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I N T R O D U C T I O N

A critical assumption which is often made about the forma-
tion of a federal system of government is that the federa-
ting communities or "regions" are heterogeneous in charac-
ter and that, in consequence, their preferences also vary.
With this conception any general policy is supposed to be
given a certain degree of "local content" within each re-
gion and, in turn, this implies that the preferences of the
individuals who live in one region are the same.
It is a common notion, however, that a region often compri-
ses several ethnic or social groups who may, in fact, dif-
fer in their preferences. Thus the implicit assumption that
their preferences are the same can be defended only on the
grounds that their similarities may be bigger and that, by
supposition, they may also be more important than their dif-
ferences. This also can apply to the federation as a whole;
although regions may differ in some respects such as langu-
age, religion and ethnicity they generally have similar as-
pirations in even more important respects.
For instance, the necessity for the provision of essential
public goods and services is usually the same in all regions
and it is natural to regard the need to improve the
quality of human life to be the same for all citizens ir-
respective of the region in which they live and the social
or ethnic groups to which they belong. To over-stress regi-
onal differences is to encourage the demand for varying de-
grees of "regional autonomy" which may be so strong, in
some newly inaugurated federal systems, as to stretch the
federation itself to a near-breaking point.
Whether or not a certain degree of "regional autonomy" is a
special advantage to a particular region within a federal
system is largely an open question but it is clear that all
the regions in a federation have the disadvantage of being
an open economy. That being so, inter-regional movement of
capital and labour is free, there is a considerable volume
of inter-regional trade and the demand for the exports of
all the regions is determined exogenously by the central
government 1).
This means that in a federal system of government one of
the federating regions cannot introduce a major economic po-
licy independently without passing on the effect to other
regions within the system. For example, if one regional au-
thority introduces a measure to reduce the rates of taxati-
on, the likelihood will be that some people will move from
their own regions to that particular region in order to pay
less taxes. Besides, if the lower rates of taxation should
lead to inflation the regional authority would not be able
to introduce the necessary monetary measures to counter it

1) J. Burkhead ~ J. Miner, Public Expenditure, New York,
1971, pp. 261-262



-IX-

because the power to create money belongs to the central
government. Thus, from fiscal and monetary points of
view "regional autonomy" is not a special advantage to
a particular region although in other less important
respects such as culture, language, religion and so on,
the "localization of policy" may be a wise thing to do
in a heterogeneous society.

Although the constitution of some older federations like
the United States provides for state sovereignty this
should be seen as a perculiárity rather than a general
rule because the federating states were formerly separ-
ate autonomous entities before the union came into exist-
ence. In certain instances, however, state sovereignty
could give rise to what General Gowon has described as
"sharp contrasts of development and backwardness" within
a country. The younger federations could avoid such a
national disharmony by not insisting on the requirements
of state sovereignty especially where there is no such
tradition as it is the case in the United States.

In Nigeria, for example, the federating states were form-
erly parts of a unified system of government which was
inaugurated under the British colonial rule in 1914. In
1954 when federal constitution was first introduced the
country which was formerly a single political unit, was
divided into three federated political regions called
Northern Region, Eastern Region and Western Region (and
later in 1963 a fourth region called Mid-Western Region
was carved out of the original Western Region). At that
time the authorities believed that a federal constitution
based on the U.S. model was a good thing for Nigeria.
Accordingly, the constitution made provision for regional
fiscal autonomy.

Under this provision the regions were free to determine
their own tax-rates and their own debt limits. They were
also free to use their proceeds in carrying out their
regional development programmes independent of each other
and independent of the federal government. In order to
meet the immediate financial needs of the newly created
regional governments the resources of the Marketing Boards
which were held as reserves in London banks were repatriat-
ed in 1954 and shared out among the regions according to
the "principle of derivation". Even the institution of
the Marketing Board itself was regionalized.

According to the "principle of derivation" revenues were
returned to the regions from where they accrued. For
instance, revenues from export duties were returned to
the regions according to the sources of origin of the
export commodities. As far as those sources were fairly
accurately determined there was less difficulty in sharing
the revenues from export sources. On the other hand,



-X-

revenues from import duties were returned to the regions
on the basis of the rate of consumption of the imported
goods. But it was not always easy to determine the final
destination of imported goods, so, as far as revenues
from import duties were concerned, the "principle of
derivation" led to claims and counter-claims.

As a by-product, the allocation of federal block-grants
to the regions was also highly influenced by the "princ-
iple of derivation" until 1958 when a system of distribut-
able pool was introduced and the proceeds from it were
allocated to the regional governments on the basis of
fixed percentages. However, the allocation of federal
specific-grants was based on the criteria of "even pro-
gress", "regional need", "national interest" and so forth.
But these criteria were incapable of precise definition
and interpretation, so they were open to abuse.

Besides these difficulties it can be argued that regional
autonomy, especially in fiscal matters, generally created
a certain degree of distortion which led to less efficiency
in the utilization of resources in Nigeria. Perhaps the
most unhappy situation was that regional fiscal autonomy
denied the federal government the power to control the
economy of the federation through fiscal means. The
federal government realized this position in 1961 and
empowered itself in that year to be in control of all
external borrowing. But inter-regional cooperation in the
execution of development programmes was still lacking and
at federal level there was still an absence of effective
machinery to coordinate various development efforts.

A much-cited example is that in spite of the fact that
agriculture is Nigeria's mainstay, no ministry of agricul-
ture was instituted at federal level and by implication,
Nigeria had no national agricultural policy. On the other
hand, each of the regional governments had a regional
ministry of agriculture. This example illustrates one
aspect of the problem which a high degree of regional
autonomy could give rise to. Apart from the incoherence
of national policy implied in this example regional auto-
nomy, especially in fiscal matters, could create even
more unfortunate problems in other respects. Nigeria's
experience in regional autonomy was that wide income
differentials at regional and personal levels persisted
throughout the period 1954-1958. By 1958 when the export
of crude oil began to emerge as Nigeria's number one
revenue-earner the existing inequalities in regional in-
come were aggravated.

Naturally, the regions where crude oil was not discovered
grew jealous of the rising level of income in the neigh-
bouring regions which exported crude oil. But jealousy
did not solve the problem. It only led to inter-regional
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mis-trust, rivalry, competition and a waste of scarce
resources especially capital. Under the whole competitive
spirit certain types of machinery and equipment were im-
ported to yield psychological satisfaction without much
relation to the need for them in the domestic economy.
For similar reasons certain lower grades of equipment
which could well be made at home were imported instead
and the additional labour force which could be employed
to make those pieces of equipment at home was not actual-
ly employed to do so.

Meanwhile, a widening gap in the level of inter-regional
income and a growing rate of domestic unemployment creat-
ed an atmosphere of social tension which reflected in-
stability in the political scene. In some cases violence
actually broke out and people generally felt insecure
outside their own regions. In this way regional loyalty
became stronger among the populace than national loyalty.
By the mid-1960's it was clear that the Nigerian federat-
ion was heading towards a disaster so in early 1966 the
military took over the government of the country to pre-
vent what it called "the rule of anarchy".

Being aware of the problems created by regional autonomy
in the past the military sort to overcome those problems
by re-introducing a unified system of government. However,
this was re-abolished in 1967 and was replaced with a
12-state federal structure. The implication of this drama
was that in Nigeria experience had taught the lesson that
regional and personal income differentials were a bigger
problem to the federal system than differences in language
and ethnicity. It also implied that a smaller margin of
income differentials at those levels could foster a better
sense of national unity. Therefore, as far as Nigeria
was concerned, a more integrated federal system was pre-
ferrable to a federal structure which allowed varying
degrees of regional autonomy in fiscal matters.

Moreover, this bitter experience of the past can be said
to have suggested that ín future a general "principle of
income redistribution" should be introduced in place of
the old "principle of derivation" for the purpose of
allocation of federal block-grants to the lower layers
of government. Within the framework of the new principle
full consideration should be given to differences in the
regional pattern of distribution of population as well
as in the regional capabilities to create income. Similar-
ly, a workable and verifiable distribution formula should
be introduced and explained very satisfactorily to all
the federating communities. The application of the "princ-
iple of derivation" for this purpose ran into difficulties
because it was impossible to give adequate consideration
to these factors under it.
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Furthermore, for the purpose of allocation of federal
specific-grants to various regions the strategy of syste-
matic and coordinated programme of regional development
should be adopted in place of "even progress". This will
ensure that development efforts are not unnecessarily
duplicated and that the convergence of inter-region aver-
age income is not unnecessarily delayed. It will also
be a good thing to reallocate investment resources be-
tween the exports sector and the domestic production
sector in such a way as to encourage a further process
of imports substitution as far as can be technically
possible. This will ensure that the things which can be
made at home are made there and that the things which
cannot be made at home constitute the main imports. The
consequent expansion of employment opportunities at home
will be a channel of distribution of personal income.

It is this conception of income redistribution which pro-
vides the principal guideline in this exercise. In the
background of the exercise itself there is an implicit
assumption that in a heterogeneous society, federal sup-
port in strengthening the economic and social sub-struct-
ures is likely to widen opportunities for better national
life for all ethnic and social groups within the system.
The federal government is then assumed to have the resour-
ces and other means of encouraging a wider distribution
of income throughout the entire federation. By supposition,
a smaller degree of income differentials at regional and
personal levels is likely to lead to a smaller amount of
inter-group jealousies which sometimes arise in situations
where income differentials are bigger. A higher level of
equality in income is likely to lead to a greater harmony
among the heterogeneous communities in a federal system
and this is likely to foster a better sense of national
unity among all the groups.

During the period 1954-1966 Nigeria's federal financial
objectives were dominated by the doctrine of regional fis-
cal autonomy, but the inter-play of events before and
after the civil war 1967-1970 should start off a series
of departures from the danger of freezing historical
patterns which have created enormous problems in the past.
The doctrine of regional fiscal autonomy should now give
way to a nation-wide fiscal policy which should be framed
at federal government level while the state and local
authorities cooperate to implement it. Such a nation-wide
fiscal policy will be more effective than regional fiscal
policy in countering inflation or depression at national
level. A nation-wide fiscal policy will be an instrument
with which the national government will be better able
to control the economy by directing resources to where
they can be more efficiently utilized. It is also possible
that more resources will be made available for public use
under a unified fiscal policy than before.
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It has now become widely accepted that national income
accounts are an effective tool for evaluating the fiscal
impact of government operations because they focus on
income-generating activities of the government which
affect the disposable income of the private sector. Such
income-generating activities, when measured in terms of
national income accounts, are of primary importance for
the purpose of fiscal analysis because the private in-
come of the private sector is believed to be about the
best determinant of the level of private spending and
economic activity. The government then operates to modi-
fY private income so as to give rise to an income-effect
by fully considering changes in private consumption and
investment through nation-wide fiscal policyl).

Unfortunately, it has been rightly pointed out that ex-
perience in the use of nation-wide fiscal policy for this
purpose is limited in many developing countries and that
such experiences as exist in this field seem to be the
remnants of practices inherited from former colonial
powers. Enquirers have recently observed that Nigeria is
one of those developing countries where "the past history
of colonial domination conditions the present; the country
lives in the shadow of its past and responses to current
circumstances are conditioned by what went before"2).

Of course, some people are likely to argue that everything
has a history or that history must repeat itself, implying
that the historical ways of doing things must be allowed
to continue. Our position in this exercise is different
from this. We hold the view that in a new nation like Ni-
geria the achievement of political independence has raised
people's expectations beyond the extent which obtained
under colonial rule. So in order to satisfy the economic
and social aspirations of the people the historical ways
of doing things should be adjusted to meet the require-
ments of the changing conditions. The traditional inequal-
ity in the level and in the pattern of income distribution,
for instance, is no longer acceptable to many people, but
most people are likely to accept a greater degree of e-
quality in income distribution. As we have argued earlier,
the historical doctrine of regional fiscal autonomy has
a great tendency to encourage regional income differentials,
but a nation-wide fiscal policy is likely to lead to a
greater harmonization of income at national level. Income
redistribution in this manner is, in our view, a major
national issue in Nigeria; it should therefore receive
an urgent attention in order to strengthen the federal
foundations of national life for everyone concerned.

1) M.E.Levy, Fiscal Policy, Cycles and Growth; New-York,
1963, p.p. 115-116;

2) See Chapter II, Section 2-8..



~jj~P~ER-ONE: NI~ERIA'S-SOCIO-POLITI~AL-STR~CT~RE
1-1. A Background to Existing Structure Formations

The term 'structure formation' as used in the context
refers to organized groupings within the society which
are distinguished from each other through their identity
with other distinct social elements. The case of Nigeria
with which we are concerned presents five such structure
formations which may be identified as:

Linguistic Structure
Religious Structure
3-Region Structure
12-State Structure, and
Class Structure

As in most human societies, linguistic structure refers
to the anthropological and ethnological set-up, which
jn turn embody culture and history. The religious struc-
ture refers back to the spread of Islamic religion which
brought a large part of North- and Central Africa under
the Muslem faith during the llth Century and the spread
of Christianity which later penetrated into the continent
from the South. These two movements were responsible
for the structure which now divides Nigeria broadly into
Muslem North and Christian South. The 3-Region structure,
on the other hand, has geographical as well as political
significance. The Y-shape formed by the confluence of
rivers Niger and Benue divides Nigeria into three land-
blocks which stand to the north, east and west.
Geographers have classified these blocks under separate
soil formations, which favour the cultivation of differ-
ent food and cash crops. But the partitions have also
served a political purpose. They formed the seats of
the former Regional Governments and roughly determined
the area of jurisdiction for each Regional Authority.
Similarly, the 12-State structure which has now replaced
the 3-Region structure, politically speaking, is designed
to solve the problems which could not be solved by the
regional structure. But geographically speaking, the
12-State structure still rests upon the three natural
divisions of the country. Finally, the emerging class
structure has its roots in the inability of a growing
number of people to satisfy their social aspirations.
The rate of unemployment has remained high over a number
of years, the percentage of semi-illiteracy (that is the
drop-outs who lack resources to continue their education)
is increasing; wvrld prices for primary commodities are
lower than before and the future prospects are not bright
either. As expectations become increasingly difficult
to realize for a growing number of people, the distinct-
ion between regular income earners and those who hardly
earn any appreciable income becomes clear and strains
the relationship between the two. The emerging class
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struggle and ideological conflict have been strengthen-
ed in the recent years by a growing socialist influence
in West-Africa as a Region.
The technical details of these structure formations are
not our main interest; we are, rather, directly concern-
ed with the 'pull-and-push'-influence which their exist-
ence exerts upon the society. Later, a study of the
impact of this influence will be concentrated in the
area of Nigeria's public financial arrangements as a
traditional field of controversy.
Although anthropologists as well as sociologists have
informed us that of the 400 languages of black Africa,
at least 248 are spoken within the boundaries of Nigeria,
it is usual, for analytical simplicity, to relate that
the bulk of the population speak either Hausa, Ibo or
Yoruba. Geographically this means:

Hausa

Ibo

Yoruba

that Hausa is mostly spoken in the Northern part of the
country, Ibo in the Eastern part and Yoruba in the West-
ern part. In respect of religion, however, the pattern
is different. The whole country belongs to only two main
religious worlds,namely the Muslem-world of the North
and the Christian-world of the South (East and West put
together).
How do the linguistic and religious organizational
patterns reflect on the political structure of Nigeria?
Prior to 1914, the British ruled Northern and Southern
Nigeria as two separate cou~tries more or less among the
religious lines. But in that year, through the effort
of F.Lugard, the two countries were amalgamated
under a unitary system of government. In 1954, a
federal constitution was introduced and the effect of
it was to divide the country into three political blocks,
called 'regions' more or less among the linguistic lines.
Thus Hausa became the major language in the Northern
Region, Ibo in the Eastern Region and Yoruba in the
Western Region. In 1960 Nigeria achieved political in-
dependence under the federal constitution which was so
revised as to give the political regions more government-
al autonomy and in 1963, the Mid-Western Region was
carved out of the Western Region.
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To what extent does the Nigerian political structure
really fall into a neat pattern? Those who see the
structure in the religious context are likely to argue
that the political differences between the North and
the South reflect the religious differences between
Islam and Christianity and those who wish to emphasize
the linguistic character of the structure are likely
to say that the Nigerian politics reflect differences
in tribal organizations. The fact is that these two
elements are strongly entrenched into the structure
which is further complicated by the existence of diverse
minority groups within each political block. In 1966,
the present military government sought to get rid of
the complexities in the political structure of the
country by replacing the former regional blocks with
a twelve-State structure within which the minority
groups could be better accommodated.
On the face of it, it would seem that the military
government applied 'economic viability' as the essent-
ial criterion for determining the extension of a State
rather than the former linguistic or religious criteria.
But critics are likely to observe that there does not
seem to have been any significant difference between
the former regional structure and the present 12-State
structure. For instance, the former Northern Region
has merely been divided into six political units, called
the 'Northern Group of States'. The former Eastern
Region is divided into three political units, called
'the Eastern Group of States'. The former Western Region
remains as the Western State, the former Mid-Western
Region remains as Mid-West State and Lagos, the capital
city, now has a State status, which is not significantly
different from its former status as 'federal territory'.

