961,319 on kerosene 
subsidy. Although we have yet to reconcile this, we 
spent N200bn in subsidizing kerosene in 2012. So, in 
three years, we have spent N634bn subsidizing 
kerosene. This is one-third of what we spend in a year 
on capital budget. 
 
II. THE SUBSIDY SCAM QUESTION 
 
When the past governor of the central bank of 
Nigeria, Mr. Lamido Sanusi, raised the alarm that $20 
billion of the $67bn from crude oil sales payable to 
the federation account was yet to be accounted for the 
Nigerian National petroleum corporation said it 
expended about 80 per cent or $8.76bn (N1.366tn) of 
it on kerosene subsidy, and on petrol subsidy 
including fixing of broken pipelines.Also, the report 
illustrated further that in 2007, the government 
imported 2bn litres paying N90.8bn as subsidy while 
2008 recorded the importation of 2.5bn of litres 
which pulped N90.4bn representing subsidy payment 
from January to July of that year.It added, “in 2009, 
2010 and 2011, 1.9bn, 0.74bn, and 3.3bn litres of fuel 
were respectively imported with N310bn ($1.9bn) 
paid as subsidies from August 2009 to December 
2011.” The price per litre for the years was N50.   
For Nigeria, in their paper the Pertinence of fuel 
subsidy in Nigeria’s economic recession'in August, 
2016, meanwhile, fuel subsidy was totally removed in 
May, 2016. This recession became noticed after 
almost three months when fuel subsidy was totally 
removed by the governmentvarious attempts by 
previous government to remove fuel subsidy); lave 
huge negative effects on the nations' economy. For a 
developing country like Nigeria, fuel subsidy should 
be considered as major tool to enhance citizens’ 

welfar7most especially the middle and low income 
earners 
In the Nigerian experience, the removal of fuel 
subsidy or the then standing fuel subsidy is alleged to 
have benefited the rich “cabal” at the expense of the 
poor masses who must pay more to survive.  
Thus, removal of subsidy affected the poor badly; it 
seems to have created a regressive taxation to the 
disadvantage of the masses. The relative fuel prices at 
the pump for selected OPEC member. The removal of 
fuel subsidy in 2012 from N65 a litre to N140 a litre 
shows the glaring gap of disparity between the rich 
and the poor in terms of ability to pay for fuel. Hence 
the use of subsidy may also favor one type of 
production or consumption over another.  
Does it mean there is no “Cabal” in control or is a 
fallacy? 
For Nigeria Fallacy of ‘’the Cabal’’ 
The apparent popular belief is that there is exists 
Cabal that ‘’benefit most’’ from government Fuel 
Subsidy Policy at the expense of the masses to whom 
the government subsidy policy was intended to 
benefit....  Now there is a contending view put 
forward by Emeka Akabogu (2012) that the Cabal 
existence is a fallacy.  Excerpts from Akabogu’s 
article the Fallacy of The CABAL in which he argues 
that:The social contract between the people of 
Nigeria and its leaders incorporates expectation of the 
highest forms of accountability, transparency and 
value in governance.  This includes zero tolerance for 
corruption, leadership by example, purposeful 
spending, value for money in project implementation 
and sensibility to the parts of the people.  These are 
irreducible minimums which the leadership must at 
all times put in perspective.   
The removal of subsidy on petrol was met with 
significant protests across the country in early 
Jonathan’s Presidency.  The protests had incorporated 
a continuing reference to a ‘’cabal’’, which is said to 
have comprised the ‘’beneficiaries’’ of the subsidy.  
Obviously, this reference was drawn from 
governments expressed helplessness in managing the 
petroleum subsidy regime, which it suggested had 
been compromised by the ‘’cabal’’.  Specifically, the 
Minister of Petroleum Resources, Mrs Diezani 
Allison-Madueke said that the existence of the 
subsidy has tied governments hands in the fight 
against the ‘’cabal’’.Without fear of equivocation, 
Akabosu wrote; we assert that there is no such 
‘’cabal’’.  It was felt that it’s wrong to list individual 
companies and categorise them as ‘’beneficiaries’’ of 
petroleum subsidy. The original intention of the 
petroleum subsidy regime as envisaged under the 
Petroleum Support Fund Guidelines was developed 
further by the PPPRA (Establishment) Act. Thus the 
lie of the ‘’Cabal’’ is founded on some fundamental 
fallacies, viz: 
Fallacy No 1:  Oil Trading and Marketing Companies 
Are ‘’Beneficiaries’’ Of Subsidy Money 
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This is not true.  The primary beneficiary of petrol 
subsidy is every person who drives into the petrol 
station and pays N65 for petrol; which is actually 
imported at a market rate and total cost that is much 
higher.  The subsidy is simply a refund of the 
difference in price between the government decreed 
price cap and the international market price at which 
the products are imported.  Many oil traders and 
marketers are trading with excruciatingly low 
margins and are indeed better served by the removal 
of the subsidy regime. 
Fallacy No 2:  Many Marketers Are Briefcase 
Companies with Little Investment In Infrastructure 
Most oil marketers have invested billions of naira in 
physical infrastructure across the country, ranging 
through shipping, ports, storage and logistics.  A 
standard requirement for allocation of refundable 
gasoline import quota is ownership of physical 
infrastructure, which many legitimate marketers and 
traders own and operate. 
Fallacy No 3:  Indebtedness Of Downstream 
Operators Is Evidence Of Fraud 
We recall in 2008, Oil traders and marketers who had 
locked in orders at the height of the market could 
only dispose same in some cases at less than half of 
the cost price.  The trouble was double in Nigeria.   
 
