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A CONMPARATIVE STUDY OF STATES' FISCAL
DEPENDENCY AND IMBALANCE IN NIGERITA

Godwin IX. Akpan
Department of Econemicy
University of Uvo
Uyer, Akwa [hom

ABSTRACT
This paper examines the dualiey in economic developmenrt that exists
amonyg Nigerian states, using intergovernmmental fiscal relations. There
is a serious problem of mutual dependency existing between the federal
and state governments. The federal government is the primary dependam
in the fiscal relationship since it ‘depends on state resourees for its
revenue. The depéndence of the federal -government on the fiscal
resources of the states. weakens the fiscal base of some states, ‘thus
inducing a secondary dependency in those states on federal revenue. The

scale of fiscal dependency varies benveen states and between clusters of -

 states demonsrrarmg the trf.trcnce of ari mrbakmce Neverrhe(ers mosr

af the states'alross the country depend on federa! .ﬂamrory revemre for i

snfiifd oG bt CHL L 2l

“théir fiscal finarcing i<ttt SHALLEE

~337:An Ynéven distribition ofad»fanmgeous deve!opmem facrors am{ rhe b
early use of such factors by some stales have nurtiired this ‘imbalance.
: The lack of.incentive for internal revenue generarior‘: within thé srates;
the availability of .oil revenue.- and the rapid proliferation of states dnd

§ m:[;:ary command governmenis are -some of -the -factors thar have
deepened‘mf smres level of dependency and imbalance. The solution to
the problem lies m minimizing or eliminating factors that have caused
this imbalance; the states should promote private investment within their
domain through the provision of basic infrasiructures and other
incentives.

JEL ctassification: H2, H3, H7

1. Introduction

i l VR SN

THE essence of federalism anywhere it is practised is to contain the spatial and

cultural differences existing among the component units of the federation.

The .

creation of the federation of Nigeria was therefore directed at finding a
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208 Godwin £. Akpan

constitutional solution o the socio-spatial dynamics in the distribution of our
natural resources and human factors to engender development.

In 1914, the Northern and Southern Protectorates of Nigeria were
amalgamated. The colonial powers, however, in recognition of the socie-cultural
difterences between the North and South used differeat approaches to consolidate
Lugard’s policy of ‘indirect rule’. The search for a solution to accommodate the
diversities within the spectrum of a unified and integrated Nigeria continued and
in 1954 when the Lytdeton (federal) Constitution was promulgated, the then three
regions had three separate constitutions. ‘A fourth region was carved out of the
existing three regions in 1962, with the creation of the Midwest Region. Since
1967, state creation has been a dynamic issue. With twelve states in 1967, nineteen
in 1979, twenty-one in 1987, thicty in 1991, and thirty-six in 1996, the rapid increase
in the number of states in Nigeria has been posing financial and basic
administrative problems for the newer states. The individual capacity of each state
10 raise revenue has been constrained by weak admijnistrative skills, and a low

“level of economic activities: Therefore, finding enough revenue to sarisfy the
development plans has proved difficult for quite a number of states and has also
resulted in weakening the political and economic power of these states (Ayoade,

it SRR R S FRINE RUSCY ML T IR TR AL E SEARPS T

1997). "o SNV G TE
i ot ata et aetan ot sl VA B et R R ETRtew et ety SR Wi oo '
The'tltimate ‘implication of this Situation on the fiscal position of the states is

Wrileg v b

pad . Y2y

.- Aagg PP Sy SR eV W b e i Vi gtk
an increds® in’ihe defmand for, federal reyenue, 1o fund newly-created state

U S Y e R N A T AR T Y B A S T : Al , '
secretariats and the various minisiries and state development projects.\The federal

govérnnlgn[.“gpr};r.g]g\th.\ﬂ‘s‘gg!_gllgg:qtjgn,_td,,al]ﬂihc_}ﬁtitcsl(wilh the exception of
Lagos -and , Rivers .gtates)...Apart from :this sobviousizdependence ~of state
governments on the federal government, spatial differences in resource distribution
appear to have some effect on the relative weight of depéndency: ™ **

There is a need, therefore, to carry out ‘somie comparative analysis of fiscal
dependency among the states in order o identify the plausible reasns for these
fiscal differences. The objective is to’ make recommendations on how fiscal
dependency and imbalance can be minimized in the states.

[

2. Theoretical Issues and Inter-governmental Fiscal Relations
The concept of inter-governmental fiscal relations is an integral part of fiscal
federalism. Inter-governmental fiscal relations is concerned with issues ranging
from tax jurisdiction, to the allocation of revenue accruing to common accounts
and component uniis of government within a federation. Understanding
intergovernmental fiscal relations requires some knowledge of inter-governmental
functions, the constitutional tax power of different tiers of government and the
appropriation of revenue in the collective {federation) account.