1-2. General Impact of Structure Formations on Social
and Po].itical Scenes

What problem is the 12-State structure designed to solve?
The present -2-State structure is designed to solve the
problems which the regional structure had inherited
from the linguistic and religious structures as well
as those created by itself. The problems inherited
from the social structures include as they do, differen-
ces in language, religion, culture, history and philoso-
phy. Those created by the regional political structure
include imbalance of regional power in the federal
legislature, regional scramble for federal funds, un-
friendly rivalry among the regional authorities, sus-
picion, bad faith, unnecessary competition leading to
uneconomic spending or public funds, minority problems,
corrupt administration and so forth. This study will
deal with the second set of problems, namely, those
created by the regional structure in general and in
particular, those relating to the allocation of revenue
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and the distribution of federal outlays to various parts
of the country.

A) Imbalance of Regional Economic and Political Powers
It has been only too easy for political scientists to
draw the conclusion that Nigeria assumed a federal status
from a unitary government in order to increase the chances
of the country to remain as one entity after political
independence. This assumption is based on the knowledge
that there exists in the Nigerian society, a strong
tribal sentiment which evokes loyalty only within its
own local circle and as such, is a threat to a unified
system of administration. The assumption of a federal
status with a consequent partitioning of the country
into regional political blocks was designed to overcome
the problem of unitary administration by assigning further
regional autonomy to the existing local loyalty.
Nigeria, of course, did not exist as one country before
the advent of British colonial rule, which gradually ex-
tended from North and South until about 1903 when
colonisation was completed. From 1914 when ~he amalgama-
tion of North and South into a single country took place
until 1954, the British ruled Nigeria under a unitary
system of government. But Nigeria adopted a federal
constitution in 1954 in preparation for self-government
in 1957, because a quarrel which broke out earlier had
led to a near break-up of the union. Observers have
remarked that that quarrel had taught a lesson that a
unitary system was unworkable in Nigeria and that the
adoption of a federal system was an effort to preserve
the union.
Following the pattern of the United States and Australia,
the Nigerian Federation consisted of the federal terri-
tory of Lagos, the Northern Region, the Eastern Region
and the Western Region. In terms of land space as well
as in terms of the size of the population, the Northern
Region was more than one half of the whole country, but
the Eastern Region and the Western Region had about an
equal strength in those respects. J.F.Due has described
the Regions in the following manner:
Dominated by Yoruba, the Western Region is characterized
by villages and city-dwelling, containing some of the
oldest African cities like Ibadan, Ife, Benin and Abeo-
kuta. The tribal rule is hereditary and the Region heavily
relies on cocoa for its external economy. The Eastern
Region has relatively small cities mainly of European
creation and is thickly populated. In the settled lands
of the villages, farm-dwellings are noticeable with
production concentrated on palm oil. The dominant tribe,
being the Ibo, is one of the most democratic tribes in
black-Africa with no tradition of chiefs or central
authority. The Northern Region is much different in many
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ways including physical environment, culture, religion
and government. It is a land of semi-arid plains of
mud-walled cities dating back to 1000 A.D., with Kano,
Zaria and Katsina as the most outstanding examples. It
is predominated by Muslem culture, autocratic govern-
ment of the Emirs and Sultans. Although agricultural
production is for the market, the methods are primitivel).
Before 1958, when the export of crude oil began, there
was a striking regional balance in the distribution of
earnings from the principal cash crops. Ian Smith of
the Economist's Intelligence Unit sums up the situation
in pointing out that in 1964 which was the last year
in which trade-movements were not affected by political
disturbances, cocoa, groundnuts and palm products formed
nearly two-thirds of Nigeria's exports. Earnings from
cocoa amounted to over ~ 40 million, from groundnuts to
over ~ 34 million and from palm oil and palm kernels to
nearly ~ 32 million. Domestic consumption of groundnuts
and palm products bringstotal earnings from each of
these three crops even more closely into line. Cocoa
is grown almost exclusively in Western Nigeria, ground-
nuts in Northern Nigeria and palm oil and palm kernels
largely in eastern Nigeria. A similar balance was main-
tained among the cash crops of secondary importance,
with raw cotton mostly from the North and accounting for
~ 6 million of export earnings. Rubber and timber from
the East and West respectivéfy accounted for ~ 17 million.
This balance is, however, no longer maintained if the
export of tin from the North and the export of crude
oil from the East are taken into account.
The regional concentration of the main cash crops has
been regarded by political analysts as a stabilizing
factor in Nigerian politics since it distributes export
earnings and export duties more or less evenly among
the political regions2). In the strict political sense,
other factors than just the distribution of major cash
crops must also be considered. The regional distribution
of population, for instance, was quite a different matter.
The Northern Region had 29 million people leaving both
the Eastern and the Western Regions with roughly 13
millions each. It was clear from the pattern of popula-
tion distribution that the regional powers in the federal
legislature were doomed to be grossly imbalanced. To
those, who were prepossesed with the religious signifi-
cance of the structure, the Nigerian politics were Muslem-
dominated and for those who chose to think in linguistic
terms, the structure was Hausa-speaking in outlook. From
whichever standpoint one chose to look at the situation,

1) J.F. Due, Taxation and Economic Development in Tropical
Africa, M.I.T.-Press, 1963, pp. 127-129;

2) I.Smith, Nigeria's Crisis and her Economy, B.B.C.-
Broadcast, Tuesday, April 4th, 1967.
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the implication was clear. The political atmosphere
was charged with 'instability', or what some commenta-
tors have termed as 'the fragility of stability'.

B) Mutual Suspicion Among Region-based Political Parties
The proto-associations which combined in 1944 to form
the first real political party Nigeria ever saw, was
led by Dr. N.Azikiwe from the Eastern part of the country.
Although the party itself was known and called the
National Council of Nigeria and the Cameroons, many of
its firm supporters trade unions, literary societies,
social clubs, and professional associations~were drawn
from the East. This set the stage for fear and suspicion
from the other linguistic groupings who saw the NCNC as
an Ibo-dominated political organization. As a result,
in 1951, O.Awolowo from the Western part of the country
formed and led a rival political organization which
was known and called the Action Group. Naturally, the
new organization was based upon an existing upon an
existing Yoruba cultural association known as the
"Egbe Omo Oduduwa". In the same year, a defunt cultural
association of the Hausa called the "fami YYar", was
revived into a political organization known as the
Northern Peoples Congress. Thus from the start, the
NPC was exclusive and was dominated by the leading
elements of the Hausa-Fulani emirates
Before the assumption of a federal constitution in 1954
the Nigerian political scene was, that in which the NPC
spoke for the North, the NCNC for the East and the AG
for the West. After the adoption of the federal consti-
tution, each party was to control the government of
the region in which it had the majority support from
the various linguistic associations. James 0'Connell
has remarked that in the course of the next ten years
"as their representatives modified the country's consti-
tutional structure in the direction of increased region-
al autonomy and as they worked out issues such as the
timing of independence and the status of Lagos ast~e
federal capital, the activities of the parties fostered
considerable bitterness among the different peoples,
who supported them and among the leaders who were com-
peting for powerl)." More and more, each party consoli-
dated its regional position by eliminating opposition.
On the eve of independence, the Northern Region made
their overwhelming majority in the federal legislature
a condition for staying as part of the Federation2), and
as the British withdrew after independence the control
of the Federation fell on that Region population-wise,
although the Southern political leaderships also hoped
to control the Federation through their skilled manpower3).

1) J.O'Connell, The Fragility of Stability: The Fall of
the Nigerian Federal Government, 1966, See R. Rotberg
and A.A.Mazrui (ed), Protest and Power in Black-Africa,
OUP., 1970, p.1014;

2) Ibid, p. 1020;
3) Ibid, p. 1020.
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Miraculously, independence passed without any serious
head-ón-collision among the rival political parties, but
the events that followed brought out more clearly, the
real significance of the regional anatagonism which had
been, for too long, suppressed by the presence of the
British. The first post-independence critical situation
arose in 1961 when the fear of the Northern domination
of the federation became a reality from the land-slide
victory achieved by the NPC in the Regional election of
that year. Of the 170 seats contested the NPC won 160
with moderate campaign. The significance was that in
any future general election the NPC was bound to win an
absolute majority in the federal parliament. The second
event came in quick succession to confirm the Southern
fear of domination by the Northern Region. The NPC~led
by the federal Prime Minister~had used its majority in
the federal parliament to intervene into what was consti-
tutionally a regional matter in the Western Region. This
brought a considerable bitterness among the NCNC as well
as the AG supporters in the South. Later, the NPC further
used its power to aid dissident members of AG and those
opposed to NCNC to form a new political party that would
control the Western Region e~ven though it was clear that
the AG still commanded the majority support in that Re-
gion.
The third major clash came over a dispute about census
figures in 1963. In the previous census in 1953 on which
the distribution of seats in the federal parliament was
based, it was believed that the Southern population
was undercounted.iience, the Southern leaders had hoped
for some change after the 1963 census. But when this
hope failed to bear fruit, it was tempting for the
southerners to conclude that the Northern Region had
deliberately inflated its figures in an effort to foil
the change that would give the south more seats in the
federal House. This suspicion later developed into real
mistrust, first at regional level, then at party level
and finally at personal level among the political leaders.
A compromise arrangement was made by the federal Prime
Minister~for a fresh census to be conducted,but the
result of the second exercise was even worse than the
f irst .
The eastern-based NCNC contested the figures at cabinet
and Supreme Court levels but lost in both cases with the
result that the South felt generally cheated by the
executive and the ~udiciary alike and their position was
strengthened by the World Bank Commission who preferred
the use of private assumption in calculating the growth
and size of the Nigerian population, because the census
figures were useless for purposes of planning4).In spite
ofall the protests, however, the declared figures were
acclaimed as valid thus convincing the southerners that

4) As cited in ibid. p.1020.
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the balance of power in the federal House would not
change from population counting. Moreover, a change
of government through constitutional means was becoming
more remote with each event that passed, and the South-
ern resentment over the Northern dómination of the
federation grew deeper.
When the general election was due in 1964, the NCNC and
the AG prepared to fight it on a wider front than ever
before and their first step was to form a United Pro-
gressive Grand Alliance which was the first all-south
party. The north answered by forming a Nigerian National
Alliance Party, which included the northern NPC and the
dissident members of both NCNC and the AG. The Southern
Grand Alliance became hopeless, when, before the election
day, the Northern National Alliance announced, in advance,
their intention to return 68 candidates unopposéd out
of the 167 seats contested in the North. The Grand Alli-
ance thereupon took the last minute decision to boycott
the election -an act which political scientists now see
as a strategic error in calculation.
The overall outcome of that showdown was the formation
of a broadly-based federal government in which the Grand
Alliance (NCNC and AG) played only a secondary role to
the party of the breakaway members, the Democratic Party
which had become the number one ally of the northern-
based NPC.
Still on the election front, an even more appalling
situation arose in the Western Region in the following
year. 0'Connel again sums up that situation as follows
'The Democratic Party was willing to use all of the
opportunities that the posséssion of power made available
to save itself from losing the election. It simply ad-
ministered the election in such a fashion as to make an
overwhelming victory inevitáble. Electoral Officers hid
to avoid receiving Opposition nomination forms; ballot
papers were distributed to government supporters; local
government policemen and thugs were used to drive opposi-
tion supporters from the polls; counting of votes was
falsified and when everything failed (it came to that
in the majority of the constituencies) the government-
controlled news-media announced to a compliant Electoral
Commission that the candidates of the Democratic Party
had won by handsome majoritiesl)."
When discontent over the falsified election grew into
civil disorder~the Prime Minister refrained from taking
action on constitutional grounds which confirmed that
he had acted unconstitutionally in 1962 when he intervened
uninvitedly into the affairs of the Western Regional
government.

1) Ibid. p.1022.
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C) Problems of Minority Feelings:
Meanwhile the apparent exclusion of the minor tribes
from the centre of regional politics was developing in-
to a separate and serious problem. Social scientists
believe that because of the great variety of cultures
and physical types produced by the protracted and ex-
tensive interming~ing of immigrant stocks, it is diffi-
cult to develope a scientific classificatory system of
the Nigerian peoples2). Inspite of such interming~ing
and the difficulty in drawing a real dividing-line
between the peoples, "minority feeling" among the smal-
ler tribes is obvious and tense. In some cases~that
feeling is justified as when intimidations and threats
are used as a weapon to force them to accept the politic-
al views of their dominant neighbours. On the other
hand, such a sentiment can be overplayed by trouble-
makers who aspire to disrupt the order of the society
for selfish purposes.
This aspect of the Nigerian problem certainly calls for
further research to obtain a fuller knowledge of the
situation based upon proven facts. However, students
and writers on Nigeria's social and economic affaírs
have always been aware of the problem and its destructive
effects on the social and political plain. George Murdock
calls it the most shrill divisive force3) and Dr. Kalu
Ezera calls it the most explosive issue in the Nigerian
Politics4j. From the time Nigeria attained self-govern-
ment status in 1957, the demand has been persistent
and frank from the various minority groups for the
creation of more governmental units than the three region-
al blocks in the expectation that such a creation would
give them an opportunity to play a greater role in the
Nigerian politics.
In the North, there was a demand for the creation of a
separate Middle-Belt Region with a different Congress.
Also the powerful Bornu State, which had been in exist-
ence even before the advent of British rule demanded a
separate identity under its "Bornu Youth Movement", which
was a political party by all definitions. In the East,
the "Calabar-Ogoja-Rivers" demanded to be separated from
the existing structure and to be identified as the "COR-
State" and in the West, the "Benin-Delta" wanted a separ-
ate State. Of all these demands only one was met. The
Mid-West Region was created in 1961 with Benin as the
capital.

2) W.Ogionwo, Essay on "The Extended Family and Economic
Change in the Delta Area of Nigeria". Mimeograph.
Department of Sociology, University of Lund, 1964, p.2;

3) G.P.Murdock, The Traditional Socio-political Systems
of Nigeria. Printed by R.O.Tilman ~ T.Cole, ed., The
Nigerian Political Scene. Duke University Press,1962,, p.39;

4) K.Ezera, Constitutional Development in Nigeria. Cambridge
University Press, 1964, pp.244-245.
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At the time of self-government in 1957, a British
Commission was appointed tó investiqate the alleged
fears of the minorities and to assess whether, in fact,
the creation of more states out of portions of the
original three regions. What were the main fears of the
minority tribes? Put together, the minority groups
formed about one third of the population in each region
and they comprise of Muslems,and Christians as well as
Pagans. In the North, they feared political discrimina-
tion, unfair administration of justice and the use of
locally controlled Native Authority police for oppress-
ive purposes. In the East, the minorities were dis-
satisfied with the way Ibo-dominated regional govern-
ment distributed economic and educational opportunities.
In the West, they feared discrimination under Yoruba-
dominated regional government and were also dissatisfied
with the way that government handled economic and educa-
tional matters. In its report, after the investigation,
the Commission of enquiry was satisfied that the creation
of more states in Nigeria would encourage tribal disunity
at the expense of an effective nationalisml). Thus their
inability to convince the Commission that the creation
of more states was in their best interest, left the
minorities with no choice but to look up to the feder-
ation for protection against possible excesses of their
politically-dominant partners within the regional struc-
ture.
Rupert Emerson has termed it an "accident of history"
that the British did not seize upon the preva,lent' tribal
suspicions and hostilities to break up their amorphous
colony on essentially ethnic lines2). It is precisely
because this was not done that Nigeria has been able to
preserve, in form, a much-praised parliamentary democracy
regarded by many as the basic principle of modern govern-
ment. Observers have also remarked that even though none
of the Nigerian political parties could claim a nation-
wide structure, Nigeria has been able to avoid the one-
party system with which most other African governments
are associated. However, in a situation where the parlia-
mentary strength of one party is greater than that of
all the other parties joined together. A system of
parliamentary democracy is as restrictive as a one-party
system.

