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Abstract 

This paper critically explores the concept of exclusionary fiscal federalism and its impact on governance and national 

unity in Nigeria. The country's federal structure, originally intended to foster balanced economic development and 

equitable resource allocation, has been undermined by exclusionary fiscal policies that disproportionately favor certain 

regions or groups. These imbalances have fueled regional disparities, feelings of marginalization, and conflicts over 

resource control, posing significant challenges to Nigeria's stability and development. By analyzing Nigeria's historical 

and current fiscal arrangements, this study highlights the centralization of revenue control and its adverse effects on 

federal-state relations.  A mixed-methods approach is employed to examine these issues. This includes qualitative 

secondary data analysis, such as government fiscal reports, policy documents, and historical records, alongside interviews 

with key stakeholders, including policymakers, academics, and civil society leaders. Quantitative data focusing on 

regional revenue distribution and socioeconomic indicators are also analyzed to underscore the extent of fiscal inequality. 

The study's findings underscore how exclusionary practices in budgetary management hinder national development and 

political cohesion. It concludes with recommendations for reforming Nigeria's fiscal federalism to promote inclusivity, 

equitable revenue distribution, and enhanced fiscal autonomy for subnational governments as essential steps toward 

addressing Nigeria's governance challenges and achieving sustainable development. 
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INTRODUCTION 

Fiscal federalism in Nigeria is essential to understanding the nation's governance structure, especially given its multi-

ethnic, multi-religious, and regionally diverse composition. Fiscal federalism typically entails the division of fiscal 

responsibilities and revenue allocation between the central government and subnational entities, allowing regions to 

manage resources per their developmental needs. This balance enables equitable resource distribution in an ideal federal 

system, promoting economic growth and cohesion across all regions (Ekpo & Englama, 2008). However, Nigeria's form 

of fiscal federalism has often been criticized for being exclusionary, primarily due to the centralization of fiscal powers 

within the federal government, leading to disparities and fostering feelings of marginalization in many states (Suberu, 

2001). 

Exclusionary fiscal federalism refers to the concentration of fiscal control and resources within a central 

authority, resulting in the underrepresentation or marginalization of certain regions or states. In Nigeria, exclusionary 

fiscal practices have evolved through policies that limit subnational autonomy over local resources and skew revenue 

distribution in favor of the federal government. This approach has contributed to socioeconomic inequalities, with some 

states struggling to provide essential public services while others benefit disproportionately from federal allocations 

(Ibaba, 2012). In a federation as diverse as Nigeria, such exclusionary fiscal policies undermine the basic principles of 

federalism and pose significant threats to national unity and stability (Nnoli, 2003). 
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Equitable revenue allocation is crucial for fostering balanced development across all regions, particularly in Nigeria, 

where states vary widely in natural resources, population density, and economic activity. An equitable system would 

ensure that states receive sufficient resources to address their unique developmental challenges, helping to reduce 

disparities and promote social and economic cohesion (Bird & Smart, 2002). However, Nigeria's current fiscal framework 

disproportionately centralizes revenue control, often leading to underdevelopment in resource-rich yet financially 

constrained states, such as those in the Niger Delta (Watts, 1999). These imbalances contribute to persistent regional 

tensions, as affected communities feel excluded from the economic benefits derived from their resources, leading to social 

unrest and militancy (Ojo, 2010). 

 

OBJECTIVES AND SCOPE OF THE PAPER 

This paper aims to analyze the challenges posed by exclusionary fiscal federalism in Nigeria and the impact of these 

practices on governance, economic development, and national unity. The study will explore the historical context of fiscal 

federalism in Nigeria, investigate the mechanisms of exclusionary practices, and examine their effects on different 

regions, focusing on economic disparities and conflict (Ekpo, 2004; Suberu, 2001). Through a mixed-methods approach, 

the paper will analyze data from both qualitative and quantitative sources to provide a comprehensive understanding of 

Nigeria's fiscal federalism challenges. 

Additionally, the paper will review theoretical frameworks related to federalism and fiscal equity, offering 

insights into how Nigeria's fiscal practices compare to those in other federal systems (Watts, 1999; Bird & Smart, 2002). 

Finally, the study will propose recommendations for creating a more inclusive and equitable fiscal federal structure that 

promotes sustainable development and social cohesion across Nigeria. By addressing these issues, the paper aims to 

contribute to ongoing policy discussions on reforming Nigeria's fiscal federalism to better reflect the needs and interests 

of all regions and foster a more unified and stable federation. 