Federalism is generally concerned withthe decentralization of government
functions from the central (federal) government to other component units of

A
tdef
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govcrmne‘m (ue. the states and the local governments). This nawrably rc; l‘ |

dcccnlr-ahzauon of the fiscal system. which is the idea ernhcddez i Uf‘[h "
fcdcralx§rll: that ts, the existence within one country of different e = d_ISCf“
rcspo.nSIbiiitics and axing powers among the different levels of ﬂovcr‘:pen "“.’C
constitute the federation (Okigho. 1965). Fiscal ﬁ:dcmlismh tItc;cforel l;“‘f‘"[ ['hl‘"
embrac‘mg concept that explains the fiscal activities [hat‘mke I'|cé -.i—"kll”' \ I
federation. Inter-governmental fiscal relations, on the other hamli) ‘r::fcr‘” llIl| .
fiscal ll'ilﬂSil(F[iOl‘lS and coordinating arrangements among the valriou‘; :‘EU'( o
government in a federation (Musgrave and Musgrave, 1989). S e
. lnte.rf"gs)ver_nmemai fiscal relations concerns the balancing of fise:

responsibility -with the revenue collection powers of the diffcreit le "lr‘h“!'
government within the federadion. The allocation of responsibilities -m:c: L; IUI
d;ffefc.:z units of government is normally handled by the constitution I‘ \"nf t_.lr:
t.he list of responsibilities is stated in the constitution, Basically rhc-rcn': liﬁ‘l:m‘
hst;;: the cxvclusi\_fe_list of responsibilities, the coacurrent list and ‘the res":lre l[ ;th
The-exclusive list is comprised of responsibilities which are funded "exél = ‘M:
by the federal government; the concyrrent list consists of responsibilitics.uii:’f:i!

: "t?ybombtlr]e ,ff.}dera[_ and state.g.ovempwnrs; and -the residual fist is the sole
esponsibility of the state. The residual list comprises those responsibilities that are

lg‘t_r‘-jn}:’the;ﬁrst_;wof}isfs ‘and are not assigned to the local governments. s 0.,
i §§g;i§{.Cpncermng“‘:fuqt_tions"and. responsibilities;* and fhc!aliocat.iori"’or.' a :
'\_y.é_rg-l‘o ﬂlt‘ferent‘tier;s of governmeént have beén variously discussed inpédd o
t_",all.hy;EmemIga;(19‘93).7:Mbané_foh (1993)-and Anyahwu (1997) ahd.will naz]{;:'-

ated here,'except.in relation to issues relevant to this: paper: Apart from their -

ciﬁlég,_:;o_urse a number of observations about the allocation ci_f responsibilities dnd tax
_p_:__pt:r‘_sr.arel pertinent. ‘First, the distribution of responsibilities and tax powers
-usually takes into account the effects of such allocation on the general ease"tﬁ'

e d :
system (':omrol and on policy interaction. That is why the local governments ;
respongb@ for rates and fees levied on people and activities ar the gra ; d!'tf
level. .Smnlarly. for economy of administration, almost all personal incym‘ 55"(“.)123.'
are levied by the state government. The federal government, b;-c;l:;-;c ut'(i: w :l\ i
to ensure con_1p|i:mcc. is vested with the power 1o collect compan;' incon: :ll'l 'uy
Second. in allocating responsibilities and tax collection powérs th 'r: rl:zl\"

be a Palance between the principles of efficiency and equity anion--' [i'l(: tierxu::'
gove?-n.lmen.t. Efficiency principles relate to the minimization u[':cox‘:'in‘r[{'
adn‘i'lmslrauon of tax/revenue collection by the different tiers of gm‘enum:-i;l wh';r_
equity demands an alignment of revenue powers with fiscal rcsponsii'-iiitt:
(Mbane‘fo‘h_..1993. Anyanwu, [997). In the real world, the issue of balanciny
responstbt‘lzues with tax power has to do with the balance hc:wec‘n tisc :J
concentration and efficiency. There are usually some trade-offs between frici ) 1
and equity in fiscal practices. e ";‘*L”t}‘
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The federal government, by reason of age and experience may be more
efficient at tax administration. The temptation is thus to concentrate fiscal powers
in the federal government. The lower levels of government, however, have to
begin from somewhere to attain fiscal efficiency and independence {Mbanefoh,
1993). In a developing country like Nigeria with various.factors warranting
inefficiency. it is only reasonable to magnify the need for fiscal independence
withourt disparaging the esteem of efficiency. ;