D) Problems of Corrupt Administration
For historical and philosophical reasons, a large section
of the Nigerian economy is committed to private enter-
prise and local initiative although everyone wishes to

1) T.Cole, "Emergent Federalism in Nigeria", in Tilman
arid Cole, op.cit. pp. 55-56;

2) R.Emerson, Parties and National Integration in Africa.
See J.L.Palombara and M.Weiner (ed), Political Parties
and Political Development. Princeton University Press,
1969, p.272.
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see poverty, hunger, illness, ignorance and idleness
eliminated. To attain that state of affairs, the govern-
ment is looked upon as the agency to.meetthe urgent
demands for increased material well-being and to devïse
forms of public administration that would overcome the
problems of social and economic inefficiencies. The
government is not only the prime promotor and stimulator
of national development, but also the propeller of evenly
spread social and economic benefits among the diverse
groups and classes of the society. To play this role
within the legal frame, With the cbnsent of the"peoplë,and
with due regard to individual human rights poses very
formidable difficulties for the government especially
where the population is extremely heterogeneous.
Increased expectations and the growing complexities in
the number of governmental functions coupled with the
withdrawal of experienced British administrators oh the
eve of independence have combined to create a serious
administrative lag in the public sector. P.Herring has
cited a former colonial administrator in Nigeria as
pointing out that at the time of independence, in October
1960, there were in all the governments of Nigeria only
six indigenous officers of any real competence: two in
the federation, two in the Western region and one each
in both the Northern and the Eastern regions. In the
foreign service only about five more men of competence
were available3f.
It is possible that the degree of scarcity of competent
administrators from indigenous sources was slightly ex-
aggerated by this assessment~yet the repeated allega-
tions of corruption, bribery, nepotism and the rate of
official enquiries into them can only confirm that the
quality of public administration in Nigeria is poor.
Foreign observers have sometimes wondered why educated
Nigerians cannot exercise the moral responsibility
required for the administration of their country. The
problem is, that administration follows the direction
of politics. Under the regional structure, local loyalty
and regional autonomy had favoured a condition of
"inter-regional rivalry", which reflected on the adminis-
trative machinery in the form of partisan participation
and the demoralization of the whole bureaucratic set-up.
As O'Connell points out, the bid for top posts particular-
ly revived an atmosphere of competitive bitterness among
the ethnic groups. A much-cited example is the struggle
for the post of the vice-chancellor of the University
of Lagos in the Yoruba-dominated western part of the
country. This post was held by Prof.Dr. Eni Njoku, an
Ibo, until the intensity of tríbal rivalry had reached
a critical stage where Saburi Biobaku, a Yoruba, was

3) P.Herring, "The Future for Democracy in Nigeria" in
Tilman and Cole (ed.), op.cit. p.264.
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appointed to that post by devious legal methods even
though he had already accepted an offer to take up the
vice-chancellorship of the University of Zambial). The
result of the event was, in the first instance, to
split the staff and the students into Ibo-Yoruba factions
not only in the University of Lagos, but also in other
Nigerian Universities. But more seriously, the effect
penetrated into the rank and file of the federal public
service where it was observed that "few case studies so
clearly illustrate the aggressive ethnicity and politic-
al ineptitude endemic to the last year of the first
Nigerian republic".2)
This particular case was not an isolated one. It was
generally complained that the northern supporters of
NPC were not only promoted faster than their southern
counterparts, but also were being made to hold posts
which were disproportionately important to their number.
The argument was that the northern elements should have
priority to increase their proportion in the public
service and to have definite prospect of advancement.
To the southern rival groups, this was continuous
source of grievance and bitter feeling3~, as well as a
means of increasing the tendency to recruit more adminis-
trative staff than the capacity required. what about
the financial costs of this tendency? If the amount of
resources devoted to salaries and wages is given, an
increase in the number of wage-earners would depress
wages if there is no corresponding increase in the amount
of resources .a1lo~ted to that use. This would mean in-
adequate income for individual workers and could, in
some cases, lead to a temptation to supplement earnings
from unscrupulous sources. This explains, if only in
parts, why corrupt practices are so rampant in the
Nigerian public service, and can be logically related
to the existing political structure.

E) Problems of Allocation of Federally-Collected Revenues

The show of bad faith and mistrust among the political
regions was most clearly illustrated in the field of
allocation of revenue to the various rival parts of the
country. A systematic financial history of Nigeria only
covers a short period of twenty years 1946-1966, but the
financial drama within that period has been spectacular.
From 1914 when the North and the South joined as one
Nigeria, the allocation of revenue to the different parts
was entirely determined at the discretion of the British
administrators until 1946 when it was seen fit that each
part should have its own budget from which the cost of
development could be borne. The revenue of those various

1) O'Connell, op. cit. in Rotberg and Mazrui (ed.),
op. cit. p.1029;

2) Ibid., p.1030;
3) Ibid., p.1030.
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parts came from local taxes and the block grants from
the surplus revenue of the central government the allo-
cation of which was based an a principle of "derivation".
Following the adoption of a federal status in 1954 and
the division of the country into three political regions,
the newly installed Regional Governments were assigned
independent tax jurisdictions in addition to their
statutory shares in the federal surplus revenue. As the
principle of "derivation" proved difficult to put into
practice new criteria were adopted for this purpose and
they included the criterion of "national interest" and
the criterion of "regional needs". Later, these were
rejected by both Northern and Western Regions, which
insisted on the principle of "derivation" as the best
method. As a result Marketing Boards reserves which had
been accumulated over a number of years were, in 1954,
shared among the regions on the basis of "derivation"
with the result that the Eastern Region followed by the
Federal Government was the weakest financially through
that arrangement~while the Western Region followed by
the Northern Region emerged the strongest. Within the
next five years, the existing financial pattern was
strengthened by the regionalization of the revenue from
export duties.
By 1959, arguments in favour of political independence
in the following year again re-emphasized the principle
of "derivation" as a method of allocation of revenue
supplemented by the old criteria of "national interest"
and "regional need" as a means of reducing imbalance
in the financial strength of the regions, strengthening
the unity of the country and ensuring a balanced rate
of economic development. This arrangement remained until
progress in the export of crude oil from the East began
to disrupt the whole delicate balance. Through this
progress, the financial position of the Eastern Region
improved dramatically while the prosperity of Western
Region was declining as a result ef the falling price
of cocoa in the world-market. Eventually, the Eastern
Region began to generate surplusses in its annual budgets,
while the Northern and the Western Regions struggled
to balance theirs. But the Eastern Region stood firm
on the principle of "derivation" as both the Northern
and the Western Regions did in 1954-1959 when the Eastern
Region was in extreme financial difficulty. This time
both the Northern and Western Regions demanded a
return to the criteria of "national interest" and
"regional needs", which they rejected at the time the
financial balance was in their favour. In the absence
of a new and further financial arrangement, the stage
was being set for the most serious clash in the history
of the federation with the Northern and the Western
Regions teaming up against the Eastern Region.
Dr. A.Adedeji has remarked that the "derivation" principle
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bedevi'lled the development of a rational and equitable
system of revenue allocation, poisoned the inter-regional
relationship, exacerbated inter-regional rivalry and
prepared the way for a bloody conflictl). It hampered
the development of a sense of national unity and common
citizenship and its application was lacking in consist-
ency. It was possible, for instance, to apply the princ-
iple in full in respect of some revenue sources while
it could only be partially applicable in others. How
did the idea of "derivation" orgináte in the first place?
The principle of "derivation" is a method of allocation
of revenue whereby the revenue accruing from a region
is virtually returned to it. The idea was introduced
into the Nigerian budgetary system in 1946 when a Fiscal
Commission headed by Sir Sydney Philipson had found it
necessary to recommend that the various parts of Nigeria
should have their separate budgets from that of the
central government. In 1954 the tax powers of the Region-
al Governments were extended on the recommendation of a
Fiscal Commission headed by Sir Louis Chick and the
new regional powers were incorporated into the federal
constitution which came into force in that year. After
Nigeria had become a self-govern:ing territory in 1957
a general discontent arose about the existing fiscal
arrangements which-Ied tb the appointméntrof á f~'rther
Fiscal Commission led by Sir Jeremy Raisman and R.C.
Tress, to review the system.
It was alleged that under the old system the provision
of autonomous revenue to the regions was inadequate
and difficulties arose in trying to ascertain the region
of origin of certain federally collected revenues. Thus
the old system had failed to recognize the intimacy
between the financial needs of a region and its revenue-
producing capacity. In its report, the Raisman Commission
made no proposal on the controversy over the derivation
principle, because that issue was not included in the
Commission's terms of reference. However, the Commission
did wish, in rather vague terms, that the application
of that principle had discontinued.

F) Federal Framework of the Budget
The constitutional frame within which the Nigerian budget-
ary system operates,has evolved from the series of fiscal
reports of the various commissions that have reviewed
the system during the twenty years 1946-1966. The last
of such reviewsbefore the achievement of independence
took place in 1958 and the report that emerged was based
on the recommendations of the earlier commissions. It,
thus, provides comprehensive constitutional requirements
of the Nigerian budgetary system as it operates up to
date. The system, as it operated before 1958, was seen

1) A.Rdedeji, Nigerian Federal Finance, Anchor Press,
London, 1969, p.254.
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as providing inadequate autonomous rerenue to the sub-
governments of the regions and the commission tried to
solve this problem by striking a balance between out-
right fiscal autonomy and excessive fiscal dependence
of the regions on the federation. Its recommendations
took into consideration the need for a free flow of
ïnter-regional trade, administrative effectiveness anda unified national policy designed to safe-guard thefinancial stability of the federationl). Its most import-ant contribution to the solution of the then existing
problems was to assign exclusive revenue powers to the
federal authorities while the regional powers were resi-
dual. Table I summarizes this first attempt to separate
federal from regional tax powers.

TABLE 1: The Allocation of Revenue Powers
Under the 1958 Fiscal Report

Federal Regional
Customs, Excise and Personal Income Tax
Export Duties
Sales and Purchase Taxes Taxes on Produce
(except produce)
Taxation of Company Poll and Graduated
Income and Profit Personal Tax
Mining Royalties and Rents Taxes on Property and
Personal Income in Lagos Livestock

A second recommendation which was exclusive to the 1958
fiscal commission was t~ establishment of a Distributable
Pool Account into which 30~ of all import duties other
than those listed in Table I and 30~ of mining royalties
and rents were paid. The proceeds of the DPA were to be
distributed on the basis of fixed proportion whereby 50~of all revenue collected in the account was redistributed
among the regional governments on the basis of derivation,
30~ on the basis of regional needs and national interest
while the federal government retained the balance of 20~
in addition to company taxes and the income taxes on
persons resident in Lagos. As a result, 43~ of the
proceeds of the Distributable Pool Account was allocated
to the Northern Region, 24~ to the Eastern Region and
33~ to the Western Region. By a further readjustment,
each region was to be in control of import and excise
duties accruing from its territory and the federal powers
were to be reduced to have control of gnl~ import and
excise duties on beer, wine and liquor.

1) Adedeji, op. cit. p.128.
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Like the reports, which had been issued before, these
recommendations were criticized and praised at the same
time. Critics saw them as totally unsuitable to the
Nigerian situation and those in sympathy with them saw
the commission as being eager to ensure that while the
setting of personal income rates and allowances should
rest with the regions, multiple taxation should be
avoided2). Such controversies, however, did not prevent
the recommendations from being entrenched into the
federal constitution on the basis of which independence
was to be achieved in 1960.
On the other hand, after a decade of fair tribal, these
provisions have not succeeded in solving those problems
they were designed to solve. Instead, new difficulties
have arisen from putting their clauses into practice.
Let us examine, for instance, the provision which, in
effect, guaranteed regional fiscal autonomy while laying
emphasis on the necessity for national uniformity in the
calculation of income tax. First, there is the fact of
inequalities in the distribution of resources among the
regions and fiscal autonomy implied that each regional
government was free to choose its own tax base in respect
of the nature and the extent of its resources, therefore
national uniformity in fiscal matters was an impossible
proposition from the start. Failing to recognize this,
the federal government experimented ón the use of its
authority to enact an Income Tax Management act in 1961
under which there were elaborate definitions of income,
dividend, interest, loss, depreciation and deduction.
Residence for a period of one year on the part of the
taxpayer was insisted upon as a condition for tax assess-
ment by the regional governments. But all the elaborate
législation on this issue failed to provide an answer to
the question: "how could fiscal autonomy be maintained
at regional levels and national uniformity in the treat-
ment of fiscal matters be insisted upon at the centre?".
Confusions set in and the federal government appointed
a Joint Tax Board to handle the question of interpretation
under the act and related matters. But the constitutional
right of the federal government to enact the Income Tax
Management act was seriously in doubt and therefore, it
was never clear to what extent that piece of legislation
was binding to the regional governments. The source of
confusion was clear. The fiscal commission of 1958 had
expanded federal fiscal powers while the constitution
embodying the recommendations of that commission had
guaranteed regional fiscal autonomy. J.F.Due has summarized
the constitutional powers of the federal government as
follows:
1) to implement double-taxation treaties with other

countries;
2) to secure uniform treatment of international income;

2) Ibid. p. 129.
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3) to prevent double-taxation of the same income by
more than one region;

4) to attain uniformity in computing taxable income,
treatment of losses, depreciations and contributions
to pension schemes;

5) to facilitate arrangements between the regions and
the federal government in relation to the exemption
from taxation of certáin incomes;

6) to facilitate exchange of information on income tax
by various taxing jurisdictions;

7) to establish, in cooperation with the regional govern-
ments, authorities designed to enforce uniformity
of taxationl).

But the attitude of the regional governments towards
these provisions was that federal acts on fiscal matters
were not binding on them under the constitution. The
only scope for federal manoeuvre was the question of
interpretation, but then that was a matter for the court.
The concept of "produce" for instance had to be inter-
pretated since the regions could impose sales tax on
produce,which could mean unprocessed or partially processed
agricultural commodities of an area. Finally, there was
an important constitutional provision, which was not
put into practice. It was that the federal government,
should,from time to time~appoint a review commission to
examine the way the constitutional provisions worked
in practice with the purpose of making any desirable
re-adjustment in the arrangements. In the absence of
such a review and since a re-adjustment involved a con-
stitutional procedure which the constitution itself
provided, the fiscal recommendations of 1958 remained
the only working guidefi~r both the allocation of revenue
among the various parts and for.allocating revenue powers
between the federal and the regional governments.
As the export of crude oil became a new source of wealth
from the early 1960's, mining royalties and rents became
a regular and reliable source of public revenue; and
as the principle of derivation remained in force as a
method of allocation of revenue,the oil-producing regions,
the Eastern Region and the Mid-Western Region tended to
grow relatively richter while the Northern and the West-
ern Regions were in difficulty as a result of fluctuating
world prices of primary commodities. Table II gives a
bird's eye view of the general situation during the four
years ending 1966. From it, the deficit position of the
Northern and the Western Regions can be observed as
against the surplus position of the Eastern and the Mid-
Western Regions as well as that of the Federal Govern-
ment. Table III gives a general picture of the main
sources of revenue and the pattern of allocation of funds
between the federal and the regional governments after

1) J.F.Due, op. cit. p. 130.
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the Income Tax Management act had come into force. Of
the total revenue of ~98.9 million collected in 1961~'62,
~46,9 million (47.4~) accrued to the Federal government
and ~52.0 million (52.6~) accrued to the regional govern-
ment as a group.
The position of the regions can be likened to that of
states in other federal systems such as the United States,
for instance, but the heavy reliance on customs, ex-
cises and export duties made regional budgeting especial-
ly difficult since the rates had to be set by the federal
governments. Moreover, revenue from these sources fluctu-
ates with changes tn the world-market. As the degree of
elasticity in regional budgeting was very limited and
as the regions had no otiher place to turn to in cases
of emergency~the argument began to develop that the
federal government had too much money at its disposal
while the regions had not nearly enough. The revenue
accruing from foreign trade sources was shared between
the federal government and the regional governments,
leaving personal income tax as the only regional levy
of significance and its rate differed from region to
region. The Northern Region imposed cattle tax to supple-
ment its revenue and the Eastern Region imposed motor
fuel tax as an extra source of income. Produce sales
tax was collected by the various marketing boards; the
only rates of taxation kept in uniform were motor vehicle
licences and entertainment taxes which produced very
little revenue.
In the course of the argument, those who sympathized
with the regions saw their revenue sources as inadequate
relative to their functions and those who were pro-
federal defended the position with the view that the
general nature of the Nigerian economy required that
taxes be determined and administrated by the federal
government. The fact remained, however, that enormous
imbalances occurred in the relative expenditures on
respective functions at various levels of government.
On the basis of the fiscal report of 1958, the only
avenue open to the regions was to increase the size of
the Distributable Pool Accounts so that more federally
collected revenue could be allocated to them. This
would probably solve the problem in the short run, but
what was needed, was a long term solution of the problems.
In the long run, domestic manufacturing would increase
and a smaller proportion of basic produce would be ex-
ported. Revenue from export duties would fall. On the
other hand, the prospect of personal income taxation
would become brighter as the country developed and the
level of per capita income rose. In other words, the
role of direct taxes in the economy would become relative-
ly as important as that of indirect taxes. At the same
time, property tax which falls within the jurisdiction
of the states in other federal systems should improve
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and lessen the reliance of the regions on funds allocated
by the federal government.
Adedeji observed in his studies that the regional govern-
ments had adopted a strategy of transferring some of
their functions to the federal government as a means
of relaxing their financial presures and sometimes, they
had been driven to borrow to a self-defeating point.
Consequently, the level of certain forms of regional
taxes had been raised to a point where dis-incentive
in output savings and investment had all become
apparentlf.
Starved of funds, the regions accused the federal govern-
ment not only of being in possession of more money than
it really required, but also of discrimination in the
distribution of its outlays. So long, therefore, as the
federal government was dóminated by the Northern NPC,
a charge of discrimination was in fact a label on the
Northern sector of the country against the South (East
and West) and this sowed the seed of political discord
from the first full year of political independence. This
is not to say that independence by itself created trouble;
it is rather to say that the problems which were, so to
~k,neutralized by the forces of colonial administration
became re-vitalized as the machinery of administration
passed into indigenous hands.