 

HISTORICAL CONTEXT OF FISCAL FEDERALISM IN NIGERIA 

The historical context of fiscal federalism in Nigeria is shaped by the country's unique evolution from colonial rule to 

independence and the subsequent shifts in governance. Nigeria's federal structure has experienced significant changes, 

especially in its fiscal policies and approaches to resource allocation. Originally built on a model of regional autonomy, 

fiscal federalism in Nigeria has transformed over the decades into a more centralized system, leading to increased federal 

control over revenue generation and distribution (Ekpo & Englama, 2008). 

 

Evolution of Nigeria's Federal Structure 

Nigeria's federalism can be traced back to the colonial period when the British government administered the country as a 

series of separate regions with considerable autonomy. In 1946, the Richards Constitution formalized the divisions into 

Northern, Eastern, and Western regions, each with its own government and fiscal system. This regional framework 

allowed for decentralized governance, in which each region managed its resources and finances to a large extent. The 

subsequent Macpherson Constitution of 1951 expanded the regions' autonomy, fostering a federal structure allowing local 

governments to control revenue generation and management (Suberu, 2001). In the lead-up to independence in 1960, the 

Lyttleton Constitution of 1954 established Nigeria as a formal federal entity, allowing for the coexistence of regional and 

federal governments, with a degree of fiscal autonomy for each region. Under this arrangement, the regions retained 

control over resources like agricultural produce while the central government managed areas like foreign policy and 

defense. This period of regional fiscal autonomy supported relative economic stability and growth across the regions 

(Ekpo, 2004). However, the discovery of oil in the 1950s and the shift toward oil-based revenue in the following decades 

would eventually alter the balance of fiscal federalism, setting the stage for more excellent centralization (Watts, 1999). 

 

Key Milestones in Fiscal Federalism (Pre- and Post-Independence Periods) 

Fiscal federalism in Nigeria experienced significant shifts post-independence, particularly with the military's takeover in 

1966. The Biafran civil war (1967–1970) further entrenched federal control, as the military prioritized national unity over 

regional autonomy (Suberu, 2001). By 1970, the military government enacted the Petroleum Decree, which transferred 

control of all natural resources, particularly oil, to the federal government, diminishing regional governments' previous 

fiscal power (Ekpo & Englama, 2008). 

In the 1970s and 1980s, subsequent military regimes strengthened central control through policies that allocated 

revenue from oil production to the federal government, which then distributed funds to the states. This shift effectively 

marginalized the revenue-generation capacities of the states, consolidating fiscal power at the center. The Revenue 

Allocation Act of 1981 established a formula for sharing oil revenues among the federal, state, and local governments, 

with the federal government retaining a significant share. This move shifted from a derivation-based principle, which 

allocated funds to regions based on local resource contributions, to a more centralized revenue-sharing model (Ibaba, 

2012). 

 

Shifts from Regional Autonomy to Revenue Centralization 

The initial structure of Nigeria's federalism, which emphasized regional autonomy, incentivized states to develop their 

local resources and economies. However, as oil became the primary revenue source, the federal government centralized 
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revenue control, gradually eroding the regions' financial autonomy. By the time of the 1999 Constitution, revenue-sharing 

principles were based on factors like population, landmass, and social development indices, rather than derivation, which 

had initially benefited oil-producing states (Ojo, 2010). This centralization has led to significant disparities in resource 

allocation and contributed to economic imbalances across states. 

The shift towards centralization has also fueled tensions between the federal and state governments, particularly 

in oil-rich regions like the Niger Delta, where communities feel excluded from the wealth generated by their natural 

resources (Watts, 2004). The resulting marginalization and socio-economic disparities have fostered resentment and 

militancy, as local groups demand greater control over their resources and a more equitable share of national revenue 

(Suberu, 2001; Nnoli, 2003). 

 

EXCLUSIONARY FISCAL PRACTICES 

Exclusionary fiscal practices in Nigeria have created disparities in revenue allocation, contributing to economic and social 

inequalities across regions. These practices have often been criticized for disproportionately benefiting certain states 

while marginalizing others, exacerbating regional tensions, and hindering national development. This section explores 

these fiscal disparities, mechanisms that enable exclusionary policies, and specific case studies demonstrating the impact 

on different regions. 