Another issue within analysis of inter-governmenta
aliocation amony the different units of government. Reveque allocation denotes the

evenue to the differént sectors (horizontat allocation) and to
). Revenue allocation has been

ism in Nigeria. Some of the

| fiscal relations is revenue

" consignment of r
different units of government (vertical allocation

discussed extensively with respect to tiscal federal
conclusions include: excessive fiscal concentration and control (over 70 per cent)
at the federal level, due to the prolonged impact of military rule (Akpan, 1999).
~ With respect to the horizontat atlocation of revenue among states, the vatious
" criteria used are controversial;' even among scholars ‘in- Nigeria.” Revenue
allocation is controversial because of the lack of general acccp,tani:q of the revenue
allocation formulae ‘which his been adopted «in the .country (Emenuga,1993)."
‘Those states with:a rich revenue base are inisisting on an allocation formula based "
on derivation. those with a)povt ireveriue'bise have insisted on'using the principles

-the allocation:(Mbahefoh'11993).2The, i

“of  &qiiity irpopulation nd -landimass‘in _ . ‘
‘allocatiof: formitaé is Uliacéptable tuimatifi Nigeriatis bécause of: itsitexelusive;
reliaricéoh political ralhiet than efficiéncy factdish (Ahyanti;#1997) as iddices for-
‘revenue +allocation. - This thas ' béen’"the sfundarierital cause of ‘the iricreasing’
‘dependency ‘of the 'staté and focal. governments
federal government. Thé proliferation Of statés has reduced the size and capacity’
of the_new states and made them inherently weak and excessively dependent on
fiscal subventions from the federal government. Ayoade (1997) is critical of the
impact of state creation ‘on political power and resource capability. He warns that
the existence of numerous weak states are dangerous in that it erodes the influence

which the states would have on checking federal government excesses.

3. Fiscal Dependency and Imbalance among States .
3.1 State fiscal dependency and imbalance i

v

Fiscal relations between the states and the federal government are often described

as a one-sided relationship, as the state governments derive over 70 per cent of
their budgeted revenue from the federal government. Indeed, during the period
1970-1696. the entire economy depended massively on the oil sector (up to 73.7
per cent) for revenue to finance their fiscal plans (see table | and the figure 1).
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The o:llks.ecu)r. or indeed any other sector, does not exist in a vacuum: oil w“e[[s

a:;: sunk in somzs::lucs,'_;usr as industrial and corporate business activities exist in

other states and these activities gener: imari :
erate revenue ; {

R ue primarily for the federal

Table 1 lnter-govermnent'll . Fi enden R N
- al and Sectoral Fiscal DE"I ati t i
.y %) de €y Katios (revenue nn N nritlion;

‘on statutofy allécation from'the

Year 19840 1981 1982
1992 1984 1985 1386 7
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2 ﬂnlel- - 79502] J6I58| WeGS| " 3257|2672 KTET] IETCTW] B vEd 53}1
Total Fedferaby Callectel Ruvenve (3] t 15204 12180.2f 117651 10608.7] 1719] 14606.1]12301] 35085 317
Fed. En\:l.hdepmdent Aevenue (4] na [F] na 1095031 S8 1384 IZSE-S : :":Js
. - 4 =l
Faderal Stawtory Revenus 10 Siates A120.6) 38256 32457 295851 2799 I¥0a 2a3e| 61971 858 i
: H 2 " 181
States’ Total Internally Generated 13227 1e48) 13158] 13708] 138 |  Tsed1|  waral isEds] 3 mJ
' : 1| ar ; 788
States’ Total Current Revenue (7] 54563 4875 d3353] 4329a|ie0.] 4838 =izl ISR 103600
O Degendancy Ravie: (N3~ | 9103 70.31] 6643] 6902[7388] - 74731 % m;l quls
w-.twuanu:hr-:q Rav. | o831 2969| JI57] S098[28.11| 52| 300 24.m zs;fs"
:aullm.ﬂeu._lo Totat ] [+ ma ¢ s I- - BI5] 45 196 LIN:F] 517 ‘!.98 i
tates’ Dapandancy en-Fed, Aey. - 1567 10.471 1487 - . .
y 78, "66.34]|66.95]  67.18
Statas’ Ivenal Rev. 19 States* i B =
o | don G Rav B 2633] 2152 *3035] - hn|
B e T Ak 350 . resfnoe] - wo| wee| 1 21.03
o |mm e "o el I g . g b :
) [ A B 3‘.. LG lllill A 1205 ';m‘ 1085] ° 1280] 179 1.8
Xl i i ik s g S = H [ c
: umm@m : ; | 32.16] Y2742} L4054 4 4smfanzs]  ansy s';n %:n' sa]  2a63
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— —ie MEE o~ :
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B oy ree——Y > ol 3 by N i il - ;
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States” Total Curiem Reveown (7 1150291 19116.5| 24114, ] "37673.6] 3774]_ 49506.1] 69541 6| 888874