G) Conflicting Ideologies of Class Structure
Bad admínistration, political instability, disintegrated
national policy, inadequate financial resources for
public spending, disruption of the flow of inter-regional
trade and so on have all been attributed, in various
studies, to the competitive rivalry and mutual mistrust
among the Regional Governments caused by unsound budget-
ary methods. But no comment has been bold enough to
attribute the rising rate of domestic unemployment to
it as well. This is easy to Pxplain. In a competitive
and unfriendly situation, less effort is made to apply
the known investment criteria for determining the
projects that should be undertaken. Yet, only a sound
investment decision can overcome the problem of in-
equalities in the distribution of natural resources
through the establishment of suitably located industries
to induce increase in the rate of domestic employment
as well as in the rate of productivity.
Unsound investment decision, on the other hand, leads
to a waste of scarce resources, especially funds, and
thereby creates artificial scarcity, which "open un-
employment" clearly demonstrates. Nigeria's rate of
"open unemployment" was at a minimum of 4.5~ of the
active labour force during the decade of the 1960's.
Much of this problem was not, in fact, caused by actual
1) Adedeji, op. cit. p. 128.
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scarcity, but largely by uneconomic use of available
resources. S.P.Schatz who has studied the problem of
capital shortage in Nigeria has come to the conclusion
that "it is an illusion created by a large false demand
for capital, and that what really exists is not an im-
mediate shortage of capital at all, but a shortage of
viable projects"1). This remark refers more appropriate-
ly to the situation at the regional government levels
during the period. It will be argued in the context,
that,in fact, the problem was not that of a shortage
of viable projects as such, but that of undertaking
dubious projects in rivalry against each other2).
Incidentally,a period of increase in the rate of open
unemployment in Nigeria coincided with a period of growth
of socialist influence in West-Africa as a whole. But
it would be difficult to establish a direct relationship
between both phenomena until further empirical obser-
vations have taken place. Unemployment, however, can be
a result of several causes including bad administration,
bad economic policy, inefficient use cf resources, mis-
allocation of investment resources, a fall in the demand
for products and so forth. In Nigeria, the structure
formations of the society were also brought into the
picture. For instance, the elite class in the minority
areas argued quite vocally, that their alleged domination
by other groups was particularly a result of the capital-
istic nature of the Nigerian economy. They, therefore,
openly called for a change of system based on socialist
principles. In the recent years, the growth of socialist
influence was further strengthened by a socialist
programme for Nigeria outlined by Chief O.Awolowo in his
capacity as a Federal Commissioner of Finance and a lead-
ing contender for the post of Premiership iri the next
civilian government3).
Before this time, Soviet treatment of the Nigerian
political leaders was that of harshness. Although the
Soviet Union believed that the NCNC was a very broadly
based organization and the most satisfactory of all the
political parties, its slogan of self-determination was
seen as extremely imprecise and capable of diverse mean-
ings. The leader of that party, Dr. N.Azikiwe had struck
the Soviet leadership as an unsteady figure who had
already changed his view several times on the question

1) S.P.Schatz, The Capital Shortages Illustration:
Government Lending in Nigeria. See H.Whetham and
J.I.Currie (ed), Readings in the Applied Economics
of Africa; Vol.l, Cambridge University Press, 1967,
pp. 93-101;

2) See Chapter 4;
3) The Socialist Programme Outlined by Chief O.Awolowo

lays special emphasis on the importance of reaching
a full-employment stage in the Nigerian domestic
Economy.



-21-

of Nigeria's relationship with the British Empirel).
The Russians had blamed the leader of the NCNC for
saying at one time that he would urge complete indepen-
dence for Nigeria and at other times that he would want an
independent Nigeria within the British Commonwealth.
Moreover, when the striking miners were shot at Enugu
in 1949, the leader of the NCNC had declared himself
in favour of peaceful methods in seeking independence2j.
Similarly, the Action Group led by O.Awolowo, was
described by the Soviet Union as a party under the rule
of feudal marionette princes of Yorubaland committed
to monarchical institutions. The leader of the party
was seen as a wily individual who slandered his own
people and despised their political innocence3).
Robert Legvold has recorded that Stalin particularly
described the Action Group as an enterprise which fe~l
into the category of feudal-monarchical nationalism4 .
In the same way, the NPC was dismissed as a reactionary
organization thus as far as the Soviet Union was concern-
ed there was no arty in existence capable of seeing
Nigeria through5~. ~
Nigeria's reactions to these charges were equally tense.
It was clear at the time of independence that Nigeria
would be friendly with Britain and would not reject
capitalist philosophy. The NPC~NCNC coalition government
at the centre had shown clear reluctance to get involved
with the Soviet Union, which even delayed the establish-
ment of diplomatic relations. When the relations were
established Nigeria severely restricted the size of the
Soviet mission in Lagos and the coalition government
deliberately obstructed the movement of Nigerians to
the Soviet-block, especially for the purpose of study-
ing; and teachers from the East-European countries were
refused entry permit to teach in Nigerian institutions.
Accordingly, Soviet aid and trade were refused and the
import of communist materials was banned.
As Nigeria's political independence became real and as
the attendant unemployment and political instability
got underway Soviet re-assessment of the Nigerian
political parties followed. First, the Soviet govern-
ment recognized and congratulated Nigeria on her achieve-
ment of independence and expressed the hope for friend-
ship and cooperation with Nigeria through the usual
exchange of diplomatic relations. The coalition govern-
ment in Lagos was praised as containing some progressive
elements and the Soviet Union expressed the hope that

1) R.Legvold, Soviet Policy in West-Africa. Harvard
University Press, 1970, p.27;

2) Ibid. p.27;
3) Ibid. p.27;
4) Ibid. p.27;
5) Ibid. p.27.
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the NCNC section of the coalition would exert a positive
influence on the government's foreign policyl). This
re-assessment naturally softened Nigeria's attitude
towards the Soviet Union leading to President N.Azikiwe's
announcement that he would exchange diplomatic relations
with the USSR followed by Prime Minister A.T.Balewa's as-
surance that he would accept Soviet aid and trade. The
leader of the Opposition, Chief O.Awolowo,declared that
the coalition government had no right to discriminate
against the countries of Eastern Europe especially in
the field of technology and education. He urged ~hat
students be allowed to study in the Soviet Union J.
To what extend did these developments strengthen the
Nigerian socialist camp? Pauline Baker has observed that
the socialist camp has attracted the most publicity
and gained the most ground3) in recent years. Its
most influential spokesmen have served as top members
of the federal executive and its rank and file include
the able-bodied unemployed who see public ownership as
the only hope of bringing them into full participation
in sharing the benefits of economic growth. Accordingly,
the emerging Nigerian Labour Party led by Michael Imodu
has described itself as the Marxist-Leninist Party of
all Nigerian toilers and has claimed to be the only
party founded on the principles of scientific socialism.
Some have even held the view that the socialist-inspired
Labour Party might as well prove to be the platform
on which the true African socialism can be realized.
On the other hand, the growth of the traditional business
elite is visible. They believe in the benefits of private
enterprise and encourage the growth of individual Nigerian
ownership. They favour Nigerian participation in the
industrial ventures rather than outright nationalization.
This pro-private enterprise view is obvious among the
rising middle class of smaller entrepreneurs active in
manufacturing import substitutes and in providing trans-
port services. P.H.Baker has remarked that there must
arise some real doubt as to whether the future Nigerian
political scene will be dominated by old tribal or ethnic
regionalism or by the emérging class with conflicting
ideologi es broady divided along socialist and capitalist
lines4).
1) Ibid. p.94;
2) Chief Awolowo strengthened his pro-Soviet view with

an attack on the then proposed "Nigeria's Defence
Pact with Britain", by which Britain was to be granted
the right of tropicalization test, overflying and
air-staging facilities over Nigerian territory in
return for British military personnel for training
purposes.

3) P.H.Baker, The Politics of Nigerian Military Rule.
Africa Report, Vol. 16, No.2; Washington, Feb.1971,p.18;

4) Ibid. p.20-21.
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H.A Common Objective of Various Structure Formations.
Should it be rightly concluded from this outline that
outside the main political arena regional competitive-
ness or tribal rivalry should continue to be the decisive
factor to govern social life in Nigeria? From the outlook
of events this would, unfortunately, seem to be so for
a long time to Come. On the other hand, if one
observes the structure formations more closely one finds
that even though they do pose formidable difficulties
they appear to have a common objective, namely, to
achieve the welfare of the individual be he a Muslem or
Christian; a Hausa, an Ibo or a Yoruba; a capitalist or
a socialist. Would it not then be proper to suggest that
the translation of this common objective into purpose
would not only give satisfaction to each structure form-
ation, but also would tend, in the long run, to weaken
its influence on the society at large?
Robert Melson who studied the events leading to a
general strike in Nigeria in 1964 has made the remark
that among the ordinary public, tribalistic or regional-
istic tendencies had gained little acceptance. He attri-
butes the cause of the strike to the objective differ-
ence in income and life-styles between the strikers and
the political elites and notes that it was in its implicit
consequences that the strike took on meaning and signifi-
cance. This significance was an observed manifestation
of class conflict cross-cutting tribe and religion and
the rejection of tribalism as compatible with class
consciousnessl). The strikers themselves were quoted
as saying that "independence freed us from colonial
domination, it did not free us from colonial institutions.
The edifice of previlege remains, only its proprietors
are different. The situation in which a senior official
may receive fifty times the salary of a junior official
or a daily labourer is politically explosive and economic-
ally intolerable."2).
We can even take this further by saying that all that
these struggles are about is the welfare of the individual
persons who constitute the society and that the means
of achieving that purpose should, in fact, form a use-
ful starting point in an attempt to find a solution to
these problems. It may be assumed, then that the budget
could provide a means by which a certain common object-
ive might be achieved. The Encyclopaedia Britannica has
defined "welfare economics" as the theory of economic
policy which investigates the effects of various economic
phenomena and governmental policies on the well-being
of the community3)..Its special emphasis has largely
been directed to the need for inderstanding the conse-

1) R.Melson, Nigerian Politics and the General Strike
of 1964. See Rotberg and Mazrui (ed.), op.cit.pp.771-787;

2) Ibid. p.772;
3) Encyclopaedia Britannica 1964 (ed.), Vol.7, p.942.
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quences of various market formations such as monopoly and
competition for the allocation of an economy's resources
and the relation which the method of allocation bears to
the desires of the public. It also seeks to assess the
effects of taxes, import duties, price controls, ration-
ing devices, nationalization or socialization on the
economic system.
Although "welfare economics" has only been established
as a separate discipline within the course of the present
century its subject matter has been under discussion
throughout the history of economics. The mercantilists
and the physiocrats had expressed some earlier views
regarding taxation and later the classical economists,
especially Adam Smith became even more concerned with
the principles of taxation4). It is a common remark,
however, that "The Economics of Welfare" by A.C. Pigou,
which appeared in the 1920's, is the first systematic
work in this field and it is still regarded by many as,
perhaps, the most important contribution. Later Dalton
and Pigou framed new principles of taxation along the
line of the theory of economic welfare, and the new
ideas stated that in a multi-state it is the duty of the
central government to adopt a tax system in which the
marginal sacrifices made by the tax-payers are equal to
the marginal benefits derived from public expenditure.
It is only by equating the two margins that it is possible
to achieve a maximum social advantage5j or a maximum net
aggregate welfare6).

1-3. How Does the Military Government Propose to Cope
with the Social and Political Problems?

On taking over the machinery of government in 1966, the
military government intrbduced a 12-State structure
which assigns three states to the three tribes: Hausa,
Ibo and Yoruba, which dominated the former regional
structure, leaving the rest of nine states to the former
minority groups. The use of the number "12" is obvious
arbitrary and some important politicians have suggested
the use of other arbitrary numbers like "18" and others
have called for a return to the 22 provinces on the
basis of which Britain ruled the countryl); Many have
held the view that in order to eliminate the fear of
domination of one tribe by the other, state creation
should be on linguistic basis. (In that case, Nigeria

4) Adam Smith's principles of taxation are equity, cer-
tainty, convenience and economy;

5) H.Dalton, Principles of Public Finance (4th.ed.),
London, 1954, pp. 5-11 and 59-67;

6) A.C.Pigou, A Study in Public Finance. (3rd.ed.),
London, 1956, pp. 40-45;

1) A.B.Akinyemi, Nigeria: What Should Follow Army Rule
and When? Africa Report; Vo1.16, No.2, Washington;
Feb., 1971, p.23.
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would comprise not less than 240 states). But that is
not the main point. The point is that structure formation
by itself is no solution to the problems and~'to that effect
the military government has not proposed a systematic
approach to these problems. This is not a blame, but a
statement of fact. But in his capacity as the federal
commissioner of finance and the vice-chairman of the
federal Executive Council under military regime, Chief
O.Awolowo did outline a socialist programme for Nigeria
including projected economic growth rates, revenues and
costs of expanding public programmes for a 20-year
period2j.
Fortunately, the programme saw full-employment and other
forms of social welfare as essential to the people, but
it assumed that these can only be achieved under the
socialist system, which permits the ownership of organs
of production by the state. In consequence, it calls for
the nationalization of virtually all productive faculties
and the payment of an estimated compensation of ~470
million to foreign owners of nationalized assets. We
shall agree in due course, that increased welfare for
the individuals is undoubtedly an ïmportant weapon to fight
and weaken the forces of structure formation and raise
hope for political and social stability. But, as we
shall argue, the attainment of greater efficiency in the
use of resources~coupled with increased availability of
resources themselves would increase the prospect of a
higher rate of employment, be the system socialist,
capitalist or anything else.
As for the crucial question of federal-state revenue
relations, the strategy of the military government has
been to delay decisions until later although it has
adopted such interim measures as it has found necessary.
But the socialist programme has come all out in support
of the age-old "derivation principle" on the ground that
it is dishonest3j for a relatively poorer state to expect
to have a share from the revenue derived from a relative-
ly richer state. Thus the programme has insisted on a
continued application of the principles of derivation
as the criterion for the allocation of federally collect-
ed revenue to the various parts of the country which
are now accorded state status. It is not even clear, to
what extent this insistence is in line with socialist
doctrine and the growing influence of the Soviet Union
in Nigeria adds to the confusion4j. Contrary to the
Nigerian principles, the U.S. methods of revenue alloca-
tion outlined in Chapter III shows that it is politically
and economically wise to divert part of the revenue
accruing from a relatively richer state to aid develop-
ment programmes in relatively poorer states and we have
outlined in Chapter IV the economic significance of
doing just that.

2) Ibid. pp. 19-20;
3) O.Awolowo, The Strategy and Tactics of the People's

Republic of Nigeria; MacMillan and Co. (Nigeria) Ltd.,
1970, PP. 77-79;

4) Note 4 see next page.
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It is bn record that ever since the introduction of a
12-State-structure there has been an open demand for
the creation of more states especially from the West,
the Mid-West and the South-Eastern parts of the country.
Some see this as a sign that state creation may have
begun to solve Nigeria's problems in such a way as to
give the impression that more states are required. Others
see the move towards that direction as leading to a
further chaotic situation. To what extent the military
government would satisfy this demand, it is not possible
to say. All that can be repeated, are the expressed views
of some Nigerians in recognized positions. Dr. A.Akinyemi,
a Nigerian lecturer in International Relations at the
University of Ibadan holds the view that "a unitary
structure is the best system for Nigeria", while the
federal system may remain the maximum possible basis
of agreement between the North and the Southl). In other
words this statements sees Nigeria's problems in the
context of religious structure formation rather than
regional or linguistic grouping. Accordingly, Dr. Akinyemi
calls for a return to the 22-Provincial structure under
which the British ruled the country as a colony2j and,
as far as he is concerned, Nigeria should become a
partyless state with a mono-chamber parliament at the
head of which there should be an Executive President
of the U.S.-style3).
By contrast, General Gowon, the Head of State constantly
re-affirms his confidence in à federal constitution and
in the 12-State-structure created by himself although
he was also announced his intention to review statè
boundaries after four years. That is at the end of the
plan period covered by the Second National Development

4) On July 29, 1967. Nigeria signed a Cultural Agreement
with the Soviet Union and in August of that year
Soviet Mig-17's and Czech L-29 Delphin Trainers
arrived Nigeria together with Soviet technicians who
assembled, tested and maintained them. In October,
the Soviet Premier Kosygin sent massages of re-
assurance to Nigeria that the plan to crush Biafra
had Soviet support. The terms under which the Soviet
Union enlisted in the war against Biafra isstill to
be known. What is clear,is that the Anglo-American
initial reluctance to get involved in the war was
an opportunity for the USSR to build up its influence
in Nigeria, whose symptoms are the emerging class
conflict and ideological contradictions.

1) Akinyemi, op.cit. p.23;
2) Ibid, p.23;
3) Ibid, p.23.
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Plan 1970-74. The strategy, of course, is that a possible
success in the implementation of the plan will have
given so much satisfaction to the people that confidence
in the political leadership of the military will have
been raised. This is implied in the objective of the
plan, which stresses "reduction in economic and education-
al inequalities" within Nigeria, because the leadership
sees "uneven development as the primary source of demand
for new states or boundary revision"4). As far as the
military can see, the new demand comes from two types
of communities, namely, those who claim to be economic-
ally and politically deprived owing to domination by a
prosperous neighbouring ethnic group and those who are
economically better off and seek autonomy in consequence5).
However, the creation of new states or otherwise would
be considered on the principles that a state is economic-
ally viable and culturally a relevant unit~ fihat is,
able to discharge the functions allocated to state
governments while being incapable of dominating the
federation anyway6). Futhermore, the military government
took over power with a firm commitment to eradicate
bribery and corruption which are Nigeria's chronic ail-
ment. An on-the-spot assessment of the performance of
the military in this aspect has described the situation
as an "appalling military record" which means that
corrupt practices are at least as widespread as
they were during the pre-war civilian regime. The Time
Magazine has more recently recorded that "another factor
is massive corruption known as 'dash', which, once
again is a fact of Nigerian life"7). Numerous cases of
public inquiries into allegations of bribery and
corruption, added to the death penalty carried by proven
cases of armed robbery, appear to constitute a drive
against corruption. But they are only a punishment for
wrong-doing and not a remedy against doing wrong.