III. SUBSIDY REMOVAL 
 
In his article as reported in Newswatch  Februrary 27, 
2012 Mike Akpan wrote: probably  millions of 
Nigerians were not excited when President Goodluck 
Ebele Jonathan said he needed to carry out total 
removal of subsidy on petrol to enable his 
administration get the required funds to carry out his 
promised transformation agenda.  According to him, 
the country cannot afford to be spending N1.4 trillion 
on petrol subsidy and still get enough money left for 
capital projects whose implementation would 
transform the lives of the people.  But is subsidy 
demon as it is being projected in Nigeria by the 
Federal Government and its campaigners?  If, indeed, 
it is demonic, why is that the United States of 
America, USA, and countries in Europe are still 
holding on to it in various forms?  The probable 
answer is that subsidy per se is not a retrogressive 
policy but its administration in Nigeria appear 
demonic.  Whereas in the USA and countries in 
Europe where it is practiced, there is no room for 
third parties or middlemen in its administration but 
the reverse is the case in Nigeria. 
In general, petroleum market has always been a 
political issue historically because of populist and not 
invariably ill founded concerns about the power of 
big oil more recently because of the pain caused by 
the tendency of price to move violently in response to 
chance in their political and supply environment. 
From being stable to safely over the control of the 
major companies, prices have become volatile. The 

motorist suffers and the political system is energized. 
At such times the instinct is to look for someone to 
blame and if possible punish. Breakdown of the 
markets when product markets have ceased to trade in 
an orderly fashion, they are no longer doing their job. 
The danger is that if government can be convinced 
that they may conclude that open markets must be 
replaced by some more rational or controllable 
method of pricing the trade. Price instability is 
unnatural and costly with a period of centralized and 
integrated control. High and unstable prices have 
been associated with the de-integration of the 
industry. The reassertion of some forms of central 
control. However improbable could seem a logical 
means of achieving stability 
 
IV. THE WAY FORWARD 
 
The huge potentials of the downstream energy 
market, the vast investments already made by 
Nigerians and its foreign partners and for the good of 
future economic well-being of the country may 
inadvertently be compromised if business continues 
as usual to the detriment of the masses.  The reform 
and renewal process must ensure true value-creation 
for the Nigerian people and weeding out of the bad 
eggs in the system. The government and private 
players in the oil industry must continue to show their 
corporate social responsibility for the welfare of the 
Nigeria people. 
The game of capitalism in the energy market is 
marked by existence of profit driven oligarchies in 
rivalry and competition for profit but be it in the 
national or international market scene or be it  the 
players in partnership with corporate bodies or 
sovereign actors in the energy scene, there are often 
conflicts and limited compromises for each party 
seeking its own self-interest will influence energy 
pricing to favour some at the expense of others. But 
the government’s role especially in the national 
economic and political order in the utilization of 
energy resources must exercise its sovereign power to 
ensure that there is equity and balance in the system 
to safeguard the vulnerable poor masses without 
losing sight of corporate players in the development 
interest of the nation. 
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