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Abstract 

The paper examined one of the most contentious issues in the political economy of 

Nigeria: ‘the politics of fiscal federalism and resources control in Nigeria’. It argued 

that in spite of different commissions established from pre-colonial to post colonial 

era to give the country an acceptable revenue sharing formula, the country is yet to get 

one that will be generally acceptable to all groups that come together to form the 

federation. The main objective of the study was to find out the factors responsible for 

the financial subordination of the components units. Overlapping authority model of 

Intergovernmental Relations was adopted as theoretical framework. Secondary 

sources which included text books, journal articles, newspapers, etc., were used for 

data collection and the research design adopted was exploratory research design. The 

paper revealed, among other things, that the financial subordination of the state 

government is not unconnected to the fact that the state governments are not allowed 

to control their resources thereby making mockery of Nigerian federalism. It was 

recommended among other things that the component units should be granted 

financial autonomy by allowing them to harness their resources needed for 

developmental needs and also the Nigerian Constitution should be amended to ensure 

devolution of power to the component units. 
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Introduction  

Finance remains the bedrock of every organic system. This covers revenue and 

expenditure of government in public settings. Governments at federal, state and local 

levels owe citizens certain duties and responsibilities; prominent among them is to 

provide welfare and security for the citizens. This is provided in Chapter 2, section 13-

23, of the 1999 Constitution of the Federal Republic of Nigeria which is referred to as 

‘Fundamental Objectives and Directive Principles of State Policy’. Apparently, for 

government to fulfill her contractual agreement with her subject (citizens), 

government needs financial resources. Nigeria as a country is heterogeneous in nature 

and a system of government that is adopted to accommodate this pluralism is federal 

system. Considering this heterogeneity, a system of revenue allocation, generation and 

re-distribution is instituted, known as fiscal federalism. It is imperative to know that 

an understanding of the concept of federalism is a prerequisite to understanding fiscal 

federalism.  

 

According to Wheare (1953) federalism as a federal principle is “the method of 

dividing powers so that the general and regional governments are each, within a 

sphere, coordinate and independent” (p.11). Therefore, federalism is said to exist 

when the centre and the components units can exercise power within their 

jurisdiction as allocated to them by the constitution without any form of interference. 

In understanding fiscal federalism, Ekpo & Daniel (2016) observed that fiscal 

federalism is a controversial issue in Nigeria that defiles various solutions. They stated 

further that Nigeria cannot have a perfect fiscal federalism in a faulty federalism.  

Fiscal federalism remains the most contentious issues in Nigerian federalism because 

of the sensitive nature of the subject matter, ‘finance’. Williams & Ogbole (2014) 

referred to fiscal federalism as the financial relationships existing among tiers of 

government. In pointing out the importance of financial autonomy in federalism, 

Nwogwugwu & Kupoluyi (2015) observed that: 

Financial subordination makes mockery of federalism irrespective of 

how carefully the legal forms may be preserved. The states should not 

permanently remain dependent on the federal government for survival. 

In view of the relationship of the subject to Nigeria’s continuous 

existence as indivisible entity, it has become necessary to undertake a 

comprehensive study of the subject from an historical perspective. (p. 

21). 
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There have been numerous commissions, debates and conferences organized to give 

Nigeria an acceptable revenue sharing formula but, regrettably, getting an acceptable 

revenue allocation formula remains a distance dream especially as it relates to 

derivation, population and equality. The issue of revenue allocation formula has 

remained unresolved right from 1946 Richard Constitution that divided the country 

into three unequal regions. Both the vertical and horizontal revenue sharing formulae 

have remained controversial in Nigerian political economy over the years. According 

to Ekpo (2004), in Williams & Ogbole (2014), “as Nigeria progressed from a unitary to 

a federal type of government, the form of government became more and more 

decentralized; there were changes in fiscal arrangements” (p. 40). This points out to 

devolution of power as it has always been argued that the federal government takes 

more than half of the national wealth with federal government (52.68%), state 

governments (26.72%) and local governments (20.60%). The horizontal revenue 

sharing formula has not also gone unchallenged as the Niger Delta that produce the oil 

which contributed to 90% of Nigerian export is not properly compensated. This 

position is maintained considering the havoc that oil exploration cause to their land 

that make it difficult for them to carry out agricultural activities which happen to be 

their major source of income. Regrettably, little or no attention is given to the goose 

that lay the golden egg. The 13% derivation has been considered to be too meager to 

cure the environmental pollution caused by oil exploration, though there has been 

nothing to show for the 13%. The leaders of the Niger Delta are now demanding for 