1-4. Summary

Chapter One has served the purpose of introducing various
aspects of the problems the study of which constitutes
the theme of this exercise. Although the problems have
been introduced under separate sub-headings, they form
one huge block of problems as Chart One tries to
illustrate. The separation into sub-heads is arbitrary
in the sense that enyone else could introduce the same
problems from different points of view. Here they have
been introduced from the standpoint of socio-political
structure of the society, but then, that is done only
for the sake of convenience.
4) Baker, op.cit.,p.18;
5) Ibid., p. 18;
6) Ibid., p. 18;
7) Time Magazine, January 10, 1972.
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Chart One: An Illustration of Inter-relationship of
Social and Political Problems.
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The main exercise in this introductory Chapter is to
emphasize the intimacy between social and political
problems. This intimacy is simply a chain reaction
which tends to form a kind of "flow system" in the
manner which Chart One roughly illustrates.

1-5. Conclusion
The text-book outlines of the problems with which the
present day developing countries are cut up often appear
as if those problems were identical in each case. The
case of Nigeria which we try to understand here illustrates
a situation where the political art of federalism super-



-29-

imposes its own problems over and above those commonly
associated with development tasks and leads to the
formation of new features, which simply aggravate thosP
problems. Therefore, it would be unfruitful to try and
treat each problem in isolation since they are intimate-
ly linked up and appear to strengthen each other. The
major problems have been identified above with the
various structure formations which tend to prepare the
platform for clash and conflict. Fortunately, we have
discovered that all such formations have had one broad
objective in common, namely, the welfare of the individual,
be he a Muslem, a Christian, an Ibo, Hausa, Yoruba or
identified with state or region. His welfare includes,
among other things, opportunity to obtain gainful
employment, whereby he can earn income, look after his
family, pay for children's education, live in a better
house and provide for the future. We then develop the
philosophy that the achievement of this common objective
through some means is likely to weaken the conflicting
forces of the structure formations and give Nigeria a
chance for a better outlook in the future. Thus the
budget is seen as the most useful means of translating
the common objective to serve a common purpose; there-
fore it is essential to try to understand the nature
and the extent of the problems which have plagued the
Nigerian budgetary system over a number of years in
order to be able to suggest the way in which the budget-
ary problems can first be cleared up, so that the
budget as an instrument can become much more available
for the purpose we propose.
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1-6. Statistical Appendix to Chapter One

TABLE 2: Nigerian Government Balance Sheet 1962-1966
(~ million)

Ye ar Reve- Expen-
nue diture Balance

Federal
Government 1962~1963 69.9 60.1 f 9.8

1963~1964 75.6 72.4 f 3.3
1964~1965 85.8 74.4 f 11.4
1965~1966 94.3 82.6 f 11.7

Northern
Region 1962~1963 22.8 24.6 - 1.8

1963~1964 25.3 24.7 f 0.6
1964~1965 33.5 30.0 f 3.5
1965~1966 32.6 35.9 - 3.3

Western
Region 1962~1963 24.4 24.9 - 0.5

1963~1964 19.4 19.1 f 0.3
1964~1965 20.9 21.0 - 0.1
1965~1966 22.4 24.2 - 1.8

Eastern
Region 1962~1963 21.7 17.9 f 3.8

1963~1964 22.2 19.3 f 2.9
1964~1965 26.7 24.1 f 2.6
1965~1966 30.0 24.9 f 5.1

Mid-
Western
Region 1963~1964 3.8 3.4 f 0.4

1964~1965 8.2 6.7 f 1.5
1965~1966 9.9 7.8 f 2.1

Source: Adedeji op cit.. Tables 6.8 and 6.9

Note that the Population of the Northern Region is more than
twice that of the Eastern Region. If population is used as a
broad indicator of need, the rate of increase in revenue is
more favourable to the Eastern Region even though the absolutesize of revenue allocated to the Northern Region may beslightly more.
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QH~PTE~-~~O: PROB~~~~-QF-ALLOCATION-OF-FEDERALLY-
- CÓLLÉCTÉD RÉVÉNUÉ5---- -- - - - --------------------------------------

Introduction
An attempt was made in Chaptér One to present the
general aspects of the various problems that give rise
to social tension and political unrest in Nigeria. In
this Chapter, we shall expand the problems of allocation
of federally-collected revenues and those of the Nigerian
budgetary system in general.
Professor W.F.Stolper has, in a recent predictionl)
mentioned some of the more immediate causes of instability
in Nigeria - the Northern political pressure on the
South, the stealing of Federal election in the West, the
killing of the Northern Premier and a Moslem religious
leader by Catholic Ibo Majors, the massacre of the Ibo
in the North, and so on. These causes are, however, so
immediate, that they constitute an effect of some other
remote causes, which are equally diverse and complex.
The case of revenue allocation is singled out for special
examination here, because it has been a problem in the
past, it is certainly the present problem and will
probably continue to be so, at least in the immediate
future. Moreover, a concentration on, perhaps, one of
the longest standing problems in Nigeria has the advant-
age of orderly sequence and its analysis is capable of
being systematic. It would then be possible to show in
the sequence, in what way most of the other causes can
be regarded as a consequence of the oldest and the most
central cause.
On the whole question offederal fisc in Nigeria, Professor
Stolper again, issues the warning that On Growing To-
gether Again, there must be a common tariff and a common
administration of money, banking and currency as well as
of foreign exchange. And there must be Federal control
of external and probably of internal borrowing2). To
those unfamiliar with the Nigerian situation this warning
is an indication of the nature of the problems that exist
in the fiscal field, but it does require some further
details to uncover the realities of the warning. In this
Chapter, an attempt is made to provide such details as
may lead to a further understanding of the problem, and
in the subsequent Chapters, efforts will be directed
towards finding a solution.
It has been stated as a historical fact that "the
division of revenue between the various parts of Nigeria
has been a recurrent problem since the amalgamation3) of

1) Wolfgang F.Stolper, Economic Growth and Political
Instability in Nigeria: On Growing Together Again.
Centre for Research on Economic Development. University
of Michigan,Ann Arbor,Michigan 48104.Discussion Paper
No. 3, 1968, p.28;

2) Ibid.,p.p. 34-35;
3) Cmnd.481,Report of the Fiscal Commission H.M.S.O.,

London, 1968, p.3.
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North and South in 1914". This is confirmed in Table VII,
which shows the rapidity with which the principles of
revenue allocation have altered since that event,
especially within the last twenty-five years, during
which time the Nigerian fiscal history has been character-
ized by series of recommendations from various fiscal
commissions. The last fiscal recommendations, under a
constitutional government, were reported in July 1958
as a product of Raisman-Tress Commission. Those recommend-
ations are significant in a number of respects. First,
they incorporate the essential elements of the earlier
reports and may, thus, be seen as a collection of past
fiscal experience. Secondly, they were entrenched into
the independence constitution of 1960 and were, thirdly,
therefore, in operation up to the last years before the
civil war, the cause of which may be found in the working
of those same recommendations. For these reasons, the
recommendations will first be studied in detail to
obtain a working knowledge of the Nigerian Fiscal System
up to the eve of the civil war.
Between 1967 and 1969~70 however, a number of changes
were made in the system as an interim measure, pending
an introduction of a new constitution. Those changes will
also be outlined to bring the analysis up to date. It
will then be possible to trace out certain features,
which have survived from the first years of amalgamation
and to examine whether, in fact, there can be any rela-
tionship between those surviving features and the recur-
ring fiscal problems of Nigeria.
In a recent study on The Federation of Nigeria, David
Murray writes:

"An appropriate method of allocating revenue between
the federal government andthe states, and among the
states, is a more immediate issue, and at the end
of 1970 the federal government set up a new commis-
sion to make recommendations. Under the former
federation, revenue was allocated principally on
the basis that revenue was returned to the region
from which it was drawn. Currently -since April 1970-,
a different interim arrarigement has been operating.
The principle of derivation has been modified so
that the size of the population in a state has come
to count for more, but oil-rich states still occupy
a strong preferential position. Already one commis-
sion, the Dina Commission, has investigated the
general problem and made recommendations to the
military rulers; but its report has been buried.
Whether the army will be able to enforce a solution
to the knotty problem will be a measure of its
continuing authority"1).

In this discussion, the main issues will be presented
under the following heads:

1) David J.Murray, The Federation of Nigeria. Current
History, Vo1.60, No.355,(ed.), Carol
Thompson, March 1971, pp.161-162.
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a) The Derivation Principle under which 100~ of the
revenue from Import Duties on Motor Spirit; 50~ of
the duty on Tobacco; 50~ of all Excise Duties; 50~
of all Export Duties and 50~ of Mining Royalties and
Rents were allocated by the Nigerian Federal Govern-
ment to its various Regional Governments on the basis
of:

(i) rate of consumption in the case of imported
items;

(ii) rate of distribution in the case of
excise on locally brewed beer;

(iii) rate of production in the case of export
commodities and;

(iv) rate of extraction in the case of minerals.
b) The System of allocation of the Proceeds of the

Distributable Pool, which consists of:
(i) 30~ of the receipts from Mining Royalties

and Rents (20~ being retained by the
Federal Government for its own use);

(ii) 30~ of the revenue from import duties on
other imports than motor spirits and
tobacco (70~ being retained by the Federal
Government for its own use).

c) The Structure of Personal Income Taxation
d) External Borrowing.

Much of the Chapter will be devoted to analysing the
budgetary problems arising from the adoption of these
principles and at the end a general conclusion will be
drawn. The chief source of material will be the Report
of the Fiscal Commission on Nigeria, Published in
Cmnd. 481 in July 1958.
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2-1. The Principle of Derivation
The principle of allocation of revenue on the basis of
derivation was first considered and introduced into the
Nigerian fiscal system - alongside with the principle
of "even progress" - by Sir Sidney Phillipson in 1947
and was extended in 1954 by Sir Louis Chick in his
capacity as the Nigerian Fiscal Commissioner. The 1958
Fiscal Commission could not alter the Chick's extended
model of this principle, because it was not included in
its terms of reference although the Commission did make
some important suggestions in specific circumstances as
will be explained in the context. In other words, with
the exception of those few specific circumstances, the
derivation principle has virtually retained its 1954
characteristics, which can be stated as follows:
Import-Duties

(i) 100~ of the import duty on motor spirits is
returned to the Regions in proportion to the
estimated distribution for consumption in the
Regions;

(ii) 50~ of the import duty on tobacco is returned
to the Regions in proportion to the estimated
consumption in the Regions;

(iii) Of the proceeds of other import duties, 15~ is
paid to the Northern Region; 20~ to the Western
Region; 14~ to the Eastern Region and 1~ to the
Southern Cameroons.

Excise and-Export-Duties
(iv) 50~ of all excise duties is returned to the

Regions in proportion to the estimated distri-
bution for consumption of the taxed commodities
in the Regions;

(v) 50~ of all export duties is returned to the
Regions in proportion to the amount of duty
deemed attributable to produce from each Region.

Income-Tax
(vi) Of the income-tax levied and collected by the

Federal Government (i.e., on all non-Africans,
on all companies and on Africans in Lagos) all
personal income-tax is returned to the Region
in which the tax-payer is resident.

Mining-Royalties
(vii) All mining royalties levied and collected by

the Federal Government, are returned to the
Region from which the taxed minerals were
extracted.
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Miscellanous-Revenues------------ --------
(viii) Mining rents and fees for small craft licences

are returned by the Federal Government to the
Region of originl).

Modifications
The 1958 Fiscal Commission made only two main modificat-
ions in the above structure:
a) The principle of allocation of general import duties

i.e. item (iii) above was revised as follows - 34~
to be paid to the North, 27~ to the Eastern Region,
38~ to the Western Region and 1~ to Southern Cameroons.
In addition, the Northern Region was declared under-
paid by the previous formula and was to receive a
sum of ~500.000 in compensation, to be paid from the
reserves of the Federal Government2).

b) The formula for allocating mining and mineral royal-
ties and rents i.e., item (vii) above was revised
as follows: -50~ to be returned to the Region of
origin, 20~ to be retained by the Federal Government3)
and 30~ to be paid into a Distributable Pool.
The proceeds of the Pool consisting of 30~ of general
import duties (70~ of which being retained by the
Federal Government) and 30~ of mining royalties and
rents were to be divided according to fixed percent-
ages4): North 40, West 24, East 31 and Southern
Cameroons 5.

A. Comments:

This pattern of allocation of revenue attracts the
following comments. Beginning with item (i), the consump-
tion of motor spirits must be seen as constituting a
type of luxury, which, in turn, is an indication of the
attainment of a higher level of income at regional level.
Thus the allocation of revenue from certain import duties
purely on the basis of proportional rate of consumption
was tantamount to giving more to the rich which is a
total violation of the principle of "a more equitable
distribution of income". This is even more so, when it
is recalled that until 1958, when the export of crude
oil began to make a significant contribution to the
national revenue, Nigeria depended on taxing windfall
in import trade for its public revenue. Even as late
as 1963-1964 import duties still contributed as much as

1) Cmnd. 481. op.cit., pp.4-5;
2) Ibid. p.6;
3) Ibid.pp.24-25;
4) Ibid.pp.31-32.
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52~ of the total revenue. The method o.f allocation of
revenue from import duties on the basis of rate of
consumption of the taxed imports appeared to lose sight
of certain significant features in the Nigerian society
such as: a) the religious difference between the North
and the South, which, not only reflects a difference in
the style of, but also in the rate of consumption of
certain imports;b) the great dispar~.y between the North
and the South in educational attainment, which, in fact,
determines the nature of employment each is capable of
undertaking and the level of income, which it is possible
to earn in order to reach a certain level of consumption.
The 1958 Fiscal Commission recognized this disparity
and pointed out that the Northern Region had been under-
paid through the derivation formula. It recommended the
award of ~500.000 in areas to the Region as a compensation.

B. Recent Changes:
The derivation principle has, however, been revised
under the Federal Military Government as an interim
measure awaiting the introduction of a new constitution.
The recent changes in the principle were mainly a result
of the recommendations made by the Binns Fiscal Commission
in 1967 in which

- 100~ of import and excise duties on tobacco and
motor-fuel was allocated to the Regions on the basis
of consumption;

- 100~ of export duties on the basis of origin, and
50~ of mining rents and royalties on the basis of

extraction.
After the division of the country into twelve States,
a different formula was required in respect of that
event. Thus in 1969~70, the derivation principle under-
went a further revision in which

- 100~ of import and excise duties on motor-fuel
and 100~ of excise duties on tobacco were allocated
to the new States on the basis of consumption;

- 60~ of export duties, according to origin and only
45~ of mining rents and royalties, according to

extraction.
It will be seen, however, that as far as the revenue
sources affected are concerned, the two rounds of
revision have not removed or even reduced the difficult-
ies which are inherent in the application of the
derivation principle. On the contrary, it would seem
that it is more difficult to determine the destination
of a particular import item among twelve consuming
States than it was among the former four or five Regions
(counting Lagos as a Region). Similarly the difficulty
of determining the source of export is greater under
the 12-States Structure than in the former regional
system, especially in a case where the majority of
the States produce the same commodities, which are
homogeneous.
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2-2. The Distributable Pool
As a modification of the derivation principle, the
Fiscal Commission of 1958, under the Chairmanship of
Sir Jeremy Raisman, recommended the establishment in
Nigeria, of a system of Distributable Pool to consist
of 30~ of the revenue from Mining Royalties and rents
and 30~ of the import duties on other imported goods
than motor spirits and tobacco. The criteria for allo-
cating the proceeds of the Distributable Pool were
recommended by the Commission to be based on the
consideration of the following factors:
a) the "minimum responsibility" which any government

has to meet by virtue of its status as government
with a legislature, ministers and an adequate
administrative machine;

b) "population" as a broad indicator of need, since
this determines the scale of the services which each
government has to provide;

c) the "balanced development of the Federation", because
this has not been allowed for in dividing up mineral
royaltiesl).

The Commission, thereupon, recommended fixed percentages
for the allocation of the proceeds of the Distributable
Pool among the Regional Governments of the Nigerian
federation as illustrated in Table IV.

A. Comments

The first problem is a lack of uniformity in the appli-
cation of the recommended criteria to both the items
of the Distributable Pool. For instance, different
percentages were fixed for the allocation of the 30~
of the revenue from import duties (other), from those
recommended for allocating the proceeds of the Pool as
a whole. Both fixtures are shown in Table IV for easy
comparison and explanations for the lack of uniformity
of application appear to have been given in no parts
of the report. Secondly as a modification of the deri-
vation principle, the system of Distributable Pool had
from the start become part of the technical problem
which was inherent in the derivation principle itself.
This technical problem arose from the method of calcu-
lation. In respect of certain import items, the deriva-
tion was calculated on the basis of the landed value
of imports distributed in the different Regions while
in other cases, the calculation isolated those items
or groups on which duty was payable and then apportion-
ed the actual duty receipt for each commodity among the
Regions in proportion to the regional consumption of
that commodity. For this reason, the methods by which
the percentages were fixed, were difficult to verify
and the application of the four criteria in a confused
state of affairs could not stand the test of scientific

1) Ibid. p.32.
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proof. Moreover, since Nigeria has a tradition of gross
population-inaccuracies, very few people could be satis-
fied with a system of revenue allocation which uses
"population" as one of its criteria. The concept of
"balanced deve].opment" as a criterion was not defined.
No attempt was made to show how it could be determined
and by whom. And the concept of "minimum responsibility"
of a government could not do better either.
In practice, therefore, the system of Distributable Pool
led to claims and counter-claims and in the resulting
confusion, mutual insults, suspicion, mistrustl) and
every imaginable sort of bad faith developed, first
between the Regional Governments and the Government of
the Federation and then among the Regional Governments
themselves. This was the order of events in a system
of revenue allocation involving huge sums of public
money and in which a small reduction in the proportional
share of a particular Region could cause more than a
proportionate reduction in the level of that Region's
expenditure and vice-versa.