O Dapendancy Rave: (1431 (V71 BTN ST 86.15]84.09 7934 8324 B4 7

Sharw of Nea O Ryv. in Tota) Rav. [F 53 18.21] 1415 L185[ 155 20.66 Fi KT} 29‘03 L
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Stales’ Depandence an Fad, Rev. 86.07]  33.40| B059 14.98[73.29 54.59 55.53 ISIJU J‘:tu' '
States’ Internal Rev. 1a Stares” Toi, 13.93 14.26| 205 18.05]15.17 22.08 : :4.-40 2 .lJ' 23. I:
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Source: CBN, Annual Report and Stutement df Accounts {various accounts) .
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State Fiscal Dependeney and Imbalance in Ni geria -

The fiscal wealth of the federal government is fundamentally dependent on the
level of economic exploitation of crude oil in the oil-producing states. The

5 = §C € % 3 ‘—k dependency of the sties. therefore, on .the fcdcr:ﬂ governmens’s statutory
o 5% D 2.8582 SS9, allocation can be retraced and seen as indirect interstate resource dependency.
EE 258 53 ¢S xE-g Elg This dependency is the result of the federal government's annexation and
8§  Ted wfx wEudger yelg S s i el ‘ ; A umie e
&g E i; =iy % € fusiy mPEX cxplountlgn of state resources. Hence, the federal-state dependency ratio is equal
o Sex aod @ EcOomnacd aaxhe to the ratio of the economy’'s dependency on oif revenue. It is important that the
} * . H * *___‘_ analysis of inter-governmental dependency be given a proper anchor on the tedera)
. dependence on sfaces: thar-the ulumate effect of continuous creation of states in
Nigeria by successive military governments has weakened the power of states in
Nigeria and this situation should be analyzed in the context of iner-governmenta!
fiscal relations.
‘%‘d} The federal government is. in essence, the more dependent ptaver in the risca!
5 relationship, This is d;monsn:u;d by calouluting the ratio of the redzrat
o < gdvcrmnc‘qt‘s independent revenue ta it toal, Tevenue. The rato is calcuiated us
%, . independent revenue (4) over oii revenue (1) plus (4). The information in rable i
.‘%\6} is adequate for the calculation; the sunwnary of the behaviour of the ratio is as
oy follows. This ratio (available front 1983-1996) has an average of 3.8 per cent but
% has declined 10 an all-time low of 0.7 per cent in 1996. This ratio shows that if the
K. federal government relinquishes its control or'company income tax and oil revenue
%bi' with its associated fiscal gains to the states where the companies operate and where
Wd}r - . the oil is pumped, the federal fiscal strength would fall by more than 96 per cent.
o) g“%} 1 E.._‘,% In other words, the federal government's internal revenue capacity can only
T % 4 % generate a dismal 3.8 per cent of its current revenue needs. The federal
e“ T % g government is even more dependent than some states in terms of ideal inter- .
Y I B s governmental fiscal relations. _ i
,f ”f sz“‘i & From table I and figure 1, it is clear that berween 1980 and 1983, the majority
iy ] % = of states were dependent on an allocation from the federal government for their
o '9‘%-, E revenue, such that the dependency ratio never fell below 64 per cent. Indeed., the
) b 4 - B fall in the ratio of stautory allocation to total current revenue for states between
. 2 < 5l 1994 and 1996 does not mean that the ratio improved. This can be attributed to the
| %, 2 exclusion of value added tax (VAT) allocation to the states from the statutory
- C?pd\ revenue. Since VAT is collectable and controlied by the federal government, the -
| ‘,‘," states dependency on the federation account for their fiscal financing has not
! 9, reduced as much as one may read from table 1 and figure 1.
0.%‘( The graph, however, reveals a wrend of responses of ail the ratios to oil

revenue. This is indicative of the oil sector as the driving force of the economy.
The most problematic of these lacklustre relationships is the ratio of the states’
oney Aouspuadagq - . internal (o revenue total revenue, which portrays a negative relationship with oil
’ revenue. This means that oil revenue and therefore statutory revenue does not help
the states expand their domestic revenue base. [n reality one of the factors that
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214 Godwin E. Akpan

weaken the internal revenue position of the stares is statutory reventie 1o the states.
An inerease in the federal statutory revenue to the states creates a disincentive o
internal revenue sourcing, henee, the negative impact of statutory allocation on
internally generated revenue, Qi should be noted that the rise in the ratio of the
srates” mrernal rovenuoe 1o their statutory allocations was brought about by sluggish
increases in statutory atlocations, which engendered faster growth in inernal
revenue {see rows marked (5) and (6) and the ratio (6)/(5} in table 1).