50% and in some quota, a total control of the resources while they only make 

contribution to the national purse.  

 

There have been different commissions such as Sir Sydney Phillipson, 1947; Hick & 

Phillipson, 1951; Chick Commission, 1954;  Aboyade Technical Committee, 1977; 

Okigbo Committee, 1981, to mention but a few. In spite of all these commissions that 

have been instituted to give Nigeria an acceptable revenue sharing formula, the issue 

remains unresolved. It is against this backdrop that the paper poses the following 

questions: what has been responsible for the failure of the commissions to get an 

acceptable revenue sharing formula? What are the principles guiding revenue sharing 

formula in Nigeria? How does fiscal federalism evolve in Nigeria? What is the 

relationship between fiscal federalism and national development?  

 

The above research questions guided the specific objectives of the study. However, the 

main objective is to find out the factors responsible for the financial subordination of 

the component units. 
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Research Methodology 

This study relied heavily on secondary data such as journal, articles, text books, 

newspapers and internet materials. The research design adopted for this study is 

content analysis of secondary data. Therefore, the paper is literature based.     

 

Conceptual Clarifications 

For the purpose of clarity, some of the concepts used in this paper have been defined. 

However, our understanding of federalism will help to shape our understanding of 

fiscal federalism. This is because federalism is a prerequisite for fiscal federalism. 

Therefore, fiscal federalism is a subset of federalism that has remained controversial 

over the years. So, the concepts will be clarified further for the purpose of this study.  

 

Federalism 

Federalism is derived from the Latin word “foedus” which when translated to English 

means agreement. The very definition of the concept like most of the concepts in the 

social sciences seems as yet unsettled and problematic owing to the absence of a 

consensual meaning among political scientists as well as a global theory (Abah, 2016; 

Adegehe, 2009; Agara, 2014; Gamper, 2005; Iyada and Bello, 2016; Kayode, 2015; 

Olumide, 2017; Ray, 2004; Twusa and Asango, 2013). 

 

Akindele (1995) defines a federal state as “a political entity or country where powers 

and indispensable decisions are exercised and made at two or multilateral levels of 

government in accordance with the strict mutually-agreed constitutional provisions of 

the country concerned” (as cited in Nwogwugwu & Kupoluyi, 2015, p. 22). Abovu 

(2015) sees federalism as “a system of government where there is constitutional 

division of power between two or more levels of government” (p. 22). This 

constitutional division of power reduces conflict in the discharge of the respective 

duties of government. In this regard, Arowolo (2011) states as follows: “…it is a 

political theory that is divergent in concept, varied in ecology, and dynamic in practice. 

It has to do with how power is distributed or shared territorially and functionally 

among the various units in a federation” (p. 4). Federalism is a system in which the 

power to govern is shared between national, state governments, creating what is often 

called a federation (Akindele & Olaopa, 2002; Arowolo, 2011).  It is important to know 

that every unit has its jurisdiction in a federal arrangement and as such, no unit can 

usurp the power of the other. The main reason for adopting federalism is because of 

the heterogeneous nature of a society so as to cater for the pluralism. Anyebe (2015) 
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sees “federalism as a means of establishing national order without sacrificing the 

freedom of the component parts” (p.17). 

 

At this juncture, federalism can be seen as a political arrangement whereby the power 

that exists in a state is shared equitably among the various levels of government such 

that no unit of government will be in an envious position, rather, they all exercise their 

power within their jurisdiction as allocated to them by the constitution without any 

form of interference. It is important to note that no unit is expected to be superior but 

cooperation remains an indispensable tool among the various units of government.  