TABLE 4: THE ALLOCATION OF THE DISTRIBUTABLE POOL
ACCOUNT AND GENERAL IMPORT DUTIES ~

Northern Eastern Western Southern
Region Region Region Cameroon

General Import Duties 34 27 38 1
Distributable Pool 40 31 24 5

Source: Cmnd. 481, p.32 and p.57.

The next comment relates to export duties, i.e. item (v)
above, 50~ of which was to be returned to the Regions
in proportion to the amount of duty deemed attributable
to produce from each. This provision does not appear
to have considered the economic factthat a reduction
in the world price of a given commodity could cause
more than a proportionate reduction in the level of
revenue from export duties2) and that a region that
is hit in that way may continue with a persistent budget
deficit while other regions accrue surpluses. Further
by the sheer distribution of the natural resources, one
region may produce quite a number of taxable commodities
for export, while others may have only a few, and this
could create a wide gap in the level of regional revenues
from that source.

1) Stolper, op.cit. p.27. See the Introduction also.
2) Because of a possible reduction in the quantity of

products offered for export.
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Turning to the allocation of revenue from mining royal-
ties which assigns 50~ to the region from which the
mineral is extracted and a further allocation out of
the 30~ which goes into the Distributable Pool, it
would look like an assumption that all the regions are
capable of producing minerals. Since this has not been
so, it is another case of widening the gap between the
regions through the system of revenue allocation. The
derivation formula did provide for the "principle of
even progress" that is "giving relatively more to back-
ward areas to enable them to catch up with the restl)"
without, however, specifying how and who should determine
the rate of progress and how much more should be given
for catching up.

B. Recent Changes
On taking over governmental and administrative powers
in 1966 and in the recognition of the fact that the
principle of revenue allocation has always been at the
root of all Nigerian troubles, the Federal Military
Government appointed the Binns Fiscal CommissiontD
review the whole problem of revenue allocation. That
Commission repo~ted in 1967 and recommended, principally,
a further allocation of federally collected revenue to
the regions by increasing the receipts of the Distribut-
able Pool to:

35~ (30) of the revenue from import duties (other)
and 35~ (30) of the revenue from mining royalties and
rents.
The Commission further recommended that the proceeds
of the Pool be distributed to the Regions onthe basis
of different fixed percentages, "such that the shares
of the North (42~), West (20g) and Mid-West (8~) were
slightly higher tha~ before, while the East's share (30~)
was slightly lower" ). But this formula had not much
time on its side before its application was overtaken
by another major development, namely, the division of
the five former Regions (including the federal territory
of Lagos) into twelve new States.

TABLE V: ALLOCATION OF DISTRIBUTABLE POOL PROCEEDS
AMONG 12 STATES

See next page.

1) Cmnd. 481, p.4.
2) A.Phíllips, Nigeria's Federal Financial Experience;

The Journal of Modern African Studies; Vo1.9, No.3,
October 1971, p.401.
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TABLE S: ALLOCATION OF DISTRIBUTABLE POOL PROCEEDS
AMONG 12 STATES

States Prior to
May 1967

~

May 1967 to
April 1969

~

Since
April '69

~

~ of total
population

North-Western 7 9.3 10.2
North-Central 7 7.8 7.3
Kano 42 7 9.3 10.4
North-Eastern 7 11.3 14.2
Benue-Plateau 7 7.8 7.2
Kwara
--------------- ----- - --

7
- - -

6.3
---------

4.3
-----------

Lagos
-- - -- -- - ----

2
- -

5.5 2.5
Western 28 18 12.7 17.0
Mid-Western
--------------- ---- --- -

8
-- - - -

6.4
- -------

4.5
-----------

East-Central
- -- - ---- - -

17.5
-- -

10.6 12.9
South-Eastern 30 7.5 7.4 6.4
Rivers 5.0 5.5 2.7

Source: Adedotun Phillips, Nigeria's Federal Financial
Experience. The Journal of Modern African
Studies, Vo1.9, No. 3, October 1971, p.406.

Table V shows the new formula adopted in 1968 in respect
of the state creation. It will be seen that in the North
the problem was simply that of dividing the 42~ accruing
to the former Northern Region proportionally among the
six States into which it was divided. In the south, as
pointed out by Dr. Phillips, the carving out of the
Mid-West from the Western Region in 1963 had created
a precedent of revenue allocation according to the
ratio of their respective populationl). This precedent
was followed in respect of the new Southern States and
in disregard of the unreliable nature of the population
figures themselves.

1) Ibid. p.402.
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By 1969, however, there had been an air of serious dis-
satisfaction in the interim measures introduced in 1967
and a further readjustment in the system had been necessary.
This time emphasis was to shift from the derivation
principle to the principle of "need and national interest"
a concept which bears some similarity to that of "even
progress" propounded earlier by Hicks-Phillipson Commis-
sion. But the new "need principle" was still to be
catered for by the old system of Distributable Pool;
accordingly, the receipt of the Pool were to be further
increased to:

35~ of import duties (other)
40~ of export duties
50~ of excise duties on tobacco, and
50~ of mining rents and royalties.

Moreover, by the 1969 fiscal readjustment, one half of
the proceeds of the Distributable Pool would be shared
among all the twelve States on the basis of simple pro-
portion and the remaining half on the basis of the size
of their respective populations. Thus for the first time,
the principles of "equity" and "population" have come
to count as factors in the Nigerian fiscal system.

TABLE 6:. CURRENT FEDERAL STATUTORY ALLOCATIONS TO THE
STATES ~

States 1968~69 1969~70 1970~71 1971~72

North-Western 4.3 6.3 6.5 7.6
North-Central 6.8 6.3 6.2 6.6
Kano 10.9 10.7 8.9 9.0
North-Eastern 4.7 8.2 7.9 9.3
Benue-Plateau 5.0 6.9 5.9 6.2
Kwara 3.7 4.5 4.1 4.8
Lagos 11.5 7.8 6.2 4.6
Western 28.7 19.2 19.3 14.8
Mid-Western 12.2 12.5 13.3 12.2
East-Central 5.8 6.5 7.4 9.4
South-Eastern 3.5 5.5 6.1 7.1
Rivers 2.9 5.6 8.2 8.5

Source: Phillips, The Journal of Modern African Studies
op.cit., p.45.
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Table VI shows the percentage share of each of the newly
created twelve States in each year since the adoption
of the latest interim formula in 1968~69.

2-3. Overlapping and Competing Income-Tax Jurisdictions
The Commission was of the opinion in 1958 that "as an
instrument of economic control, personal income-tax
carries little weight in the present stage of Nigerian
development". It recommended that the regions should
retain basic jurisdiCtion over personal income-tax of
Africans. But that the Federal Government should continue
to collect personal income-tax of non-Africans and to
pay the same over to the regions untill arrangements
were cbmpleted for the transfer of the entire jurisdict-
ion to the regionsl). At the time of emergency, however,
the Commissions recommended that the Federal Government
should take over the jurisdiction of personal income
taxation. The power to levy duty was to be shared con-
currently between the Federal and Regional governments,
but where shuch a duty fell on personal estate, the
proceeds were to be treated as revenue from personal
income tax. Thus the joint-jurisdiction over estate
duty was that in which the Regional Government should
consult the Federal Government before introducing such
a duty and federal legislation in this field was to be
no more than the removal of difficulties, which may
arise between the Regions2). No such consultation was
required for taxing partnerships, clubs, trusts and
other unincorporated associations, by the Regional
authorities3j.

A. Comments:

An endorsement of a decentralized fiscal system in
Nigeria was based on the following:

a) an anxiety to preserve the tradition under
which personal income taxation of Africans had
long been in the hands of the regional authori-
ties, which the Commission believed to be in
a better position to adapt tax assessment to
the diversity of local customs;

b) extra caution not to offend the Northern Region
by attempting to disrupt the structure of the
direct local taxation on which depended the
continuing existence of their Native Authori-
ties;

c) an appreciation of the income tax law which
had already been introduced in the Eastern
Region and was being copied by the Western
Region;

1) Cmnd. 481, pp. - 18-20;
2) Ibid. p. 22;
3) Ibid. p. 22.
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d) a sympathetic understanding of the financial
limitations of the Federal Government, thus,
taking measures to avoid confronting it with
further staffing and administrative problems.
A centralized fiscal system would require an
extensive tax inspectorate which is beyond
federal resources and would be bound to result
in loss of revenue through tax evasion especial-
ly in the case of inerchants and traders;

e) finally, a Nigeria-wide fiscal system would in
practice lead to a unitary system of government,
which it had been the policy of the British
Government to avoid: the so-called "divide-and-
rule-policy".

The immediate results of this state of affairs are just
what can be imagined, namely, that the fiscal system
proved completely ineffective, first as an instrument
of national economic policy; secondly, as a means of
directing investments to the right channels and thirdly,
as a means of putting a limitation to the extent of
personal expenditure on imported luxuries for immediate
direct consumption. It has been the cause of internal
double-taxing in certain cases while in other cases it
has encouraged all forms of inaccuracy and partiality
in matters relating to tax assessment. The wealthier
classes of the society have been relatively under-
assessed, while the tax burden has been relatively
heavier on the producers of taxed export commodities
and even made worse by the further accumulations of the
marketing boards. In short, the over-all control of the
national economy, as usually understood through fiscal
means, had long fallen out of the hands of the central
government.
Another set of difficulties arising from decentralized
fiscal systems relates to the way and manner in which
the Regions applied their constitutionally guaranteed
fiscal autonomies in practice. Under the Eastern Regional
Tax-law, the assessment of personal income tax was
carried out on the basis of "residence". The Western
Region applied "residence" and "origin" as the dual-
bases on which income-tax was assessed, while in the
Northern Region, income-tax was communally assessed in
respect of number of cattle thus pplying differing
rates to different tax-districtsl~. In its report, the
Commission itself pointed out, that "in the North both
the general tax and the cattle-tax are collected by
Native Authorities. So far as general tax is concerned,
the Regional Government first fixes a capitation rate
which now stands at 5s. per head throughout the Region.
Each Native Authority then works out what revenue it

1) A.Adedeji: The Future of Personal Income Taxation in
Nigeria. Reprinted by Milton Taylor (ed.),

Taxation for African Economic Development.
Hutchinson Educational Ltd., London 1970, p. 267.
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will iself require and apportions the amount to be
raised by each constituent district. The basic rate
of general tax may vary between Districts according
to wealth, but a common rate of cattle-tax applies
throughout. Incomes which are held to be ascertain-
able, such as those of inerchants, traders and sala-
ried persons, are assessed by local assessment commit-
tees and a graduated rate of tax levied on them. The
rate rises from 4d in the ~ on the first ~72 and 6d
in the ~ on the next ~328 to 2s. in the ~ on that
proportion of incomes between ~1.000 and ~2.000, and
thereafter by increases of ls. in the ~ on each
thousand pounds up to a maximum rate of 15s.. Neither
personal nor family allowances are given. The system
of assessment leaves much scope for local influences
to be brought to bear and we were informed that the
wealthier citizens are underassessed to a markec~ degree.
The incomes of women are not taxed"1).
In both East and West where there was no tradition of
communal taxation, assessment was carried out at two
levels. A poll tax was, for instance, levied on income
below a certain level (~60 in the East and ~50 in the
West) and above that level, the assessment assumed the
characte~ of progressivity. In both North and West, the
Regional Governments employed the local government
authorities as their tax-collecting agents and there-
fore shared tax proceeds with them. In the Eastern
Region, local government authorities provided their
own source of revenue independent of each other and
independent of the Regional Government.
The inconsistencies just outlined, were also evident
in other areas of Regional financial autonomy. Under
the operations of "Produce Sales Taxes", the Eastern
Region introduced purchase taxes on palm-oil, palm-
kernels, cocoa and benniseed,the sale of which was
handled by the Marketing Boards while the Western
Region had included "rubber" in the list of commodities
on which sales tax was to be imposed. Similarly, while
a purchase tax had been imposed on petrol, beer, spirits
and diesel-oil in the East, these items were not taxed
in the North and West. In some revenue matters, the
Federal Territory of Lagos was deemed to be part of the
Western Region and in others it was accorded the statusof a Region in its own right. This, however, did not
go without the feeling that the amount of money that
was being spent in Lagos on services that normally fell
to a Regional Government to provide was out of pro-portion to the scale possible in other parts of the
country. Consequently, there were moves to consider
charges for goods and services supplied by one govern-
ment to another. This apparently, embarrassed the 1958
Fiscal Commission, which declared itself as having "no
comment to make on it"2).

1) Cmnd. 481, p.62;
2) Cmnd. 481, p.62.
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2-4. Arrangements for External and Domestic Borrowing
To a lesser extent, there was also an implicit overlap-
ping of powers in the arrangements by which funds,
especially from external sources were to be borrowed.
In paragraph 162 of fiscal Report of 1958, the Commission
recommended that "external borrowing should remain an
exclusive subject" in the hands of the Federal Govern-
ment. But a remark that followed, appears to have weaken-
ed that recommendation. That remark is "that short-term
borrowing by a Regional Government on the basis of its
external assets should be excluded from the definition
of external borrowing in the exclusive list"1). And,
according to paragraph 164 the Federal Government was
constitutionally authorised to inherent a Regional debt
in the event of a default by a Regional Government and
to deduct from the statutory grants payable to that
Region "such sum as is required to meet the liability
of that Region in respect of servicing of loans"2). As
for internal borrowing, it does not seem evident from
its report that the Commission had recommended any
criteria over that jurisdiction.

A. Comments:

An absence of a clear definition of the concept of
"short-term borrowing" either in terms of the amount
of money involved or in terms of which monetary area
it should come from could throw this particular re-
commendation open to abuse. First, in the absence of
any authorititative measures recommended to the Federal
Government to stop a Regional Government from borrowing
beyond its external assets, regional competition could
well be carried over to the field of external borrowing.
By authorising the Federal Government, instead, to
inherit an external debt of a Region in the event of a
default by that Region it appears that the Commission
were more concerned with protecting the interest of an
external creditor than in a federal fiscal arrangement
that could protect the debtor as well. Moreover, by
excepting "short-term borrowing" from the federal ex-
clusive list the Regions, if they chose, could not only
complete among themselves for external funds, but could
also complete with the Federal Government itself. This
would have meant a loss of central control over extern-
al borrowing and later debt servicing and other over-
seas interest payments would have constituted a consider-
able burden on the balance of payments position. The
Federal Government recognized this problem quite clearly
and empowered itself to take over all types of external
borrowing -long-or short-term- in 1961~62 fiscal year.
It would require a further investigation which is beyond
the scope of this review to establish whether or not

1) Ibid. p. 37;
2) Ibid. p. 37.
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and to what extent inter-regional competion for external
loans had taken place before the complete take-over of
that field of operation by the Federal Government. Yet,
it could be argued that whatever the extent might have
been, a possible inter-regional competition for external
funds could, on the contrary, have reduced the credit-
worthiness of all Nigeria. For example, the First Nation-
al Development Plan 1962-68 had projected an inflow of
external capital at a value of ~327 million but by 1964
only about ~18.5 million had actually been received from
external sources; and it was only possible for all the
governments of the federation to raise a sum of ~131.2
million from domestic sources by deficit financing of
a greater magnitude than the plan had articipatedi).
Nowadays, it has become a simple matter for observers
to conclude that an assumed foreign aid of ~327 miilion
in the execution of the plan was unrealistic. But there
has been little or no discussion about what rendered
the assumption unrealistic at a later stage. If this
were not beyond the scope of this review and if reliable
information were available about the extent to which
inter-regional competition for external loans had gone,
it would have been possible to suspect that a reduction
in the creditworthiness of all Nigeria may have occurred
at about the time foreign aid was most needed.
2-5. Non-Complementarity of the Two Sides of the Bud et
It has been clearly recognized by many authorities on
development-studies, that any capital expenditures for
developmental purposes almost always lead to an increase
in the size of current expenditure. A preliminary ex-
periment of some sort may, for instance, be necessary
to precede a májor capital outlay in agriculture and
the training of additional personnel may be required
before the completion of an industrial project. The
United Nations Economic Commission for Africa recognized
this and pointed out that today's capital expenditure
leads to tomorrow's current expenditure for maintaining
and operating the facilities created by the capital
expenditure2). The same source cited an Upper Volta
Project in which road construction equipment obtained
through foreign aid produced considerable problems,
because expenditures on fuel, spare parts, maintenance3)
and personnel increased the size of the budget by 12~.
Professor W.Arthur Lewis has calculated that over five
years the recurrent expenditure on a school is likely
to be more than twice the capital cost4j, and Professor

1) A.Adedeji, The Future of Personal Income Taxation in
Nigeria. See also A.Ayida, Contractor Finance and
Supplier Credit in Economic Growth. NISER,No.18,
Vo1.VII, 1965, pp.175-186;

2) U.N., Economic Commission for Africa. E~CN. 14~42~Add.
1959, p.4;

3) Ibid. p.4;
4) Cf.W.Arthur Lewis, Planning Public Expenditure.

