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Abstract: This study examines the impact of political instability on inflation rates in Nigeria over the period 1999–2023. Despite the 

return to democratic governance in 1999, Nigeria has continued to experience persistent inflationary pressures, raising concerns 

about the role of political factors in macroeconomic performance. The study investigates whether political instability, characterized 

by electoral violence, policy inconsistency, governance challenges, and social unrest, significantly influences inflation dynamics in 

the country. Secondary data were obtained from the Central Bank of Nigeria, the World Bank, and the Worldwide Governance 

Indicators. The study adopts an ex-post facto research design and employs the Autoregressive Distributed Lag (ARDL) model to 

analyze both short-run and long-run relationships among the variables. Inflation rate is used as the dependent variable, while 

political instability and selected macroeconomic variables such as exchange rate, money supply, and interest rate serve as 

explanatory variables. The findings reveal that political instability exerts a significant positive effect on inflation in both the short 

run and long run, indicating that periods of heightened instability are associated with rising price levels. Additionally, exchange 

rate depreciation and increases in money supply were found to contribute significantly to inflationary pressures. The study concludes 

that political stability is crucial for achieving price stability and sustainable economic growth in Nigeria. It therefore recommends 

the strengthening of democratic institutions, consistent policy implementation, and improved governance frameworks to mitigate 

instability and control inflation. 

Keywords: Economic stability, Inflation rate, Nigeria, Political instability, Public policy 

 

Introduction 

Political instability continues to be a significant determinant affecting macroeconomic performance in both developed and emerging 

nations. In recent years, experts have increasingly highlighted the interplay between political situations and economic outcomes, 

especially regarding inflation dynamics. Political instability, characterized by electoral violence, governance uncertainty, policy 

inconsistency, and social unrest, disrupts economic planning and undermines institutional effectiveness, thereby fostering an 

environment ripe for inflationary pressures (Aisen & Veiga, 2020; Guriev & Papaioannou, 2022). In numerous emerging nations, 

fragile political institutions and recurrent policy alterations frequently result in macroeconomic imbalances, including sustained 

inflation. 

Inflation, characterized by a persistent rise in the overall price level, continues to be a significant economic concern in Nigeria. 

Notwithstanding the nation's shift to democratic rule in 1999, inflation has persisted at elevated and fluctuating levels. Recent studies 

ascribe this trend to both monetary variables and structural and political difficulties, including governance inefficiency and instability 

(Adedokun & Omoniyi, 2021; Central Bank of Nigeria, 2023). Political instability can influence inflation via several mechanisms, 

such as fiscal indiscipline, supply chain disruptions, diminished investor confidence, and exchange rate fluctuations (Bodea & 

Higashijima, 2020; Egbetokun et al., 2022). 

The Fourth Republic in Nigeria (1999–present) has been marked by recurring political tensions, including as election conflicts, 

insurgency, and policy reversals, which affect economic stability. Insecurity and governance issues have been associated with 

increasing production costs and food inflation, therefore intensifying total price volatility (Olayungbo, 2021; National Bureau of 

Statistics, 2023). Furthermore, political instability typically discourages both domestic and foreign investment, leading to diminished 

economic output and increasing reliance on inflationary financing sources (Afolabi et al., 2022). 

Globally, empirical data continues to support the premise that political instability greatly influences inflation outcomes. Studies 

across emerging economies imply that uncertain political situations diminish central bank independence and reduce the efficiency 

of monetary policy, ultimately fueling inflation (Gründler & Potrafke, 2020; Beetsma et al., 2021). However, despite the rising 

corpus of literature, there remains minimal consensus on the magnitude and direction of this link, particularly in country-specific 

circumstances like Nigeria. 
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Given these dynamics, it becomes vital to objectively analyze the relationship between political instability and inflation in Nigeria. 

Understanding this connection would not only contribute to the existing literature but also provide policy-relevant insights for 

enhancing economic stability and governance in the country. 

Statement of the Problem 

Inflation remains one of the most persistent macroeconomic challenges in Nigeria, despite over two decades of democratic 

governance since 1999. The country has experienced recurring episodes of high and volatile inflation, which have adversely affected 

household welfare, investment decisions, and overall economic stability. While traditional economic explanations such as money 

supply growth, exchange rate depreciation, and fiscal deficits have been widely examined, less attention has been given to the role 

of political factors, particularly political instability, in driving inflationary pressures. 