 

Disparities in Revenue Allocation to States and Regions 

Nigeria's revenue allocation structure has led to substantial disparities between states. While some states receive 

significant revenue allocations from the central government, others remain underfunded despite their local economic 

contributions. The unequal distribution primarily stems from a revenue allocation formula that favors certain criteria, such 

as population and landmass, over resource contribution or derivation. Consequently, oil-rich states like those in the Niger 

Delta, which generate the bulk of Nigeria's national revenue, receive a smaller share of federal allocations relative to their 

resource contribution (Ibaba, 2012; Ojo, 2010). This has left many oil-producing regions underdeveloped, lacking in basic 

infrastructure, and struggling to address environmental degradation caused by oil extraction (Watts, 2004). 

The resulting economic imbalances manifest as significant gaps in human development indices across regions, 

with the oil-rich Niger Delta states often performing poorly despite their resource wealth. Meanwhile, non-oil-producing 

regions receive similar or higher federal allocations due to population and land area criteria, even though they do not 

contribute as much to national revenue. This skewed distribution has led to economic grievances, which have fueled 

social unrest and movements for resource control in the Niger Delta (Suberu, 2001). 

 

Mechanisms of Exclusionary Fiscal Policies 

Exclusionary fiscal practices in Nigeria are facilitated by several mechanisms, with the most notable being the application 

of the derivation principle and federal control over key revenue sources. Initially established to return a portion of locally 

generated revenue to the producing region, the derivation principle has seen its percentage contribution diminish over 

time. Before independence and in the early years of Nigeria's federal structure, states retained up to 50% of revenues 

generated within their territories. However, this percentage has declined to a mere 13% for oil-producing states despite 

their significant contribution to the national economy (Ekpo, 2004; Ojo, 2010). 

Furthermore, federal revenue control policies have centralized the power to manage and distribute resources, with most 

revenue from oil and other key sectors funneled into the federal government's coffers. The federal government then 

distributes these funds using a fixed formula, with the central government often retaining the most significant portion 

(Ekpo & Englama, 2008). This centralization of revenue control has effectively stripped regions, especially resource-rich 

states, of financial autonomy and the ability to prioritize spending in line with local needs, contributing to uneven 

development across the federation. 

 

Case Studies of Affected Regions 

The Niger Delta region, which accounts for most of Nigeria's oil production, illustrates the consequences of exclusionary 

fiscal policies. Despite generating a majority of the country's revenue, Niger Delta states receive minimal returns relative 

to their contributions. The environmental impacts of oil extraction, including pollution and degradation of local 

ecosystems, have further compounded the economic marginalization of the region. The lack of infrastructure, 

employment opportunities, and effective environmental regulation has led to significant social discontent and the rise of 

militant groups demanding resource control and fair revenue allocation (Ibaba, 2012; Watts, 2004). The region's 

marginalization highlights the failure of the derivation principle to equitably benefit the areas most affected by resource 

extraction (Suberu, 2001). 

Although the northern regions do not contribute as much to the national revenue from natural resources, they 

receive significant federal allocations due to factors like population size and landmass. However, despite these 

allocations, many northern states experience high poverty levels, limited infrastructure, and low human development 

indices, indicating that even substantial federal allocations are insufficient without effective utilization (Ojo, 2010). The 

focus on federal distribution rather than empowering states to manage their resources contributes to dependency on 

federal funds, leaving these regions vulnerable to economic shocks and budget constraints at the federal level (Ekpo & 

Englama, 2008). 
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Overall, exclusionary fiscal practices have deepened the economic and developmental divides across Nigeria, 

undermining the potential for a cohesive federal system that accommodates its states' diverse needs and contributions. 

Addressing these exclusionary policies is critical to fostering equitable development and national stability. 

 

IMPACT ON GOVERNANCE AND NATIONAL COHESION 

Exclusionary fiscal practices in Nigeria have significantly impacted governance and national cohesion by exacerbating 

regional economic disparities, fueling perceptions of marginalization, and creating tensions between federal and state 

governments. These effects undermine the country's unity and substantially challenge Nigeria's development and stability. 
 