Another ratio (see table 1 and figure D worthy ‘of comment is the states’
interiil revenue 1o total federally collected revenue. The ratio assumes the lowest
values in comparison to other ratios. Ina normal situacion this ratio can even rake
on vitues greater than a unit, which demonstrates that the internal revenue of all
suites put together may be greater than the federally collected revenue. In Nigeria.
however, the ratio is generally below 13 per cent. One of its lowest scores (2.8

_per cent) was recorded in 1993 and thrgughout the 1990s it has never risen above
5:4 per cent. This ratio ean be used to mieasuse revenue generation capacity and
reatized tax power'{as opposed to approved or proposed tax power) between the
states and the federal government. If the states can only raise an average of 7.2
per cemt internally, compared o the total revenue that the federal government
collected between 1980 and 1996, then, the states’ dependency on the federal
government and the precariousness of this situation in the event of failure of the
federal source of revenue should be given more serious attention. Moreover, the
federal government has one major, but crises-ridden source of revenue: oil. -

A state-by-state analysis of the dependeéncy situation is presented in table 2 and
the values are extracted to bring closer the comparison of these ratios among
states. [n all, five ratios are calculated for all the states in order to use these factors
t0 evaluate fiscal dependency among the states. Using internal revenue {0 recurremt
expenditure as a measure of a state’s internal fiscal capacity to sustain itself, it is
noted that only Lagos and Rivers states have the capacity to pay their
administrative costs from their internal revenue efforts. All other states are too
weak to offset their wages/salaries and overhead costs. Yobe, Jigawa and Niger
are the worst performing states with scores generally below 1.0 (one) per cent.

The dependence of the states on the federa! government is to a good extent
captured by the ratios of statutory revenuc to: (1) states’ total revenue and (2)
states’ total expenditure. Since the statutory revenue in 1993 to 1995 excluded
grants and VAT allocations, one has to be a little apprehensive of the low values
recorded for some fiscally weak states. It is, however, helpful to take in all ratios
before drawing a conclusion and to note any part of the expenditure plan of the
states that is not met from internal sources is paid by the federal government either
through stanutory allocation or with grants. Using these ratios, there is no need 1o
overexpose the high dependency of the states; it is curious to note, however, that
some states have received statutory allocation from the federal account which

Stace Fiscal Dependency and Imbalance in Nigeria A

exceed_s their expenditure for a fiscal year. This is captured by a ratio of statutors’
allocation to (otal expenditure which is greater than unity (or over 100 e‘r ce ?\
eg. the ratio _for Katsina, and River states among others. This is clearl‘:* r.luel [\
over-e_?m[_)hnsus on equality rather than develo.[;mcma! needs and absor [:
capacity in the allecation of revenue amony the states in Nigeria ‘ P
Two clusters of states are formed for both northern and sout-hern Nigeria o
enhance a closer evaluation ot the problem of fiscal dependency. The se!ezli on ¢
states was based on completeness of data. generation (age). and observed |;l St
(stabn_Iuy)“ of ‘performance in ail the ratios used. A st'atc's dc;pe|1de[1ci'[-1:;i
der‘no?susfed using the rario of stawtory allocation to states total eipendi(uiev
T!us. is shown for the wwo clusters (see figures 2 and 3). lntern-'lt revenus
performance or internal fiscal strength is depicted using the ratio ‘ut' internx!
:;i::(::: o re;urr;nt expenduur-c. This is shown in fizures 4 and 3 for the twe
‘ Ge.neraily;_ the cluster of states in the North has a higher (-:Iep.:n"d::ncy ratio [ll':lr“l
) th{)se_ in the South. There is a picture of imbalance between the two clusters
.Wuthm each cluster there is also some imbalance. This imbalance can be ex lait;::;i
~in te'rms ot: access to somé economic and development advantages such aE being
an industrialized, commercial. or political administrative area. When rhcsi
: ac_lv_antages exist, the state so endowed has greater fiscal independence than those
tlljat_-do_ not h:_we such advantages. This explains why the cluster from the South has
ia hlgher ratio, and the good performance of Kaduna and Kano in the Norh
. Having noted a negative relationship between statutory allocation and internal
revenue capacity, it is logical to argue that any state with a higher dependency on
statutory revenue tends to neglect its internal revenue sources and this will dee
th? imbalance befween states and between clusters of states. -