 

Fiscal Federalism   

Fiscal federalism remains the most contentious issues in Nigeria political economy. 

Arowolo (2011) stated that “fiscal federalism is characterized by the fiscal relations 

between central and lower levels of government. That is, it is manifest by the financial 

aspects of the devolvement of authority from the national to the regional and local 

levels” (p.5). Fiscal federalism is seen as a way of distributing resources in a federal 

arrangement so that each unit can solve its peculiar problems. Adejare (1997, p. 39) 

affirms that “fiscal matters transcend the purview of economics. They have done this 

in most cases, especially in pluralistic societies with assumed political, religious and 

social dimensions and their inherent conflicting situations” (as cited by Arowolo, 2011, 

p. 6). This is one of the reasons Anyebe (2015) observed that “the process and 

sociological reformations of federalism are, however, problematic” (p.15). In the same 

vein, Odubajo (2011) stated emphatically that: 

A fundamental challenge of fiscal relations at the vertical level is 

revenue sharing. Its importance is derived from the unavoidable 

asymmetric composition of federations, which ensures inequality in 

contributions to the federal pool, but yet, expects equity, fairness and 

justice in the allocation from the same federal pool (p.9). 

 

From the foregoing, fiscal federalism can be seen as a modality that is adopted in 

sharing national wealth among the levels of government so as to enable each level to 

perform her constitutional power without any form of financial subordination.  

 

Development 

Development does not have a universally accepted definition and the concept has 

received serious attention especially in 21st century. Jacob (2013) maintained that 

“development is a multi dimensional process that normally connotes change from less 
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to more desirable state” (p. 30). Rodney (1973) on his part stated that “development 

in human society is a many-sided process. At the level of the individual, it implies 

increased skill and capacity, greater freedom, creativity, self-discipline, responsibility 

and material well-being” (p. 6). A developed society is one which experiences a 

progressive growth in the Gross National Product (GNP) or per Capita income. It is one 

that experiences sustained growth (Iyoha, 1996, p. 23; Jacob, 2013, p.40). This takes a 

quantitative outlook of the concept of development. So, an increase in countries’ Gross 

Domestic Product (GDP) can be seen as development. This view emphasizes the 

economic aspect of development. 

 

Ibrahim & Ahmad (2017) maintained that “national development can be defined as the 

capacity of nation state to pull all its resources both human and material to achieve set 

objectives for the good of the state and the citizenry” (p. 15). The most common 

definition of development is the one given by Seers (1969) when he posed three 

fundamental questions about poverty, inequality and unemployment. To him, poverty, 

unemployment and inequality must reduce before a country can be said to have 

developed. 

 

From the foregoing, development can be seen as an improvement in the standard of 

living of the people from undesirable state to a desirable state by efficiently using the 

scarce resources to cure the ills of the society such as poverty, unemployment, 

insecurity, illiteracy, inequality and infrastructural deficits. 

 

Theoretical Framework 

For the purpose of this study, overlapping authority model is adopted as a theoretical 

framework to explain fiscal federalism in Nigeria. This model was propounded by Deil 

Wright (1978). Wright sees Intergovernmental Relations as a set of overlaps between 

national, state, and local units. He presented the relationships as ones in which 

autonomy and discretion in a single jurisdiction are constrained and, hence, the 

authority or influence at the disposal of the federating units is limited. This explains 

why the state governments in Nigeria lack the power to harness their resources in 

their respective state of jurisdiction. This shows that the various levels of government 

have limited autonomy. This model ensures that there is decentralization of authority 

in order to make it practically impossible for one level to have hegemony over others. 

In this arrangement, there is overlap of function among the levels of government. 