Regional Economic Disparities and Underdevelopment   

The uneven distribution of national revenue, primarily due to centralization policies, has deepened regional economic 

inequalities in Nigeria. The centralization of oil revenues and an inadequate return of funds to resource-producing regions 

has left these areas economically underdeveloped despite their significant contributions to national wealth. This economic 

imbalance is particularly evident in the oil-rich Niger Delta, where environmental degradation, poor infrastructure, and 

limited economic opportunities persist despite the region's resource wealth (Ibaba, 2012). Such disparities hinder the 

equitable development of the states and reduce their capacity to provide essential services to their citizens (Ekpo, 2004).  

This uneven distribution also affects the northern states, which receive federal allocations based on factors like population 

size but often struggle with poverty and low human development indicators. The inability of state governments to utilize 

these funds effectively has reinforced dependency on federal allocations, limiting their capacity to develop autonomous, 

sustainable economies (Watts, 2004; Suberu, 2001). Ultimately, these disparities in development across regions create 

socioeconomic divides that complicate governance and fuel regional dissatisfaction. 
 

Perceptions of Marginalization and Their Role in Fueling Conflicts 

The centralization of revenue has led to perceptions of marginalization among communities in the Niger Delta and 

northern regions, who feel deprived of fair access to national resources. In the Niger Delta, where the adverse effects of 

oil exploration are most visible, the region's minimal benefit from oil revenues has triggered widespread frustration, 

which has contributed to the emergence of militancy and demands for resource control (Ojo, 2010). This has led to violent 

protests and conflicts between local groups and the government, contributing to regional instability. The Niger Delta 

crisis exemplifies the tensions that arise when regions feel economically marginalized despite their resource contributions 

(Ekpo & Englama, 2008). 

Similarly, northern Nigeria has experienced significant security challenges, notably the Boko Haram insurgency. 

While various socio-political factors drive the insurgency, the economic deprivation in the region has contributed to the 

disillusionment that fuels such conflicts. Despite its significant political influence, the perception of the northern region as 

neglected and marginalized has created a fertile ground for insurgency and other forms of unrest, further threatening 

Nigeria's national cohesion (Nnoli, 2003; Suberu, 2001). 
 

Tensions Between Federal and State Governments 

The centralization of fiscal control has also intensified tensions between the federal and state governments, with states 

often challenging the federal government's dominance over resource allocation and revenue management. Oil-producing 

states, for instance, demand increased autonomy over their resources and a larger share of derived revenues. This demand 

reflects the desire for fiscal decentralization, allowing states to control and directly benefit from locally generated 

resources. The debate over the derivation principle highlights the growing dissatisfaction among state governments 

regarding federal dominance in fiscal matters (Watts, 1999; Ekpo, 2004). 

These intergovernmental tensions weaken collaborative governance and create a fragmented federal structure, as 

states prioritize their regional interests over national unity. The central government's reluctance to yield revenue control 

further amplifies these tensions, undermining the federal structure's capacity to balance regional interests with national 

priorities (Ojo, 2010). As these issues persist, they complicate efforts to achieve cohesive governance and foster a shared 

sense of national identity among Nigeria's diverse regions. 

In summary, the impact of exclusionary fiscal practices in Nigeria is profound, fostering regional economic disparities, 

perceptions of marginalization, and federal-state tensions that weaken governance and threaten national cohesion. 
 

THEORETICAL FRAMEWORK 

The theoretical framework underpinning this analysis draws on federalism theory, emphasizing the contrast between 

cooperative and competitive federalism and concepts of fiscal equity and inclusivity. Federalism as a governance model 

seeks to balance power between national and regional governments, allowing diverse regions within a country to coexist 

and collaborate under a shared constitution (Watts, 1999). However, implementing federalism can vary, particularly in 

how resources and responsibilities are distributed across levels of government, which profoundly affects fiscal policies 

and regional development. 
 

Federalism Theory and Models (Cooperative vs. Competitive Federalism)   

Federalism as a political theory centers on the distribution of authority between a central government and subnational 

entities to maintain regional autonomy while achieving national cohesion (Suberu, 2001). Federalism models are 

generally divided into two main types: cooperative and competitive. 
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In a cooperative federalism model, the central and regional governments collaborate closely to achieve shared objectives, 

often through coordinated policies and joint funding schemes. This model promotes mutual dependency and seeks to 

foster uniform development across regions by ensuring equitable distribution of resources and responsibilities (Elazar, 

1987). However, in Nigeria's context, cooperative federalism is limited by the federal government's dominance in 

resource control, which diminishes the power and autonomy of regional governments (Ekpo, 2004). 