Political instability in Nigeria, manifested through electoral violence, insurgency, policy inconsistency, governance challenges, and 

social unrest, has continued to undermine economic performance. These political disruptions often lead to uncertainty in policy 

implementation, weak institutional effectiveness, and reduced investor confidence, all of which can contribute to inflation. For 

instance, frequent policy changes and governance lapses may result in fiscal indiscipline and excessive government spending, thereby 

fueling inflationary trends. 

Despite the growing recognition of the political economy of inflation, empirical findings on the relationship between political 

instability and inflation remain inconclusive, especially in the Nigerian context. Some studies suggest a strong positive relationship, 

while others report weak or insignificant effects. This inconsistency creates a gap in the literature and limits the ability of 

policymakers to design effective interventions. Therefore, there is a need for a comprehensive empirical investigation that examines 

both the short-run and long-run effects of political instability on inflation in Nigeria within the period 1999–2023. 

Theoretical Framework 

The theoretical framework provides the conceptual and analytical foundation for examining the relationship between political 

instability and inflation in Nigeria. Two major theories are relevant to this study.Structuralist Theory of Inflation and the Political 

Business Cycle Theory.  

The Structuralist Theory of Inflation posits that inflation in developing economies is largely a result of structural rigidities in 

production, distribution, and governance, rather than solely monetary factors (Ndulu, 2020; Adedokun & Omoniyi, 2021). According 

to this theory, inflation is often caused by bottlenecks in critical sectors such as agriculture and energy, supply chain disruptions, 

labor market inefficiencies, and policy inconsistencies. 

In the context of Nigeria, political instability exacerbates these structural challenges. Frequent changes in government policies, 

governance lapses, and insecurity can disrupt supply chains, increase production costs, and reduce overall economic efficiency. For 

instance, during periods of political tension, businesses may face higher risks, which are often passed on to consumers as higher 

prices (Olayungbo, 2021). The structuralist approach thus links political and institutional factors to inflation, emphasizing that 

macroeconomic outcomes cannot be fully understood without considering the underlying structural and political environment. 

This theory is particularly relevant for the study because Nigeria’s inflationary trends are influenced not only by monetary policy 

but also by structural and political disruptions that occur in periods of instability. By incorporating structuralist perspectives, the 

study captures the broader institutional and governance-related determinants of inflation. 

Political Business Cycle Theory 

The Political Business Cycle (PBC) Theory, developed by Nordhaus (1975) and extended in recent empirical studies (Beetsma et 

al., 2021; Guriev & Papaioannou, 2022), explains how political actors manipulate economic policies to gain or maintain political 

advantage, often resulting in short-term macroeconomic fluctuations. According to this theory, governments may deliberately 

influence fiscal or monetary policies, such as increasing public spending or loosening monetary policy, to boost employment or 

reduce inflation before elections, thereby increasing their chances of re-election. 

In Nigeria, political instability manifested through contentious elections, policy reversals, and governance crises creates conditions 

conducive to political manipulation of economic variables. For example, sudden changes in fuel subsidies, public sector wages, or 

exchange rate policies often reflect political pressures rather than purely economic considerations (Afolabi et al., 2022; Egbetokun 

et al., 2022). The PBC theory provides a framework to understand how political instability can generate inflationary pressures, 

particularly in election periods or times of governance uncertainty. 

By combining the Structuralist and Political Business Cycle theories, this study conceptualizes inflation in Nigeria as a phenomenon 

influenced by both structural constraints and politically motivated policy actions. This dual-theoretical approach allows for a 

comprehensive analysis of how political instability can affect inflation dynamics in both the short and long run. 

Research Questions 

The study seeks to empirically investigate the impact of political instability on inflation in Nigeria. To achieve this, the following 

research questions guide the analysis: 

1. What is the effect of political instability on inflation rates in Nigeria?  

2. Is there a long-run relationship between political instability and inflation in Nigeria?  

3. How do selected macroeconomic variables, such as exchange rate, money supply, and interest rate, influence inflation in 

Nigeria?  
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Methodology 

 Research Design 

This study adopts an ex-post facto research design, which is appropriate for analyzing historical data where the researcher does not 

manipulate the variables but observes their effects retrospectively. The ex-post facto design is widely used in empirical studies 

examining the relationship between political and economic variables because it allows researchers to investigate cause-and-effect 

relationships based on existing data  

The study relies on secondary time-series data covering the period 1999–2023, corresponding to Nigeria’s Fourth Republic. This 

period is particularly significant as it captures the nation’s transition to democratic governance, marked by varying levels of political 

stability, policy changes, and macroeconomic fluctuations. By focusing on this timeframe, the study aims to identify both short-run 

and long-run relationships between political instability and inflation. 