3.2 Bases for fiscal dependency and imbalance

One of the basic problems in the deepening dependency of states on the federal
goverament for fiscal finance. lies in the negative relationship between oil revenue
Eind internal revenue generation. As long as this rekuionship is not reversed ..IL
increase in fedesal government allocation to states will only result in internal ﬁ:.c-;‘-
weakness and increased dependence of the states on Wil Fedectlly llpented
revenue. T.his is s0 because the revenue allocation formulae adup(ed' in Nin‘c.n :
do:lzs not give any [ncemive internal revenue generation efficiency and :sc!r--
reliance among states in fiscal matters. ) o
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Table 2. States” Fiscal Dependency Ratios (%)
[~ 1988 1950 1997 195) 1994 1995 1948 1300 1997
gar 3] Sa; 53 SAf sal Saf SAl SA;
Tat Aev. Ta g Rexv To1 Rev. Tai Rev. ot Rev Tot Rav. Tor E1p Tot Eag Tot Sup
s 8937 LHIE) 54.1) 6a0s 6767 5957 ] 7599 Al
Adamawa 7200 SN 933§ 9181 8157 arad §6.3 3787 8478
skwa thom 8844 85 0% 6841 1447 TR 149 1548 8329 105.1
1Anambia ' 54 15 8 82 549) 6l14 £2.60
Baucht an 26,40 58 92 5.2 511
158 82 aFil J400 < 9% 1) RiLL W v EVRE 5788,
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Table 2 continived States’ Fiscal Dependency Ratios (%)
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The protiferation of states combined with the command structure introduced
and nurtured by successive military _qdministrations have in their own way
drastically reduced the states’ “internal fiscal capabilities. Although the state
governors/administrators. being subordinate in rang and military hierarchy are
dutyv-bound to carry out the directives of the Head of State, the adherence and
subjeclioﬁ of state bureaucrats and others could be ensured with high fiscal’
concentration at the centre. Fiscal dependency has thus been entrenched by the
military governments {0 enhance the command cf their regimented government
and compel adherence of these weak states to their direcrives and dictates, since
only a strong economic base at the state level (in paricular fiscal) can generate the

1
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polmcz?\l will required to check the excesses of the federal governm This i

balancing process in federalism. The continued dependence of sratesc = hhls oy
gqv.ernme_nt is unforunately one of the most expedient means of it el
military d:ctatorship. The presence of the mijlitary and the weakeni umfn r s
through fiscal dependency are an aberration to the effectivenessn(ffofeéltias!tiizs

¥ ’hiCh pI'EZlCh s decentratizati b()[’{lers O
LY bt 1on and dEmOCfaC that b € i 1
; ﬁl'ld self-reliance. Yy ns lf—detemunatlon

T P y
he near absence of fiscal incentives to self-dependence among states and. the
.mne

unleashing of a military dictatorship are not the only factors that have threatene:
the fiscai :trength of the states. The dependence on one tradeable sz;lzt‘:r :;fzﬁleﬂ_ed
;ci;:]:iig 're;enue has affected 1mern_al revenue capacity in Nigeria in I:;JIOF
ns. Firstly, the growth of the oil sector, as Ovejide (1987) obs i
brg:;ghr' 0 effect the operation of the Dutch discase Whicilol‘t‘:;:'l‘;zs‘ hl“ls

| E; OIEE:‘“‘.-_’;:E;UOE ?lher sectors fhron..l-g_h reduc_:tio_n pf the r_elativé profimbility possitit;; g
pations. The result is always mass disinvesrment_ from' other sectors

. with the con e ¢ i tecti
consequence of decreasing output. Eftectively. therefore, oil exploitation

and trade have weakened other se i '

; r sectors. This has resulted in poor

: _ - Thi poor tax returns :
these sectors. The domestic revenue drive in the states has thus been besi i
the ratchet effect of the Dutch disease. FAIRECig
S i i :

soum:;:ontd!y. as long as there is no serious need for additional revenue from 6thcr
= s.uf%‘s:.zue.-s are not likely to be venturesome in the search for Internal revenue

iciency of the federal statutory allocation from oil revenue is demonstrateci

5 ll)l’; 1::;1 ::pteziﬂul.ty.of federal government allocation to some states, which cannot
. be sted within the fiscal year. That is the information conveyed by thé ratios

of statutory zallocation to total expenditure are greater than one (or more than 100