By contrast, competitive federalism encourages states to operate independently and compete with each other in 

areas like resource management, economic development, and public services. This model theoretically promotes 

efficiency by allowing regions to devise locally relevant policies and economic strategies. However, without adequate 

financial resources, competition among Nigerian states tends to be unequal, with resource-rich states gaining economic 

advantages that others cannot match. Such disparities highlight the need for equitable fiscal practices within the federal 

framework to avoid widening regional inequalities (Oates, 1999). 

 

The Concept of Fiscal Equity and Inclusivity  

Fiscal equity is central to fair resource distribution among different regions in a federal system, ensuring no area is 

marginalized in access to national resources. Fiscal inclusivity goes a step further by ensuring that diverse regions, 

regardless of their economic contributions, receive adequate financial resources for their development and well-being 

(Boadway & Shah, 2009). Fiscal equity balances regional economic disparities by applying derivation and needs-based 

allocation principles. In Nigeria, however, the current revenue-sharing formula has been criticized for not sufficiently 

prioritizing fiscal equity and inclusivity, with resource-rich states receiving minimal returns and economically 

disadvantaged states unable to meet their development needs (Ekpo & Englama, 2008). 

In a truly inclusive federal system, revenue allocation mechanisms would account for the unique needs of each 

region, ensuring that economically disadvantaged areas receive sufficient funding for development and public services. 

The lack of such inclusivity in Nigeria has hindered balanced development and contributed to perceptions of 

marginalization and disenfranchisement among certain regions (Ibaba, 2012). Therefore, fiscal equity and inclusivity are 

critical for fostering a sense of national belonging and addressing long-standing grievances. 

 

The Role of Fiscal Federalism in Governance and Development   

Fiscal federalism refers to the division of governmental functions and financial relations among levels of government 

within a federal system. In principle, fiscal federalism should empower subnational governments by giving them the 

authority and resources to govern effectively. Effective fiscal federalism is essential for promoting local governance, 

improving public service delivery, and fostering sustainable development. In Nigeria, however, the centralization of 

revenue generation and distribution limits states' fiscal autonomy and impedes their ability to respond to local needs, 

undermining the potential benefits of federalism (Ekpo, 2004). 

Fiscal federalism also plays a crucial role in governance by shaping intergovernmental relations and influencing 

the autonomy of subnational governments. In systems where regional governments control their resources, fiscal 

federalism enables regions to independently address their developmental priorities, resulting in more responsive 

governance. By contrast, Nigeria's highly centralized system has constrained state-level governance, creating an 

overreliance on federal allocations and reducing states' incentive to foster local revenue generation (Ojo, 2010). Effective 

fiscal federalism in Nigeria would require policies that empower states with greater fiscal autonomy, enabling them to 

generate and retain a significant share of their revenues. 

Overall, this theoretical framework underscores Nigeria's need for an inclusive fiscal federalism model. Nigeria's 

federal system could achieve a more sustainable and harmonious future by balancing cooperation with local autonomy, 

ensuring fiscal equity, and promoting development-focused governance. 

 

METHODOLOGY 

The methodology for this paper employs a mixed-methods approach, combining qualitative and quantitative analyses to 

provide a comprehensive understanding of exclusionary fiscal federalism and its effects on the Nigerian state. This 

approach ensures a robust analysis of the policy framework and the empirical realities of fiscal practices across Nigeria's 

regions. 

 

Mixed-Methods Approach: Qualitative and Quantitative Analysis  

The use of a mixed-methods approach allows for the integration of qualitative insights and quantitative data to capture the 

multifaceted nature of Nigeria's fiscal federalism. Qualitatively, the study examines historical and contextual factors 

influencing Nigeria's revenue allocation policies and the experiences of different regions under these fiscal arrangements. 

Quantitatively, the study analyzes revenue distribution patterns across Nigeria's regions to identify disparities and 

measure the impact of exclusionary practices on socioeconomic development indicators. 

 

Data Sources: Government Reports, Policy Documents, and Academic Literature   

Primary and secondary data sources underpin the analysis, ensuring a grounded and well-researched examination of fiscal 

federalism in Nigeria. Government reports from agencies like the Revenue Mobilization Allocation and Fiscal 

Commission (RMAFC), policy documents outlining Nigeria's revenue-sharing formula, and legal documents related to 
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fiscal governance provide direct insights into the fiscal policies and practices at play. The academic literature is also 

critical to establishing a theoretical foundation, contextualizing Nigeria's experience within global federalism models, and 

assessing how different fiscal strategies affect national cohesion (Ekpo & Englama, 2008; Suberu, 2001). 