Princeton (Economic Paper), 1964, p.ll.
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W.F.Stolper warned the Nigerians that even if a hospital
is obtained as a gift, the recurrent budget must provide
the money to pay the staff, thus emphasizing that the
gift will inevitably lead to a rise in the rate of cur-
rent expenditurel). Unfortunately, Peter B.Clark dis-
covered in his study on Economic Planning for Nigeria
that this advice was not needed. Rather than make
adequate allowance for an increase in future recurring
expenditure, officials contemplated r~ew capital expend-
itures2).
The great weakness of non-complementarity in budgeting
lies in its implicit assumption that current expenditures
are non-developmental while capital outlays are. Recent-
ly, however, an effort has been directed to the recogni-
tion of the fact that some capital outlays can be non-
developmental while some current expenditures can be
truly developmental. (A capital outlay for the building
of a new parliament is non-developmental, but personnel
salaries for agricultural extension work are development-
al). A system of functional classification in government
budgetary transactions has been introduced to permit the
identification of items in two ways: first, according
to purpose or function and secondly, whether an outlay
is under capital or current expenditure. The first
method enables all expenditures in specified fields to
be grouped together regardless of which department makes
the outlay. For example, expenditure on agriculture may
be undertaken by several government departments from
different standpoints. Such expenditures can be aggre-
gated if they are properly identified functionally, to
help the government know its total effort in each
specified field. The second method of identification
is economic, and it permits expenditures to be grouped
under (a) current expenditures and receipts;

(b) capital outlays and receipts and
(c) transfers made and received under capital and

current accounts. Economic classification is important
for planning purposes, because it makes it possible for
the government to determine in advance the extent of
surplus in the current account which can be applied as
capital formation. Further, it leads to the development
of a national income accounts-system, whereby the impact
of the budget on the whole economy can be analysed and
the data obtained for determining further policy object-
ives.
Waterston has reconciled these two methods and combined
them into a compatible "economic-functional cross-classi-
fication-system" in which "non-developmental" expendi-

1) Cf.W.F.Stolper, The Development of Nigeria. The
Scientific American. Vo1.209; No.3, 1963, p.174;

2) Peter B.Clark, Economic Planning for a Country in
Transition: Nigeria. See: Everett Hagen (ed), Planning
Economic Development. Homewood, III; Richard D.Irwin,
Inc., 1963, p.275.



-49-

tures are separated from developmental ones in both
current and capital accounts and urges its adoption at
all levels of government and semi-government bodiesl).

2-6. Budget Fragmentation and Non-Budgetary Account-
ability

The entrenchment of Regional fiscal autonomy ínto the
constitution gave Nigeria no choice, but to administer
five separate budgets, one for each of the five govern-
ments -North, West, Mid-West, East and Lagos- and this
gave the country the look of a mere group of self-
governing regions.

A. Comments

In a federal system where the subordinate governments
are granted constitutional autonomy, the transactions
of such sub-governments are conventionally excluded from
the central budget. Such exclusions not only point to
the incomprehensiveness oft3~e central budget, but also
to its ineffectiveness as an instrument for the implement-
ation of national policy objectives especially in matters
relating to the coordination of public sector-programmes.
This was one big problem for the last Nigerian civilian
government in which budgetary fragmentation created an
understanding of a loose federation with the result that
the central government was unable to control the public
sector of the regions let alone to strike a balance
between the public and the private sectors. Moreover,
the regional governments suspected the federal govern-
ment of deliberately undertaking low-cost and low-
priority projects as against the high-cost and high-
priority ones. This suspicion was even more disturbing
where such low-priority projects had to be financed
with loans from the bank or with expensive short-term
foreign suppliers' credit2). It can be argued that at
worst, such low-priority activities probably helped to
divert some resources needed for implementing the
National Development Plan to unplanned priorities there-
by worsening the country's credit-standing and the
balance of payments position.
To illustrate from the case of agriculture which is
Nigeria's mainstay, the absence of the Ministry of
Agriculture at federal level and its presence at regional
levels was one indication that there was lack of effect-
ive coordinating machinery at national level. The region-
al governments were thereby free to design their separate
agricultural policies, which were neither connected
with each other nor related to a central agricultural
policy. The Northern region could, for instance, operate

1) Albert Waterston: Development Planning: Lessons of
Experience. The John's Hopkins Press Baltimore Mary-
land, 1965, pp.231-233.

2) Ayida, op.cit., pp.175-186.
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the largest piggeryl) in Africa at the centre of a non-
pork eating population. The Western region made costly
attempts to establish mechanized arable farming and
abandoned the project only after it had started2). In
the Eastern region, a rice project provided free entry
and exit in the wholesale and retail markets of rice
while the processing of it which required more capital
input, suffered from shortage of entry3).
Uncoordinated budgetary expenditure further led to what
can now be seen as over-investment in education in the
South, while the "educational gap" was still yawning
in the North. The Northern regional authorities reacted
by refusing to accept southerners for employment in
their region for fear that it would mean a sell-out of
the Northern economy to the South. They rather preferred
immigrant labour, mainly from the Moslem countries of
the Middle-East. The 1958 Commission did, however, re-
commend a policy of close regional cooperation on expend-
iture matters using the National Economic Council as a
forum. But it is common knowledge that this never really
happened; rather, persistent inter-regional disputes
and rivalry led to the undertaking of further dubious
investment projects. Each of the five governments had
a separate radio-station, a separate TV-station and a
separate power-station, even where one establishment was
enough to serve the whole country. In London, the Western
region maintained a separate diplomatic mission.

B. Experience in other Selected Countries
Generally speaking, Budget Fragmentation creates differ-
ent difficulties in different less-developed countries.
In Ecuador, 65~ of the public revenue is administered
by some 700 public and semi-public agencies, whose trans-
actions are not recorded in the central government budget.
In Mexico, about one-half of public investment is financed
by agencies with extra-budgetary resources. In Venezuela,
50~ of public investment outlays is carried out by states
and municipal authorities and in Thailand the 80 quasi-
independent government organizations engaged in commerce,
industry and financial activities are not supervised by
the centrál government beyond a routine audit of accounts.
Syria's experience is that the central budget does not
cover certain extraordinary defence expenditures, receipts
and transfers of funds between the Treasury and independ-
ent agencies. It therefore, gives an "incomplete and
misleading impression" of the fiscal position of the

1) World Agricultural Abstracts; June 1962, p.200;
2) Ibid. p.200;
3) Ibid. p.200.
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governmentl).

C. Further Weakness in the System on Procedural Matters
A few other weaknesses generally observed in the system
may be mentioned here to complete the review process.
The first relates to conventionalism in budgeting. Con-
vention here refers to those budgetary formal práctices
which have been known not to spring spontaneously from
the circumstances within which they operate, but are
still commonly and rigidly followed year after year,
merely as a result of some historical accidents or
tradition. The first is the so-called "traditional in-
dependence" of the Ministry of Finance which is often
carried to its logical limit in Nigeria. It has, for
instance, been reported that despite the growing interest
in development planning, some Ministries have been known
to mistrust planning officers and to have withdrawn their
cooperation. Waterston points out that in Nigeria, Minis-
tries conceive of planning in terms of intrusion into
ministerial affairs and the Ministers themselves regard
the presence2pf other officials as an invasion of their
jurisdiction ). In the circumstances, budgeting becomes
a mere exercise in the traditional administrative routine
of governmental departments with little bearing on chang-
ed and changing situations. Unfortunately, administrative
budgets do not encompass public sector activities; even
if it did, the traditional independence of the Ministry
of Finance would still impede the integration of depart-
mental budgets and cause a serious setback in the effect-
iveness of the budget.
Further, an undue concentration of work in a single
Ministry may result in so much pressure that, on the
expenditure side, the Ministry of Finance may have little
time adequately to evaluate and relate requests of other
government departments to their needs.
Consequently, some appropriations have had to be cut
through quite unrealistically and without regard to their
importance, while in other instances, appropriations
have been approved well in excess of their justification.
From the departments' points of view, appropriations are
bound to be cut by the Ministry of Finance anyway; there-
fore, in the first instance, requests are made out of
all proportion to the need for them in the anicipation
that after all the cuts, appropriations will still be
reasonable for the running of the ministries. This
creates two problems, both of which contributing to
budget ineffectiveness. First, if the final allotments
are to be decided by the Ministry of Finance, the depart-
ments make little effort to submit accurate requisition,
which could lead to appropriations being made beyond the

1) Waterston, op.cit. pp.209-212;
2) Ibid., pp. 438-9.
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capacity of the available financial sources. Secondly,
if after the cutting by the Ministry of Finance, appro-
priations become inadequate to the needs of the depart-
ments, a process of bargaining and haggling may ensue
between individual departments and the Ministry of Fin-
ance and this may appear to to be a substitute to effici~nt
budgeting.
On the revenue side, the problem includes the accounting
system which Waterston has described as out-of-date,
complex, confusing or otherwise inadequatel) for the
preparation of national budgets.
A second set of problems arising from holding fast to
formalities relates to such handling of certain fiscal
transactions in the most minute and inflexible detail
that budgeting becomes just a matter of concern over the
processing and filling of documents, classifying of
transactions and keeping of accounts. Frequently, while
there is a firm control over insignificant affairs, a
large area of governmental expenditure may be under
little control and there may be only a slight relation-
ship between expenditure and the result achieved, especial-
ly where procedural requirements are met by "pro forma"
and after the fact actions2). The Public Administration
Service of Chicago Illinois for the U.S.-Agency for
International Development has discovered that in some
countries expenditure estimates are complied on some
historical bases and programmes and projects are initia-
ted without any idea of when or how they may be completed
or even, how they are related to one another3).
A third point to be mentioned under this heading is the
system of earmarking tax receipts and other revenues for
specific purposes. This practice only leads to inflexi-
bility in the execution of the budget and a failure to
allocate resources to planned priorities. Of course, the
government finds it difficult to determine in advance
how much money is available for development and other
expenditures if the revenue side of the budget is ear-
marked before the budget is put into action. A govern-
ment which allows this practice would find it impossible
to pursue a coherent policy; and since a separate account
has to be kept in respect of earmarked revenues, the
management of the budget is bound to be complicated,
when a large number of accounts are kept in that way.
Moreover, knowing that taxes are earmarked by legisla-
tion to pay for better government-services or for making
advances to senior civil servants for the purchase of
imported luxuries, the taxpayer may decide to resist
increases in taxation. There are reports of tax riots
in Nigeria, but they never explain where the grievances
of the taxpayers really lie.

1) Ibid. p.216;
2) Ibid. p.206;
3) As cited, ibid, pp.210-212.
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2-7. Problems of Foreign Exchange
The role of "foreign exchange" in the development of less
developed countries has been given appropriate weight
in a host of studies on development problems. Stewart
and Ord have summed up the aim of current economic poli-
cies in Africa, for instance, as one of expansion by
structural change, the achievement of which requires
imported technical skill and capital equipment for which
payment is made in foreign exchange, which is acquired
in three main ways: by exporting salable goods and ser-
vices, by borrowing and by receiving outright aidl). We
have pointed out in section 2-4. how difficult it was
for Nigeria to obtain external capital in support of her
first national development plan. We also speculated that
if indeed some degree of regional competition for extern-
al fund had occurred before the Federal Government comple-
tely took over that jurisdiction in 1961~1962, that event
could well have created difficulties in borrowing at
national level.
This is, however, an open question, because we lack
relevant data and reliable information about the nature
and extent of borrowing from external sources during that
period. We have also mentioned the problem of budgetary
fragmentation which we can n-ow explain further in relation
to foreign exchange availability through international
aid of all descriptions. R.H.Green has pointed out that
Nigeria's first development plan was, in fact, not a
national plan, but five separate plans, one for each
Regional Government and one for the Federal Government,
which were not fully coordinated even on paper and far
less so in actual organization and implementation2j.
Some critics have blamed the planners for appearing to
prepare what they preferred or felt Nigerians ought to
prefer rather than any expressed Nigerian preferences3).
Sympathizers have equally praised the efforts of the
planners for working virtually in a vacuum as far as
detailed direction or consultation with political leaders
was concerned4). It should, however, be clear from the
outline in Chapter One that this is a reflection of
Nigeria's socio-political setting with which the planners
had nothing to do.
Still this is only in parenthesis; the main point is
that Nigeria's practice of budget fragmentation made it
possible for "....a very large number of institutions

1) I.G.Stewart and H.W.Ord (ed.), African Primary Pro-
ducts and International Trade. Edinburgh University
Press,1965, p.xi;

2) R.H.Green, Four African Development Plans: Ghana,
Kenya, Nigeria and Tanzania. Printed in H.Whetham
and J.I.Currie (ed.), op.cit., pp.21-32;

3) Ibid. p.22;
4) Ibid. p.22.
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to hold foreign exchange reserves and investments, in
particular the Federal Government; the Regional Govern-
ments; various Statutory Boards and Corporations, both
Federal and Regional; almost 500 Pension and Provident
funds; and Commercial banks. In total, these holdings
exceeded those of the Central Bank. This diffusion of
individual holdings made virtually impossible the
formulation and constant review of an effective external
monetary policy and presented a completely distorted
picture of Nigeria's external financial position to the
world at large"1).
Of course, a principle of budget fragmentation is op-
posed to a principle of budget comprehensiveness which,
as will be explained further in Chapter 7, has been
widely recommended for adoption in the less-developed
countries. A recent United Nations Economic Commission
for Asia and the Far East particularly warned that
"....... the foreign exchange availabilities and re-
quirements to carry out a development plan are generally
incorporated in a foreign exchange budget. There should
be a foreign exchange budget for the entire period of
a medium-term plan since the amount of foreign exchange
available to a country is an important determinant of
the size and composition of its plan. To fix the extent
of foreign exchange needed for a medium-term plan,
planners must estimate the foreign exchange required
for imported capital goods, raw materials, components
and services for planned projects and programmes. The
gap between total foreign exchange requirements and
foreign exchange availabilities must equal the gap
between planned investment and domestic savings. One is
the counterpart of the other in a consistent plan.
A detailed foreign exchange budget must be prepared
annually in conjunction with an annual development plan
and an annual budget. An annual foreign exchange budget
shows both the sources and use of foreign exchange.
The sources side indicates the amounts of accumulated
foreign reserves, the amounts expected to be earned
from exports of specific goods and services, receipts
from foreiqn loans and grants, etc., by country and
currency. The uses side allocates foreign exchange among
competing demands in accordance with criteria laid down
in a development plan. These include allocation of
foreign exchange between private and public sectors and
between consumption and investment goods. Details will
include payments for imports of goods and services,
interest and principal payments on public and private
foreign debt, reserves needed to be carried forward,
etc., by country and type of currency"2).

1) Nigeria: The Mobilization Budget. Federal Ministry
of Information Lagos, April 1962, p.8;

2) UN, Problems and Techniques of Foreign Exchange.
ECAFE, Vo1.XIV, No.3, 1963, pp.38-39. See also R.
Frisch, Planning for the United Arab Republic.
(Mimeograph), Cairo, 1964, p.8.
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As we have remarked before, we may not be able to quant-
ify some of the problems, but we can conjecturethat a
problem of non-accountability of foreign exchange could
lead to a problem of non-availability of foreign exchange
especially in the form of external outright aid. If we
relate that~in fact, this was the position in the years
just before the first national development plan came into
operation, we would consider that this problem was one
factor contributing to a low rate of capital inflow from
abroad in support of the plan. We can formulate then,
that the incident has taught the following lessons:
(a) a principle of budget comprehensiveness should be

preferred to a principle of budget fragmentation;
(b) a well coordinated national plan representing the

aspirations of all sectors of the country is more
effective in attracting foreign aid as well as in
determining the rate of development of the country
as a whole;

(c) a comprehensive programme of acquisition of foreign
exchange is an essential part of a development plan;

(d) medium-term-plans which can be effectively executed
within the scope of the annual plan (or several of
them) is preferred to multi-annual ones, because
the structural changes which often occur in the
budgetary pattern of a developing country are not
usually foreseen at the time of drawing up the plans.

2-8. Surviving Features of the Fiscal Past
It can be said that the general problems and weaknesses
in the Nigerian budgetary system have been broadly ex-
posed from the foregoing analysis. In this last section
there is a further narrowing of this broad front in an
attempt to present more specifically, the area where
the main budgetary faults lie.
The recent Nigerian fiscal history begins with Lord
Lugard's effort in 1914, to use a system of indirect
rule ín the administration of the amalgamated North and
South, as one Nigeria. Before that event, however, some
fiscal systems had evolved from the organizational
pattern of various Nigerian societies. The North, for
instance, was governed by a large number of "Emirs" or
local chiefs with a senior Emir or "Sultan" acting as
the Supreme Head. An Emir governed a weIl-defined "Emirate",
making an elaborate use of other public officials, and
was entitled to a number of dues including the old
Koranic right to the tithe„ tolls on the movement of
merchandise, taxes on arable lands, irrigated crops,
cattle and upon accession to office. There was also
a levy on all forms of handicraft and trade covering
dyers, butchers leather-workers and even dancing-girls
and prostitutesi). As early as 1904, Lord Lugard had

1) Margery Perham, Lugard: The Years of Authority 1898-
1945. Collins, St.-James' Place, London 1961, p.164.
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proclaimed himself in support of the fiscal rights of
the Emirs. In his own words as recorded by Margery
Perham: "The object in view is to retain, as far as

~~ possible, the ancient forms of taxation known
to the people, and sanctioned by tradition;
to utilize the existing machinery,while sim-
plifying the mode of collection, which in the
past lent itself to great abuses, and was
extremely wasteful; to introduce, as far as
possible, some uniformity and equality in the
different provinces; and, finally, to preserve
the old jurisdictions as far as possible and
to maintain the individuality of the institu-
tions of the country"1~.