S : ‘ : :
| E')e :e:,f,:[:] lSlngcdthe absorpf:or: capacity of those states cannot utilize all the gil
ocated to them within one fiscal year, why waste resources to generate

internal reve?ue? “The incidence of limited absorption capacity i
preponderant in the northern states’ cluster than it is in the SOUIII)] T§ lSf' yo
wasteful'funding of some states ts that they will not be slimulateti to :o?i:: thOf
;;::;l_lue 1nternal!y: This unconcerned :_mi_tude to domestic derivation of rev?:n::
::gtah?: _negauvely- on the- appropriation of public funds in the states.
i i AR B sscress il e R i S el el et e
bility t i 3 nctio iti i
z?tl_lr::linlstrat.we expertise. These valuable factors n\fhitl:)l(:h:rc:lil: !l;crz:(;\:;: afrcl)(:
enc_y in states’ internal tax administration are disparaged b i
degradation in state creation exercises. It should also be cﬁ ket onomilc
activities take place within land space. Wit - l'“ed el
attendin_g the rapid creation of s;zates (frlc[)::hl?z l‘;?: u169[:307n t!: ;;:Snc;ti?ac? ity
ccono:.m;: activities within each state have been reduced. This wo Ides Ilrll 1'996)'
reduction of the tax base of the state. Furthermore the t.echnical :;(p:::;:el i he
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Figure 2. Slamlory Allacatlons/States’ Total Expem:llture (selected states)
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ired for efficient tax administration has been 'fragnllcntcd by the !Jmlhlu:]tézz
quuli s. This makes tax planning and administration in the new states al terfcd .
gssl::l.a”:i:c eff;:ct is the increasing dependence of these weak states on the tede
1OV ent for their fiscal needs. , ' A ‘
gm%lfl?znu;[scrvcd disparity in the magnimde'of d.cpe'nde_ncy(.);n:(j[:]l:;url;?;;ljarqé:z
among states can be explained using the spau_:n dls'tr?bl.m;:[: of naes) s
and economic activities among states. The main activity lﬁ'acts " C.oncemmed B
cconomy is thie oil industry, whosc_ spr_ead of llnk_agf: e eorwd o ¥ ]
omnle Nié‘:fiﬂ- Lot partf0§9N‘;g56;’:rnccer:tdgfo::’l'tfj:xp[::troicum products has
: yrocessing. An average o : s
;:zn!cxpor(cdgbctwccn 1970 and 1995. Although the e;cp;ftn s:xg% :uiz t;e;nt; flnn (hi
with the opening of refineries (from an average of 9 h lecmr 51.111 b
(kAL s lﬁi:?:égiii{eyszéci iinkagc in fiscal ir:pacc
i § wi her sectors. . $ ect! . al imp:
:? )lcl::f zeiftic: ::sa:r:::l;); felt in areas other than thgse-states in which I.he oil mining
e Is“t:zmirr:c:f: epi':c;!: the spillover of Dutch disease is maE'cconomi; \acti\gs::,
(mainly agriculture) in the non-oil producing states in the tll;lni?rt::g” ::;Z mec
lected. Disinvestment from those seclors.. due to the grow o el
:lt::eg ease of financing imported substitutes with -pctro-d?llars, ha:d rcc::ct; n’.‘:‘hc i
e ot e el g ooty
tor for their -fisca ! : - o cen the
sec The high level of disparity noticcdll? m«i‘\_ﬁscal d;;pcr;;!er:;z; ;Z:?:{jbe\:::h:n s
northern andthe southern states in Nigeria can a_sod e] e
conceptual framework of- cu'mul__atiyfe -causation o;d qat |s‘nc; .in et
economic development..Usually a region with early a gafr; :tig, A
~of its natural.resources will develop faster ,z:md drawtj] e
associations.’ As this process -continucs_, all aspects of Nt_: ot
" affected and the disparities will cominu.e to deepen. In 1332 cs.s et e R
has had some early natural advantages in its development pr
com’lll‘i??ir;t- of such advantages include the seaports for trading a:?:;:mcsi;i[:i:tadl
trade supporting activities such as ba_nkmg, lnsurangtlrl Fmd olfrru::;lsli)::rlt;:.enNj,g groDem
headquarters in Lagos up to t992; discovery and (lI:l ing e
region; and early acceptance of \A{estefn cducanonlgvldan g
secondary schools and later, the Umvers:‘ty College, a] ;m; e e
factors such as the provision of modern mfrastrycture; h e
rowth of manufacturing, commerce, transportation an con il bl
ot tates. The effect of this growth is that it draws more ir il
fo‘i:‘egg;h tha:n it does 1o the North. Since person}!l income tax is P?Yﬂ ela([}ionq
biies idence, it follows that southern states with greater working popu :
states of residence, !

|

. iii.}.;'Thc fe_déral government should ado
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will get more tax revenue. This explanation also applies to some srates in the
North with similar advantages. Examples are Kano and Kaduna.