Therefore, the overlapping model explains the interdependent relationship among all 

the three levels of government in Nigeria. 
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Evolution of Fiscal Federalism in Nigeria 

Prior to the amalgamation of Nigeria in 1914 under the leadership of Sir Lord Lugard, 

the component units, such as the Protectorate of Northern Nigeria, the Protectorate of 

Southern Nigeria and the Colony of Lagos enjoyed complete fiscal autonomy without 

any form of interference. However, immediately after 1914 amalgamation, the same 

cannot be said.  Williams & Ogbole (2014) noted that before the amalgamation, a 

unified fiscal system had already been in place while a centralized budgeting system 

was introduced in 1926. With the adoption of regionalism under Richard Constitution 

of 1946, a decentralized fiscal structure evolved. The adoption of the Lyttleton 

Constitution of 1954 gave Nigeria full-fledged federalism and by implication fiscal 

autonomy. From 1946, there have been different commissions charged with the 

responsibility of giving Nigeria an acceptable revenue sharing formula. The 

commissions recommended different criteria such as derivation, even development, 

national interest, financial autonomy while others gave credence to equality, 

population, minimum standard, and land mass.  

 

The commissions were (i) Sir Sydney Phillipson, 1947, (ii) Hick & Phillipson, 1951, (iii) 

Chick Commission, 1954, (iv) Ransman Commission, 1957, (v) Binns Commission, 

1964, (vi) Dina Commission, 1968, (vii) Aboyade Technical Committee, 1977, (viii) 

Okigbo Committee, 1981, and (ix) Danjuma Commission, 1989. New formula was also 

introduced in 1990 and 2000 (Dunmoye, 2002; Williams & Ogbole, 2014).  

 

From the foregoing, it is apparent that in any federal state, sharing the national wealth 

is very controversial. The revenue of the federation has to be carefully shared between 

the federal government and the governments of the component units. It is important 

to note that the issue remains unresolved from pre-colonial to post independence. 

Revenue allocation is no doubt part of the processes of fiscal federalism. Fiscal 

federalism and revenue allocation commission in Nigeria is to ensure equitable 

distribution of resources to all groups that come together to form the federation. 

 

Principles of Fiscal Federalism in Nigeria 

A plural society like Nigeria with political, social, religious and cultural differences has 

long history of unresolved problem of acceptable revenue sharing formula. In fact, this 

become more intense immediately after the country accepted federalism in 1954 

under Lyttleton Constitution. The problem of devising a formula that will be accepted 

by all the regions became a topic of discussion among the leaders who are interested 
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in keeping the unity of the country in spite the differences. This explains why 

federalism is usually referred to as a compromised arrangement. This agitation led to 

setting up of commissions to champion an acceptable formula for the country and the 

commissions adopted different principles and recommended different criteria. 

 

In Nigeria, certain basic principles are used for revenue allocation. They can be 

subsumed under three broad heading namely: (a) Derivation (b) Need and (c) National 

Interest/Even Development. Others, but with less emphasis, are (i) population  (ii) 

geographical peculiarities (iii) absorptive capacity, (iv) internal revenue efforts (v) 

equality of States (vi) continuity (vii) fiscal efficiency (viii) national minimum 

standards for national integration (ix) Land mass and (x) financial comparability 

(Dunmuye, 2002; Williams & Ogbole, 2014, p.41).  

 

From the foregoing, the principles lack consistency as it has to be reviewed from time 

to time to ensure conformity with changing realities. It is important to acknowledge 

that revenue allocation formula remains the biggest threat to the country’s unity as the 

debate always generates controversy in political sphere and in academic discussions. 

It is imperative at this point to state that there is need to always revisit the formula to 

address disparity and changing reality so as to keep the unity intact. 