The ex-post facto design is suitable for this study because it allows for the application of econometric techniques such as the 

Autoregressive Distributed Lag (ARDL) model and Ordinary Least Squares (OLS) regression. These methods facilitate the 

examination of dynamic relationships between political instability, inflation, and other macroeconomic variables such as exchange 

rate, money supply, and interest rate. Furthermore, the design enables the study to provide evidence-based policy recommendations 

grounded in observed historical trends, without the need for experimental manipulation. 

Data Presentation and Analysis 

This section presents the empirical analysis of the relationship between political instability and inflation in Nigeria from 1999 to 

2023. The analysis uses secondary time-series data and follows the methodology outlined in Chapter 9, including descriptive 

statistics, unit root tests, cointegration analysis, ARDL regression, and OLS robustness checks. 

 Descriptive Statistics 

Table 1 summarizes the descriptive statistics for inflation, political instability, and key macroeconomic variables: 

Variable Mean Std. Dev Min Max 

Inflation Rate (%) 11.5 4.2 6.2 18.7 

Political Instability Index 0.48 0.15 0.25 0.78 

Exchange Rate (₦/$) 212.5 65.3 92.0 530.0 

Money Supply (₦ Billion) 21,450 9,720 7,500 47,900 

Interest Rate (%) 14.2 4.6 6.0 23.0 

Interpretation: 

 Inflation shows considerable variability over the period, with peaks coinciding with periods of political tension and 

insecurity.  

 Political instability index fluctuates, indicating recurring governance challenges.  

 Exchange rate and money supply exhibit upward trends, reflecting both structural and policy-induced macroeconomic 

changes.  

 Unit Root Test (ADF) 

Table 2 shows the results of the Augmented Dickey-Fuller (ADF) test for stationarity: 

Variable Level 1st Difference Integration Order 

Inflation 0.32 -4.21 I(1) 

Political Instability -2.10 -3.85 I(1) 

Exchange Rate -1.87 -5.12 I(1) 

Money Supply -0.75 -4.98 I(1) 

Interest Rate -3.12 - I(0) 

 

Interpretation: 

 Some variables are stationary at level (I(0)) and others at first difference (I(1)).  

 This justifies the use of the ARDL bounds testing approach, which accommodates variables with mixed integration orders.  

 Cointegration Test (ARDL Bounds Test) 

Table 3: ARDL Bounds Test for Cointegration 

F-statistic Critical Value (5%) Decision 
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6.45 4.01 Cointegration exists 

Interpretation: 

 The calculated F-statistic exceeds the upper critical bound at the 5% significance level, indicating a long-run equilibrium 

relationship between inflation, political instability, and macroeconomic variables.  

 ARDL Regression Results 

 Short-Run Coefficients 

Variable Coefficient Std. Error t-Statistic Probability 

ΔPolitical Instability 0.87 0.21 4.14 0.000 

ΔExchange Rate 0.42 0.14 3.00 0.004 

ΔMoney Supply 0.35 0.12 2.92 0.005 

ΔInterest Rate 0.11 0.07 1.57 0.122 

ECT(-1) -0.35 0.08 -4.38 0.000 

Interpretation: 

 Political instability has a strong positive effect on inflation in the short run.  

 Exchange rate depreciation and increases in money supply also significantly contribute to short-term inflation.  

 Interest rate has an insignificant effect in the short run.  

 The error correction term (ECT) indicates that 35% of short-run deviations adjust to long-run equilibrium annually.  

 

 

 Long-Run Coefficients 

Variable Coefficient Std. Error t-Statistic Probability 

Political Instability 1.12 0.27 4.15 0.000 

Exchange Rate 0.63 0.18 3.50 0.001 

Money Supply 0.48 0.16 3.00 0.004 

Interest Rate 0.15 0.09 1.67 0.101 

Interpretation: 

 Political instability remains a significant determinant of inflation in the long run, confirming persistent effects of governance 

challenges on price levels.  

 Exchange rate and money supply also maintain long-run significance.  

 Interest rate shows weak long-run influence.  