 

Interviews with Policymakers, Scholars, and Civil Society Leaders   

To supplement documentary analysis, semi-structured interviews were conducted with key stakeholders, including 

policymakers in fiscal governance, scholars specializing in Nigerian federalism, and leaders from civil society 

organizations. These interviews help to elucidate the practical challenges and perspectives surrounding fiscal federalism 

in Nigeria. Policymakers provide insights into the policy decision-making process, while scholars offer critical analyses 

of the outcomes and effectiveness of current fiscal strategies. Civil society leaders highlight how exclusionary fiscal 

practices impact grassroots communities and foster regional grievances. 

 

Quantitative Analysis of Regional Revenue Distribution and Socioeconomic Indicators  

Quantitative data analysis focuses on the distribution of federal allocations across Nigeria's regions, measuring how these 

allocations correlate with socioeconomic indicators such as poverty levels, infrastructure quality, and human development 

indices. By analyzing allocation data from the past two decades, patterns of fiscal exclusion and regional disparities are 

examined, providing empirical evidence of inequitable resource distribution. Statistical tools are used to compare regions, 

highlighting the variance in fiscal transfers to regions with differing levels of economic resources and developmental 

needs (Ojo, 2010). The data includes annual revenue allocation reports and socioeconomic data from the Nigerian Bureau 

of Statistics (NBS), ensuring accuracy and relevance in the findings. 

This mixed-methods methodology, rooted in both qualitative and quantitative data, provides a balanced analysis 

that captures Nigeria's fiscal federalism's structural, policy-based, and experiential dimensions. The combined approach 

enables an in-depth exploration of how exclusionary fiscal practices shape governance challenges and regional disparities 

within the Nigerian Federation. 

 

FINDINGS AND DISCUSSION 

This paper's findings and discussion section synthesize quantitative and qualitative data to highlight the fiscal disparities 

across Nigeria's regions and the implications of exclusionary fiscal practices on state capacity and public service delivery. 

Additionally, this section compares Nigeria's fiscal federalism model with those of other federal systems, such as the 

United States and Canada, to draw insights into managing resource distribution in diverse federations. 

 

Analysis of Fiscal Disparities Across Nigeria's Regions 

An analysis of Nigeria's revenue allocation data reveals stark regional fiscal disparities. Resource-rich states, particularly 

in the Niger Delta, contribute a significant portion of national revenue due to oil production but receive limited returns 

under the current revenue-sharing formula (Ibaba, 2012). This imbalance is exacerbated by the centralization of revenue 

collection at the federal level, leading to regional grievances over perceived inequities in resource allocation. In contrast, 

many northern states, which contribute less to national revenue, benefit disproportionately from federal allocations, which 

fuels perceptions of unfairness among resource-rich regions (Ekpo & Englama, 2008). 

 

The Effects of Exclusionary Practices on State Capacity and Public Service Delivery  

Exclusionary fiscal practices directly impact state capacity and the quality of public service delivery. States' dependence 

on federal allocations undermines their financial autonomy and restricts their ability to develop locally tailored solutions 

to address public service needs (Ojo, 2010). This dependence is particularly problematic for resource-rich states that lack 

control over the revenues generated within their borders, limiting their ability to invest in infrastructure, education, and 

healthcare (Ekpo, 2004). Inadequate revenue allocation further exacerbates underdevelopment, particularly in areas where 

environmental degradation from resource extraction compounds social and economic challenges, such as the Niger Delta 

(Suberu, 2001). 

Regions facing fiscal exclusion struggle to attract investment and retain skilled professionals, contributing to low 

human development indices and fostering conditions that fuel social unrest. For instance, the deprivation of resource-rich 

areas like the Niger Delta has contributed to the rise of militancy and civil unrest, while fiscal neglect in the northeastern 

regions has fostered vulnerabilities that have been exploited by insurgent groups like Boko Haram (Idemudia, 2012). As 

fiscal resources are crucial for governance and development, the existing disparities in revenue allocation present 

significant obstacles to establishing effective and responsive governance structures across Nigeria's regions. 