 

Discussion of Findings 

Nigeria remains the most populous country in Africa. The country is said to be rich in 

both human and material resources and it is expected that after over fifty seven years 

of independence, poverty, unemployment and inequality which are indices of 

development ought to have improved regrettably, the reverse is the case. Nigeria 

economy greatly depends on crude oil production and the price of crude oil in the 

international market over the years has dropped and the production capacity has not 

also been spared. Pathetically, the oil resources are being mismanaged by political 

office holders who are supposed to be the servant of the state (country). No wonder, 

the country remains poor in the midst of plenty. Many factors can be linked to the 

country’s underdevelopment. Some of the factors responsible for the country’s 

underdevelopment will be considered as they relate to fiscal federalism. For 

democratic or fiscal federalism to be sustainable in Nigeria; it must be anchored on 

five pillars of a modern state. These pillars are justice, human rights, people's 

sovereignty, empowerment and accountability (Adedeji, 1998; Ubi & Iyang 2017). 
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Firstly, there is high rate of insecurity in the country and this has made the agitation 

for state police to become more intense. There is hardly a day in Nigeria that you don’t 

hear one form of killing or the other. The security challenges range from kidnapping, 

ritual killings, armed robbery, insurgency, herdsmen killing, to mention but a few. The 

1999 Constitution of the Federal Republic of Nigeria, Chapter 2, section 14 (2) b, 

declared that “the security and welfare of the people shall be the primary purpose of 

government”. In spite of this declaration, there have not been success stories in the 

protection of lives and properties in Nigeria. This is not unconnected to the fact that 

the state governments who are said to be the chief security officers of their respective 

states have no say in controlling the security apparatus. The federal government 

monopolizes the Nigeria Police Force through the section 214(1) of the 1999 

Constitution which declared that “There shall be a police force for Nigeria, which shall 

be known as Nigeria police, and subject to the provision of the section no other police 

force shall be established for the federation or any part thereof”. In making reference 

to the past experience, Rotimi (1991) in Egunjobi (2016) stated that the Native 

Authority (NA) Police, which operated at the local government level in the Northern 

and Western Regions till April 1967 was particularly effective in the maintenance of 

order and the control of conventional crimes. Awotayo, Sakiru & Ilelah (2013) stated 

that: 

There is no federal country in the world that does not have a state police 

except Nigeria. Even Britain that practice unitary system have an agency 

like Scotland Yard, Metropolitan police and many other community 

police agencies. If there is any country that deserve a state police it is 

Nigeria given her heterogeneous nature, her huge population and 

geographical spread (p.103). 

 

The former Governor of Lagos State, Mr. Babatunde Fashola, said “we already have 

state police and nobody should deny that. Almost every state governor has one law 

enforcement apparatus or the other. In Lagos, I can tell you about KAI, LASTMA and 

others. They are for law enforcement. That is what police do. What we did in Lagos 

was effective. We had bank robberies almost every week, sometimes twice without 

response. We ended that” (The Vanguard 22 July, 2018).  

 

Though there have been argument in the political sphere that the state government 

will use the state police, if it exists, to harass their political opponents, but considering 

the spate of bombing by Boko Haram, high rate of kidnapping, ritual killings, herdsmen 

killing (to mention but a few), Nigerian Police should be decentralized to enable it to 
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respond to problems more effectively and promptly. The provision of Section 214(1) 

of the Constitution that monopolizes the police force has to be revisited considering 

the security challenges in the country.  

 

Secondly, there is high degree of fiscal imbalance which is manifest in the lack of fiscal 

correspondence between revenue generation and expenditure at the sub-national 

governments. Ubi & Iyang (2017) pointed out that “Internally Generated Revenue is 

not only weak but is also not an issue as the sub-national governments is hopeful of 

fiscal transfer from the Federation account” (p. 99). In a country where state 

governments have to wait for federal government to bail them out before they could 

pay salaries, this arrangement only make mockery of the concept of federalism.   

 

Unfortunately, development cannot be said to be achieved in a federal system where 

components units cannot pay salaries let alone embarking on meaningful projects that 

will have direct bearing on the citizens. It was reported that “despite double bailout 

funds from the federal government, twelve states still owe their workers a backlog of 

salaries and allowances. On the list of heavily indebted states are Kogi, 15 months; 

Osun, 12; Kwara, 11; Bayelsa, 7; Ondo,7; Ekiti, 6; Oyo,6; Benue, 4; Nasarawa, 2; Abia, 2; 

Imo, 2; and Ogun with 6 months unpaid deductions” (The Vanguard, 25 April, 2017).  

