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Common Misconceptions  Relating to Revenue 
Generation, Allocation and Fiscal Centralisation in the 

Nigerian Federation   

I would like to focus my discussion on the following key misconceptions, which 
are intricately connected, and appear to be central to understanding the 
misplaced “discontent” with the current structure of Nigeria’s fiscal arrangements: 

• that “some states of the federations are more viable than others: 

• this is often then extended to the claim that the weak are feeding on/
dependent on strong 

•  Fiscal centralisation is necessarily a bad thing, and “true” or classical 
federalism will make the Nigerian economy grow faster, or will raise 
efficiency of resource utilisation or economic governance 

• this is often extended to claim that every constituent of the federalism 
should be allowed to grow at its own pace, using its resources, and 
inter-regional competition will raise the pace of growth of the 
collective (resource control/breaking up?)



State’s Economic “Viability”
Within the context of Nation-Building, federalism provides for some relative sacrifices not 
only among competing sub-nationalistic/ethnic claims, but also amongst states and 
regions. The inevitability of these these relative sacrifices makes the universal use of the 
concept of “state viability” meaningless.  

• These relative sacrifices include giving up “the power to tax by the constituents” and 
“exclusive preservation of the use of economic resources”.  

• States (a creation of the federation) in Nigeria are given some tax powers: e.g., Personal 
Income Tax (PIT), while the federation retains others (e.g., Company Income Tax, etc). 

• These relative sacrifices (necessitated by the current federal arrangement in Nigeria), 
have redistributed economic advantages, giving some states relatively greater tax base 
(IGR) and, hence, appear “more viable”. For Example: 

• States like Lagos, Rivers, Ogun, Kano, etc., or region like the South West, 
disproportionally enjoy these economic advantages because they belong in the 
Nigeria’s federation, hence appear “strong” or “viable” 

• States like Ebonyi, Borno and Gombe, etc., or the region like the North, have 
disproportionately sacrificed these advantages, hence, appear weak.     



How the “Weak” (low IGR) States Make 
Others (high IGR States) “Viable”

• Size of a State’s IGR is generally determined by: 

• Taxes (PAYE or PIT,  Direct Assessment, Road Taxes, other taxes) 

• MDA’s Revenue 

• The volume of these (IGR) taxes for any State significantly depends on: 

• Number of economic and administrative organisations/activities 
located in their jurisdictions 

• the volume of commercial/industrial activities located in the 
jurisdiction 

• Population (immigrant population? working in their jurisdiction)



How the “Weak” (low IGR) States Make 
Others (high IGR States) “Viable”

• Number of economic and administrative organisations located in the jurisdiction, in turn, depends 
on: 

• Company’s Headquarters (Telecoms, Banks, etc) are located in where they are because the 
nation accepts such choice of location.   

• this gives undue Tax advantages to the host state (working population, PIT, 
Direct Assessment) 

• On the Volume of commercial/industrial activities located in any jurisdiction, note that: 

• Firms site their production location chiefly to reach market: they locate production is such 
places as Lagos, Ogun, Kano, etc., because the nation grants the firms’ products access to 
other states’ markets without “duties”. 

• So, firms (including FDI) locate production in, say, Lagos or Ogun, because they is part of the 
Nigerian state, and have unfettered access to the entire Nigerian market. 

So, because some States in the federal system actually forgo their economic advantages 
for other States to reap, it is logical to conclude that the (weak) populous states are “not 
viable” because the other few states have taken away their economic advantages. 



An Emerging Misconception 
about the Value Added Tax (VAT) 

• VAT is a consumption tax paid by the final consumers 

• the quantum collected in the country is purely determined in the final market 
(population), where consumption occurs 

• so, if geographical location is of any significance, it is that of 
consumption! 

• collection centres (states) are irrelevant, and the quantum is NOT the derived 
therein. 

• the recent noise about VAT collection “performance” by State is meaningless and, 
to say the least, misleading. The VAT generating States are not the VAT-collecting 
centres. 

• all the telecom companies, banks, commercial setups collect VAT from 
consumers that spread across the country, but remit same at the state 
where their headquarters are located.  



Resource Control/Breaking 
Things Up?

• the over-a-century operation of federalism and nation-building have 
necessarily transferred certain economic advantages from the 
population rich states/regions to those with locational advantages: 

• National and regional infrastructure (airports, seaports, roads, 
economic assets such as power stations, communication 
infrastructures, etc.) 

• Some of these were paid for by the federation, while others due 
to the century long relative sacrifices. 

• So, a mid-day reversion to whatever arrangement that grants 
exclusive use of/rights to such economic advantages is, to say the 
least, unfair to some states/regions.



Does fiscal de-centralisation accelerate economic growth of 
a federation relative to fiscal centralisation?

There are divergent views, but economists tend to favour fiscal centralisation for a number of 
reasons:

• the principle and practice of federalism which concentrate functions and powers to central/
federal government is better positioned to accelerate economic development 
(Olowononi, 1998:248) 

• classical federalism creates sub-optimal resource allocation 

• Classical federalism prevents economies of scale in government and increases cost of 
administration. 

• conventional macroeconomics favours concentration and integration of fiscal powers 
which enables government to fight economic recessions and such macroeconomic 
problems as inflation. 

• excessive decentralisation that weakens the central government could also weaken its 
institutions, hence its capacity to enforce property rights.  

• Evidence: autonomous taxing, spending, and borrowing of Federal, State and Local 
governments have run counter to an economically sound fiscal policy of the federal 
government.  These have intensified the violence of economic fluctuations (Olowonomi, 
1998: 242)



Implications for 
Restructuring

• The North should re-negotiate, re-assess its relative sacrifices in 
our nation-building: 

• all Headquarters of Banks, Telecoms, Diplomatic Missions, etc. 
should move to the FCT 

• all PIT and economic and tax advantages arising from locating 
companies that have national outlook should accrue to the 
federation 

• The recent calls for derivation on VAT, if anything, should be in 
favour of the populous states, whose residents actually pay it.   

• the horizontal allocation should be reviewed to better reflect 
population