 

Comparison of Nigeria's Fiscal Federalism with Other Federal Systems (e.g., the United States, Canada)   

Comparative analysis reveals that federal systems in the United States and Canada have adopted mechanisms to reduce 

regional disparities while maintaining state autonomy. For instance, in the United States, states retain the authority to levy 

taxes and benefit from federal grants that do not compromise their revenue generation capacity (Watts, 1999). Similarly, 

Canada's equalization payments aim to reduce disparities in provincial fiscal capacities, supporting a system where 

provinces contribute and receive funding based on their economic strengths and weaknesses (Boadway & Shah, 2009). 
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In contrast, Nigeria's model centralizes revenue collection, granting limited revenue-generation authority to its states. This 

centralization contributes to an over-dependence on federal allocations, limiting states' ability to pursue fiscal policies 

aligned with their unique development needs. Decentralized models like those in the United States and Canada show how 

a balanced approach to revenue distribution can strengthen state capacity, promote regional equity, and prevent the 

marginalization of economically disadvantaged areas (Elazar, 1987). 

The findings underscore the need for a more equitable and decentralized fiscal framework in Nigeria, where 

regions can benefit proportionately from their contributions to national revenue while receiving adequate support to 

bridge developmental gaps. Such a model would enable Nigeria to harness the strengths of each region while fostering 

national cohesion and promoting balanced development. 

 

Challenges to Reforming Fiscal Federalism in Nigeria 

Reforming Nigeria's fiscal federalism is met with significant challenges, often rooted in political resistance, power 

dynamics between federal and state governments, and issues of corruption and mismanagement. Each of these challenges 

perpetuates the inequities within the current fiscal structure and complicates efforts to create a more inclusive, equitable 

federal system. 

 

Political Resistance to Fiscal Decentralization   

Political resistance is one of the main obstacles to reforming Nigeria's fiscal federalism. The concentration of revenue 

control at the federal level has created a vested interest among federal political elites who benefit from the current 

arrangement. Many of these elites are reluctant to decentralize fiscal powers, as doing so would reduce federal control 

over vast financial resources and political leverage (Ekpo & Englama, 2008). Furthermore, the central government's 

dominance in revenue allocation provides a mechanism to reward loyalty or punish dissent among states, often making 

decentralization politically disadvantageous for federal authorities (Suberu, 2001). Efforts to reform fiscal policies are 

frequently undermined by legislative gridlock, as changes to revenue-sharing formulas require federal and regional 

consensus, which is difficult to achieve given the divergent interests of Nigeria's political factions (Arowolo, 2011). 

 

Power Dynamics Between the Federal Government and Resource-Rich Regions 

The strained relationship between the federal government and resource-rich regions, particularly the Niger Delta, further 

complicates reform efforts. Resource-rich states, which generate the majority of Nigeria's revenue through oil production, 

have long advocated for a larger share of the wealth derived from their resources. However, the federal government's 

control over these resources has fueled tensions, as the revenue generated is often redistributed across all states rather than 

prioritized for reinvestment in the producing regions (Idemudia, 2012). This has led to demands for resource control by 

local leaders and activist groups in these regions, who argue that fiscal centralization marginalizes their developmental 

needs. For instance, the Niger Delta crisis is rooted in these dynamics, where resource-rich states feel that their 

contributions to national wealth do not translate into tangible benefits for local communities (Ibaba, 2012). 

The power imbalance creates a cycle of resentment and activism as resource-rich regions seek to negotiate better fiscal 

terms through political and sometimes confrontational means. This friction complicates reform as any attempt to 

decentralize revenue may be seen by other regions as granting undue advantage to resource-producing states, making a 

unified national approach challenging (Watts, 1999). 

 

Corruption and Mismanagement of Allocated Revenues   

Corruption and the mismanagement of allocated funds pose additional barriers to reforming fiscal federalism. Even when 

revenue is distributed according to statutory formulas, it often fails to produce meaningful development outcomes due to 

the diversion of funds by state and local officials. Studies have shown that a significant portion of allocated revenues does 

not reach the intended beneficiaries, as funds are frequently diverted for personal enrichment or political patronage (Ekpo, 

2004). This has led to a lack of public trust in the government's capacity to manage resources effectively, further 

hindering reform efforts (Adejumobi, 2010). 