 

Omitola (2016) maintained that “the federal government alone appropriated over 

50% of the revenue accruing to the federation while leaving the states and local 

governments to share the rest. The extent of general poverty level is reflected in the 

fact that about 70% of Nigerians are currently living below $1 per day” (p.181). With 

backlog of unpaid salaries at the state level, Nigerian federalism has become a threat 

to national development. Therefore, state governments should only be allocated 

functions within their financial capacity. 

 

Thirdly, to cure the ills of the country such as poverty, inequality and unemployment, 

the states should be given power to control their resources. This will bring about 

development and competition among states. Pathetically, second schedule of the 1999 

Constitution of Federal Republic of Nigeria, item 39 allows only National Assembly to 

legislate on “mines and minerals, including oil fields, oil mining, geological surveys and 

natural gas”. In fact, state governments should be allowed to harness their resources 

and only make contribution to the centre.  
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Abovu (2015) stated that “there is virtually no state that is not endowed with 

resources” (p.34). Nwogwugwu & Kupoluyi (2015) stated that the essence of true 

federalism is to allow component units to achieve some significant measure of 

autonomy to manage their affairs.  Awotayo et al. (2013) maintained that “true 

federalism is a mechanism for rapid socio-economic development in a country with 

diverse people in which resources are expectedly controlled by the state where they 

are deposited” (p.103). The development of these resources can result into huge 

diversification of the country’s economy and by implication increase employment 

opportunities, reduce poverty and bridge income inequalitywhich are indices of 

development. 

 

Challenges of Fiscal Federalism in Nigeria 

The major challenge of fiscal federalism is the irresolvable revenue sharing formula 

that has defiled all solutions over the years from 1946 up to this present 21st century. 

Some of the challenges are imbalance in the sharing of power between the central and 

the component units, over dependence on crude oil, financial subordination of state 

governments, monopolization of resources by the central government, etc. It is 

obvious that the formula put in place has been generally inadequate in addressing the 

needs and resource gaps in the three tiers of government. This is evident considering 

the inability of some states government to settle backlog of unpaid salaries. This is 

why Williams & Ogbole (2014) raised fundamental questions when they said “Why 

should the states be equal in consumption and unequal in production? And why should 

a huge landmass of unfertile and unproductive soil be rewarded more than a small 

landmass of fertile and productive soil?” (p.44). Considering these arguments, the 

major challenge of fiscal federalism is to make sure that resources are equitably 

distributed while making sure that the house help that does all house chores is also 

rewarded. 

 

Conclusion 

Nigerian fiscal federalism has remained contentious over the years. The over 

concentration of power at the centre has also made the country’s federalism to be 

questionable. This is not unconnected to uneven distribution of endowment of natural 

resources and regrettably, the sharing of the resources also seems to threaten the 

country’s national unity, and also tends to generate rivalries between the constituent 

units of the Nigerian state.  
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Recommendation 

Firstly, there is need to allow state governments to control their resources and this 

will bring about development in the country. With the exception of Bayelsa State that 

only has crude oil, there is no state that is not endowed with one mineral resources or 

the other. Therefore, second schedule of the 1999 Constitution of Federal Republic of 

Nigeria as provided in item 39 of the exclusive list should be revisited. There should be 

enforcement of this fiscal autonomy so that federating units can generate resources 

needed for the developmental needs.    

 

Secondly, there is need for decentralization of responsibilities such that the 

government at the centre will concentrate on issues that bother on national 

integration such as foreign affairs, currency, citizenship, defence, etc. This will 

significantly bring greater accountability and responsiveness to the public and 

reducing the incidence of grand corruption. The 68 items left exclusively to be 

legislated upon by National Assembly and by implication central government makes 

the center to have hegemony over the component units. 

 

Lastly, there is need to revisit Section 214(1) that monopolizes the Nigerian Police 

Force so as to address the security challenges in the country. This will go a long way to 

addressing the present security challenges in the country, such as kidnapping, ritual 

killings, armed robbery, insurgency, herdsmen killing to mention but a few.  
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