4. Ways of Increasing Fiscal Independence

In the preceding section, afier highlighting the level of dependency and imbalance
among states, some of the possible causes of the problem were discussed. Some
of the things that could be done to increase independence and reduce the
imbalance among states are suggested here.

i.  Democratic process and principles are necessary and imperative for the
development of a self-dependent and strong fiscal base among states. The
political class should resist the military from coming into power since irs
command structure will not allow for self-determination among states. The
niilitary personnel, by nature of their training and leadership orientation,
believe in domination and dictatorship. T
exclusively at variance with decentr
federalism. '

he ethos of military command is
alization and the principles of

ii.  Much as the creation of states might have some develomnenr-accclerating
impact, the rapid multiplication of states is disadvantageous to fiscal

‘mdepe'{']dence, and should not be encouraged. Nothing can be done to
reduce the present high number of weak states,but care should be taken
that no more states are created. . - . PE B LTI s ]

4L P Sl R A

. =

RIT L e e L ey wpire Foaim ey Sed 4w ¥ ? - . -
[ R S S N ER A4 B “ BTN BN 1 A T A
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WY anere
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dopt revenue allocation principles that

.- -will eéncourage the efficient utilization of the revenue opportunities within

. the states. Internal revenue generation efforts of the state governments
should be used as one of the bases of revenue allocation. The internal
absorption capacity of each state should be taken into account before
allocating revenue. The federal government should neither undertake to
finance the entire expenditure programme of the individual states, or
-allocate funds in excess to what they require.

iv.  State governments should initiate incentive programmes that will boost
investment in their states. Infrastructural investments by government are
one way by which any state can attract investors and so enhance revenue
generation opportunities. Except where indivisibility of capital and other
problems exist, government direct investment in pure economic activities
should be discouraged. Government managed enterprises have mainly
resulted in dead-weight losses to the economy. Government should invest



24 Godwin £. Akpan

in ‘pure’ public goods such as roads, the maintenance of justice and
peace, and the provision of socio-economic infrastructures.

v.  The federal government should consciously reduce its tax power and hand
over to the states. It is believed that if VAT administration is handled at
the state level, more states will become fiscally less dependent on the
federal government and on oil revenue. However, the regulation of such
taxes should be centrally legislated even though the administration is
decentralized. : .

vi. The use of federal government power to annex the land resources of stares
should be discouraged. The federal government should only ensure that
mining, which is currently on its exclusive list, is carried out according
to international requirements for environmental purity and other

-5 standards. The functions of the federal government that enable it to exert
excessive influence through the alienation and annexation of states’ rights
to resources’ found and exploited in _their {and should be reviewed 1o
restore those functions and rights 10 the states with control /regulation

.. i tvested in the federal government. : - oot il
G0 e sl fa s T iy 1 f q_t‘..,; st
= o dgE gt [SF PRIV . SR L L i avesbs S Er
5. -Concluasion 3 aapinceang s on blyeds bas s =
- I b mhe ey LN L

Presenily the state of fiscal relations betweenY
shows fhat véry few states can pay the administrative costs to run their’govern-
ments.’ The levél of depéndence of 'ehi:ﬁ__élthté;dri:'tl'ge' federal government and
indirectly on oil revenué is very high.!The ratios used in this analysis, however,
reveal a higher fevel of dependency of statés in the hinterland of northen Nigeria,
than in the south. Northern states in the comsmercial nerve centtes also have higher

fiscal performance indices. . -~ *un. eyl 8 Rt

_The state governments are very important units for policy transmission in a
federal structure. The weakness of this unit can frustrate policy efforts and can
eventually result in the dissolution of the federation. Conscious progranimes.
including the devolution of some tax powers t0 the states by the federal
government, should be initiated to strengthen the fiscal base of the states. Besides,

the principles and practice of federalism can only thrive under a democratic -

environment. The military administration of Nigeria has contributed 10 the
weakening of the states through the concentration of power at the federal level.
This should not be allowed to continue. The states should be given incentives to
exploit internal revenue sources for fiscal independence and self-reliance.

-

he slatis'ii;a the federat :g‘ovcrrihér-'{t" !
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