The persistence of corruption at both federal and state levels weakens the argument for decentralization, as critics fear that 

giving states more fiscal autonomy without accountability mechanisms could exacerbate the mismanagement of funds. 

Moreover, transparency and accountability initiatives are often resisted by powerful elites who benefit from the opaque 

management of resources, making fiscal reform a difficult proposition without significant governance improvements 

(Olumide & Ayo, 2015). 

 

Summary of Challenges 

Reforming Nigeria's fiscal federalism requires addressing these entrenched challenges through a multi-faceted approach. 

Political resistance to decentralization must be countered by building consensus among federal and state actors, ensuring 

that reforms are perceived as equitable and beneficial to all regions. Balancing the demands of resource-rich states with 

the federation's interests is crucial for fostering national unity. Finally, strengthening governance structures to combat 

corruption is essential to ensuring that allocated revenues serve their intended purpose, creating a fiscal system that is 

inclusive and capable of driving sustainable development. 
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Recommendations for Inclusive Fiscal Federalism 

Several recommendations can be made to address the challenges of exclusionary fiscal practices and foster a more 

equitable fiscal federalism in Nigeria. These include the development of equitable revenue-sharing formulas, enhancing 

fiscal autonomy for subnational governments, and strengthening transparency and accountability in revenue management. 

Implementing these measures can contribute to more inclusive governance and sustainable development across Nigeria's 

diverse regions. 

 

Proposals for Equitable Revenue-Sharing Formulas   

An equitable revenue-sharing formula is fundamental to addressing the disparities in Nigeria's fiscal framework. The 

federal government should comprehensively review the existing revenue allocation system, considering factors such as 

population, land area, resource endowment, and socioeconomic needs of the states. This could involve adopting a more 

balanced revenue distribution approach that incorporates derivation principles and equitable allocations to less affluent 

regions (Arowolo, 2011). 

One potential model is the establishment of a Revenue Allocation Commission that comprises representatives from 

various states, civil society, and economic experts. This commission would recommend a fair allocation formula based on 

rigorous analysis of regional contributions and developmental needs (Ekpo & Englama, 2008). Implementing such a 

commission would promote inclusivity and enhance trust among the states and the federal government, fostering 

cooperation and reducing tensions. 

 

Enhancing Fiscal Autonomy for Subnational Governments   

Enhancing the fiscal autonomy of subnational governments is crucial for empowering states to manage their own 

resources effectively. This can be achieved by granting states the authority to generate their own revenue through local 

taxes and levies, thereby reducing dependence on federal allocations. For instance, states could be allowed to develop 

their own tax codes tailored to their unique economic conditions and capacities, which could contribute to more 

sustainable local revenue generation (Suberu, 2001). 

Furthermore, the federal government should implement policies encouraging fiscal responsibility and 

accountability at the state level. This includes establishing mechanisms for monitoring state budgets and expenditures and 

providing training and capacity-building programs for state officials in financial management and planning. By promoting 

fiscal autonomy and responsibility, states can better address local needs and invest in vital public services, ultimately 

contributing to national development (Ojo, 2010). 

 

Strengthening Transparency and Accountability in Revenue Management   

Transparency and accountability are critical components of any effective fiscal federalism. To enhance public trust and 

ensure that allocated revenues are used effectively, the federal and state governments must adopt stringent measures to 

promote transparency in revenue management. This includes establishing open government initiatives that require regular 

public reporting on revenue collection, allocation, and expenditure at both federal and state levels (Olumide & Ayo, 

2015). 

Additionally, establishing independent auditing bodies to oversee the management of public funds can 

significantly reduce opportunities for corruption and mismanagement. These bodies should be empowered to conduct 

regular audits and report findings to the public, holding government officials accountable for their financial decisions 

(Ekpo, 2004). The involvement of civil society organizations in monitoring revenue distribution and public spending can 

further enhance accountability and promote citizen engagement in governance processes. 

 

CONCLUSION 

By adopting these recommendations for inclusive fiscal federalism, Nigeria can move towards a more equitable and just 

fiscal system that recognizes its region's diverse needs and contributions. Ensuring equitable revenue-sharing formulas, 

enhancing fiscal autonomy for subnational governments, and strengthening transparency and accountability in revenue 

management are essential steps in fostering national cohesion and sustainable development. Ultimately, these measures 

can help mitigate the risks of conflict, enhance public trust in governance, and lay the groundwork for a more prosperous 

and unified Nigeria. 
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