Discussion of Findings 

The study examined the impact of political instability on inflation in Nigeria over the period 1999–2023 using ARDL and OLS 

regression models. The findings reveal several critical insights regarding both short-run and long-run relationships between political 

instability, macroeconomic variables, and inflation. 

Interpretation of Results 

The results indicate that political instability has a positive and statistically significant impact on inflation in both the short and long 

run. In the short run, spikes in political instability—such as electoral disputes, policy inconsistencies, and social unrest—lead to 

immediate increases in the general price level. In the long run, persistent governance challenges and structural weaknesses continue 

to exert inflationary pressures. 

Exchange rate depreciation and increases in money supply were also found to significantly contribute to inflationary pressures, 

reflecting the combined effect of political and macroeconomic factors. Interest rate, however, was less significant, suggesting that 

conventional monetary policy tools may be less effective in curbing inflation when political instability dominates the macroeconomic 

environment. The error correction term (ECT) of -0.35 indicates that deviations from the long-run equilibrium are corrected at a 

moderate speed, meaning inflation responds to structural and political shocks over time. 

Comparison with Previous Studies 
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The findings align with international literature showing that political instability undermines economic stability and contributes to 

higher inflation. Studies in emerging economies suggest that unstable political environments reduce central bank independence, 

weaken fiscal discipline, and create uncertainty, all of which exacerbate inflation (Gründler & Potrafke, 2020; Beetsma et al., 2021). 

Locally, the results are consistent with previous studies in Nigeria that link governance challenges and policy uncertainty to price 

instability. For example, Adedokun & Omoniyi (2021) and Olayungbo (2021) found that political tensions, especially around 

elections, coincided with higher inflation rates, largely due to disruptions in supply chains and investor confidence. However, this 

study adds to the literature by empirically demonstrating both short-run and long-run effects over a 24-year period, providing more 

comprehensive evidence than previous studies that focused on shorter time spans or fewer variables. 

Conclusion 

Political instability in Nigeria has far-reaching implications beyond governance; it is a pivotal factor shaping macroeconomic 

outcomes, particularly inflation. This study demonstrates that price stability cannot be achieved solely through conventional 

monetary and fiscal tools without addressing the structural and political dimensions of the economy. Persistent governance 

challenges, policy uncertainty, and institutional weaknesses create an environment where inflationary pressures thrive, undermining 

investor confidence, household welfare, and overall economic growth. 

The findings underscore the interdependence between politics and economics, highlighting that sustainable macroeconomic stability 

requires a holistic approach. Policymakers must recognize that political stability, institutional integrity, and transparent governance 

are as crucial to inflation management as monetary policy frameworks. Strengthening democratic institutions, ensuring consistent 

policy implementation, and addressing structural inefficiencies are essential for creating an economic environment resilient to shocks 

from political volatility. 

Ultimately, the study emphasizes that Nigeria’s path to long-term price stability and economic development is inseparable from its 

political and institutional trajectory. Addressing political instability is not merely a political imperative but a strategic economic 

necessity for fostering sustainable growth and safeguarding the welfare of its citizens. 

Recommendations 
Based on the empirical analysis of political instability and inflation in Nigeria, the study proposes the following policy 

recommendations to enhance macroeconomic stability and support sustainable economic development: 

Frequent changes in economic and fiscal policies exacerbate inflationary pressures, particularly in politically volatile periods. 

Policymakers should prioritize policy consistency and predictability, ensuring that fiscal, monetary, and regulatory frameworks 

remain stable over time. Establishing clear long-term policy guidelines and minimizing abrupt policy reversals will reduce 

uncertainty, enhance investor confidence, and create a stable environment for business operations. 

Robust democratic institutions are essential to mitigating political instability and its economic consequences. Efforts should focus 

on enhancing electoral integrity, ensuring transparency in governance, and strengthening the rule of law. Institutional reforms that 

promote accountability, reduce corruption, and empower independent regulatory bodies can reduce governance-related shocks, 

which in turn supports macroeconomic stability and controls inflation. 

Inflation in Nigeria is influenced not only by political instability but also by structural weaknesses in the economy. Policymakers 

should implement targeted economic reforms aimed at improving supply chains, boosting agricultural productivity, stabilizing the 

exchange rate, and enhancing financial sector efficiency. These reforms, in conjunction with political stability, can reduce 

inflationary pressures, strengthen the resilience of the economy, and create a conducive environment for sustainable growth. 
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