Thus the Northern administration was closely founded
upon taxation and treasure.
In the Yorubaland of the West, Lugard found a social
and political organization approximating that of the
North, but in a much more monarchical form with certain
significant characteristics. In its oversimplified form,
a pattern emerged in which the society was governed by
a number of "Obas" or chiefs with a senior Oba or "Alafin"
as the Supreme Head. An Oba controlled a distinct urban
area which Lugard equated with a Northern emirate. He
then introduced in the West the fiscal system of the
North despite the warning of his deputy H.R.Palmer
that the Northern system of direct taxations was in-
applicable in the South2). The Western subjects were,
however, accustomed to paying only occasional dues to
their rulers, but after the introduction of the new
system in 1918, they were expected to pay a regular
taxation, which was quite unfamiliar to them. Conse-
quently, there was a widespread tax revolt in which
many people, including some chiefs, lost their lives3j.
But at least the system had been established.
In the land of the Eastern Ibo, where there was no
tradition of chieftainship, Lugard's task was made more
difficult. In order to follow the same pattern all
through he had first to abandon the idea of hereditary
chieftainship and to adopt the principle of "elected
chiefs" or "warrant chiefs" through whom he was able
to introduce the Northern form of capitation tax in
1927. "But the warrant chiefs were still in power in
1929 when Aba taxation riots brought the system into
ill-repute and caused the British to abolish it after
some years. The women rioters directed great violence
against the chiefs, hated for their corruption, oppres-
sion, and their role in introducing local taxation"4j.

1) Ibid. p.165;
2) Ibid. p.444;
3) Ibid. pp.453-5;
4) Note Four see next page.
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Thus women smashed not only the whole fiscal system,
but also its supporting network of "warrant chiefs".
The British Government was forced to change its policy
and Perham points out that before the new measures had
time to operate:
"The people themselves, deeply and swiftly changed by
economic and educational influences, had no sooner
begun to take over their own destinies as the new East-
ern Region in the mid-forties, than the attempt to base
Indirect Rule upon their complex indigenous pattern was
thrown overboard. They chose instead a system of local
government, largely taken from the Britisch model of
County Councils, District Councils (urban and rural),
a~nd Local Councils, based mainly upon straight electionl)."
Thus from the earliest years of the British unified
administration of Nigeria, there was a serious lack of
uniformity in the overall fiscal system of the country.
This was caused by the Southern rejection of the North-
ern traditional fiscal system on the basis of which
Lugard had confidently expected to inaugurate a simple
unified administration. In practice, it turned out,
that the problems involved in a unified administration
-especially in respect of the great diversity in the
fiscal pattern of the huge partitions of North and
South- had been grossly under-estimated by both Lugard
and the Colonial Office in London. Having introduced
it, the British Government was prepared to use all the
available means to push it through, but this did not
destroy the structure of the original diversity. In
the Eastern Region, there was a growing admiration of
the British fiscal model, and the Regional Authorities
were making every effort to adopt that same model. In
the North there had been a clear case of complete com-
placency in the traditional fiscal system, which had
received the blessing of the British administrators
who, in turn, were exerting further energies to push
that same fiscal tradition across to the Western Region
and, in fact, had succeeded in doing so amidst recur-
ring revolts. Unfortunately, Lugard saw nothing in the
South that could benefit the North, not even his own
civilized British system which was being increasingly

4) Robert L.Tignor, Colonial Chiefs in Chiefless So-
cieties. The Journal of Modern African Studies,
Vo1.9, Nov.1971, pp. 339-359. For Further Accounts
of the Aba Riot, See Sylvia Leith-Ross, African
Women: A Study of the Ibo of Nigeria; Published by
Routledge ~ Kegan Paul Ltd., London 1965; and "The
Road to Aba" by H.A.Gailey, New-York, 1970~

1) Perham, op.cit. p.465.
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adopted in the South.
Perham reminds usthat his "plan showed clearly the
financial aspect of his partnership with the Muslem
rulers. He recognized their system and assured them
their revenues, taking one half for the central govern-
ment -only a quarter from Sokoto- and leaving the re-
sidue for all public and personal expenses. This allowed
Kano, for example, in 1905-1906 some ~20.000 with ~8.000
for the Emir's personal salary, while other Emirs drew
sums proportionate to their positions"1).
This pattern of fiscal diversity has survived from year
to year in the Nigerian system, carrying with it some
built-in instability, especially on the revenue side.
Thus fairness could be sacrified, by the use of local
bodies for purposes of tax assessment, through the
acquisition of the necessary local influence on the
part of individual tax-payers. Now this is a state of
affairs which can give rise to all manner of abuse rang-
ing from gross under-assessment or outright exemption
of the influential rich, to relative over-assessment
of the non-influential poor.
Following the grand amalgamation in 1914 and the intro-
duction of the Northern system of capitation tax in the
South which was completed in the East by 1927, the next
twenty years coincided with a period of apparent fiscal
stability and represented the golden years of British
colonization in Nigeria. The administration of the whole
country was unified under Lugard's system of "indirect
rule", (which was itself characterized by a lack of
uniformity of application) and revenue allocation to
what later became the federal components was entirely
left to the discretion of the Lagos Colonial Government.
But scarcely a generation had passed from the date of
the unification, when the demand arose for the use of
discretion to give way to the application of principles
in matters relating to revenue allocation to the various
parts of Nigeria. The first task of searching for such
principles fell on Sir Sidney Phillipson who was then
the appointed fiscal commissioner for Nigeria and the
sole member of a Fiscal Commission which reported in
1946. The report considered that the allocation of
revenue should be based on two main principles: a) a
derivation formula (without a specified model) and b)
a criterion of even progress (without showing how to
determine it) any more than that "revenue should be
allocated in such a way that the existing levels of
regional services were maintained whilst allowance
should be made for reasonable expansion."2).
Phillipson's recommendations were reviewed in 1947 by
Hicks-Phillipson Fiscal Commission which then formulated

1) Perham, op.cit. p.165;
2) A.Phillips, The Journal of Modern African Studies,

op.cit. pp.389-408.
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a specific model for the application of the derivation
principle and recommended the use of "special equalizing
grants" for the promotion of the even progress criterion.
Following some major constitutional changes which came
in force in 1954, the Chick Fiscal Commission of 1954~
1955 was to extend the application of the derivation
principle and to grant some degree of fiscal autonomy
to the Regions in recognition of their new constitution-
al responsibilities. The terms of reference of the Rais-
man-Tress Fiscal Commission of 1958 excluded the "deriva-
tion principle" so that this Commission could do but
little in that direction. It did, however, recognize in
paragraph 20 of its Report, that "if the existing deri-
vation systems were to be continued, (which we do not
recommend), there would have to be some quite substant-
ial amendments to the formula used in applying it."1).
(Those substantial amendments were never made until they
became impossible to make). Since the Commission was
empowered to explore the desirability of allocating
further federally collected revenue to the regions, it
recommended the establishment of a"Distributable Pool"
the proceeds of which was to be shared among the Regional
Governments on the basis of fixed percentages formulated
by the Commission itself. Upon a closer examination, the
Distributable Pool would serve the same purpose as Hicks-
Phillipson's "Special Equalizing Grants".
It is, however, a thing for concern that from its in-
ception in 1946 by Sir Sydney Phillipson and after being
in operation for a quarter of a century, the "derivation
principle", which commands so much attention and attracts
so much interest has given too little satisfaction to
too few people. This arises from a general observation
that up to the eve of Nigeria's political independence
in 1960, there had been a tendency for each successive
fiscal commission to promote, implicity, the same elements
of diversity which formed the working tool for the success
of Lugard's principle of "indirect rule". Hence the deri-
vation formula has been unsparingly exposed to the follow-
ing persistent criticisms:
a) that it provides a limited range of independent revenue

sources for the Regional Authorities;
b) that the derivation principle is deficient in structure

and particularly difficult to apply in relation to the
allocation of revenue from import duties (other) to the
Regions;

c) that the whole fiscal system does not provide a differ-
entiation between the particular needs of a Region and
the revenues arising from within its boundaries2).

This observation has been even more explicit on the reve-
nue side, especially in regard to personal income taxation.
Dr. Adedeji has, in a recent study, shown some3) three

1) Cmnd. 481, p.6;
2) Ibid. p.5;
3) Adedeji, op.cit. pp. 266-271.
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surviving features in the present system from the fis-
cal past of Lugard's "índirect rule", namely:
a) the levying of poll tax on each adult male earning

an income below a certain level;
b) the sharing of the proceeds from personal income

taxation between the Regional Government and the
Local Authorities (except in the East);

c) the use of local bodies in the assessment and in the
collection of personal income tax (except in the
East).

Having thus outlined the features of indirect rule which
have survived long after the rule has become direct,
we are face to face with the destructive situation of
trying to mend old clothes with a new piece of cloth.
This is the root of out problem. The traditional diver-
sity in the fiscal system could go on giving the apparent
look of "stability" for as long as the British adminis-
tration remained to back the inconsistent methods. But
a new explosive situation is created where, as a result
of independence, the political and administrative machi-
nery becomes operated by a different indigenous set,
without the requisite changes in the fiscal system. Lucy
Mair puts it in this way: "The new African governments
are recruited from new men. The relationship of the
leader with his followers, or ministers with their
colleagues, with bureaucrats, with the general public,
are new relationships"1); in which political instability,
violence, corruption and personal enrichment are the
order of the day2). In a recent study of the old British
colonial chieftainship affairs, Dr. Robert L. Tignor
found out that: "political corruption and the 'zero-sum'
game of politics, in which the winner takes all, charac-
terize contemporary African politics and" as far as the
former chiefless societies of Iboland and Kikuyu are
concerned, "have roots in the colonial past. Also,
political corruption and an intense competition for
office will be seen to be direct conseguences of colonial
rule"3). Similarly, Dr. John F.Weeks has observed that
in Africa, South of the Sahara, it is the past history
of colonial domination which conditions the present.
"Countries live in the shadows of their past: responses
to current circumstances are conditioned by what has
gone before"4). This conclusion emerged from a compara-
tive study of the wage structure in three widely separat-

1) Lucy Mair, The New Nations; London 1963, p.123;
2) Aristide Zolberg, The Structure of Political Conflict

in the New States of Tropical Africa. The American
Political Science Review (Washington), LXII 1968,
PP. 70-87;

3) Robert L.Tignor, Colonial Chiefs in Chiefless Socie-
ties. See The Journal of Modern African Studies, Vo1.9,
No.3, 1971, pp. 339-359;

4) John F.Weeks, Wage Policy and the Colonial Legacy -A
Comparative Study of former British Colonies: Nigeria,
Uganda and Kenya. See ibid. pp. 361-387.
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ed former British colonies of Nigeria, Uganda and Kenya,
in which Dr. Weeks found every trace of colonial legacy.
As can now be seen from the principles of revenue allo-
cation just surveyed, the presence of colonial legacies
is no less a reality in the financial than in the other
aspects, especially in the Federation of Nigeria, where
the fiscal drama has long presented a dynamic scene of
"confusing mixture" of attempting to break with the past
while retaining the essential elements inherited from
that past. Modern civilization has thrown the door open
to increased demand for public goods and services out
of all proportion to the size of revenue which the tradi-
tional fiscal supply system is capable of, or even wil-
ling to provide. The result has been to try to fit a
situation of expanding demand for funds into one in which
the supply system is inelastic. That this has been im-
possible is clearly demonstrated by the characteristical-
ly persistent regional scramble for federal funds and the
rapidity with which the methods of allocation of revenue
have undergone changes which later gave way to open frict-
ion and eventually to civil war.

2-9. Summary

In Chapter Two the problems of allocation of federally-
collected revenues have been further explained alongside
other general budgetary problems. From the explanations,
there has been an implicit inference that on the one hand,
the problems of tribal and ethnic differences outlined in
Chapter One are, in fact, strengthened by difficulies in
the budgetary system. On the other hand, it has been
equally inferred from the discussions, that certain types
of social and political problems which have their root
causes in tribalism could well be relaxed with a possible
improvement in the methods of budgeting. It would appear
therefore, from this inference, that if emphasis were
shifted towards an improvement in such common areas as
the budgetary system rather than towards those divisive
forces as tribe and tongue, perhaps a better contribution
to "national unity" could be made.

2-10. Conclusion
A simple and an obvious conclusion to be drawn at the
end of Chapter Two isthat the Nigerian fiscal arrange-
ments urgently need to be reviewed. Such a review should
consider two broad aspects: first, the desirability of
allocating clean revenue sources between the Federal
Government and the governments of the newly created states
and local areas. Secondly, it should probe into the pros-
pect of evolving a different method of allocation of
federally-collected revenue~ to state and local authori-
ties bearing in mind, in each case, that the chances of
cut-throat competition for funds ought to be minimized
and that a re-distribution of income is an essential fact-
or in sustaining social and political stability of the
country.
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4. 30~ of other import duties (than on alco-
hol, tobacco and motor-fuel) and 30~ of
mining rents and royalties, to be paid
into the Distributable Pool Account:
North 40~95; West 24~95; East 31~95

-----------------------------------------------
E. 1966~7- Binns l. Derivation 1. 100~ of import and excise duties on to-

bacco and motor-fuel, according to con-
sumption

2. 100~ of export duties, according to ori-
gin

3. 50~ mining rents and royalties according
to extraction

4. 35~ of other import duties and 35~ of
mining rents and royalties, to be paid
into the Distributable Pool Account:
East 30~; West 20~ Mid-west 8~,North 42~

-----------------------------------------------
F. 1968~9

G. 1969~70

2. Fiscal
Autonomy

3. Unified
Nat.Pol.

An interim system pending the
working out of a new revenue
system following the creation
of 12 States

Also an interim system pending
a new constitution

As above, except that the Pool Account is to
be distributed as follows: each of the six
Northern States (Kano, North-Western, North-
Central, North-Eastern, Kwara, Benue-Plateau;
7~; Western 18~, Lagos 26~; Mid-Western 8~;
East-Central 17.5~; South-Eastern 7.5~; Ri-

--vers-5~ --------------------------------------
1. 100~ of import and excise duties on mo-

tor-fuel and 50~ of excise duty on to-
bacco,according to consumption

2. 60~ of export duties, according to ori-
gin ,

3. 45~ of mining rents and royalties accor-
ding to extraction

4. 35~ of other import duties, 40~ of ex-
port duties, 50~ of mining rents and
royalties and 50~ of excise duties on
tobacco, to be paid into the Pool Ac-
count, and to be distributed as follows:
50~ equally among the States and 50~
among them according to population
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A variant of these functions is to view them f rom a finan-
cial standpoint since the responsibility of a government
are financial and may be best expressed and quantified in
financial terms. Thus, if Nigeria indeed aspires to adopt
the US federal structure, it is necessary to understand
the extent of financial operations of various layers of
government in USA and, more importantly, to have a clear
knowledge of the sources from which the governments derive
their financial resources to enable them perform their
functions. Thus, the first, section of the exercise in
this Chapter will be an attempt to outline and to quantify
the functions and responsibilities of various layers of
government under the US federal structure. This will be
followed by a probe into the sources from which those go-
vernments derive their financial resources. The purposes
of this first section will be to try to fill the gap in
theoretical knowledge of the problems involved in an adop-
tion of a federal governmental structure modelled on the
US system. The second section will be an exercise on the
problem of allocation of resources if some US federal fea-
tures were imitated.

3-l. Governmental Functions Under the US Federal Struc-
ture

Table 8 offers us an opportunity to obtain an insight into
the nature and the amount of functions and responsibilities
borne by various layers of US government during the fiscal
year 1969. It also shows the magnitude of total expendi-
tures on each function by all the governments; in other
words, the scale of each function is expressed and quan-
tified in financial terms. A basic organizational informa-
tion which Table 8 quickly provides is that the US struc-
ture contains three layers of government - federal, state
and local. This arrangement would not be a new phenomenon
to Nigeria because the country also had a three-layer go-
vernment - federal, regional and local - before the crea-
tion of states. The magnitude of the figures in Table 8
should not worry us either because we are mainly interes-
ted in studying the relative contribution of each layer of
government to the total performance of each function. Thus,
we will first distinguish between two main categories of
functions: those performed exclusively by one particular
layer of government and those performed together by all
layers of government.
Within the first category, Table 8 makes it clear that ex-
penditures on National Defence and International Relations
as well as expenditures on Old-age, Survivors, Disability
and Health Insurance, and Railroad Retirement are borne
exclusively by the Federal Government of the United States.
Expenditures on Utility and Liquor Stores appear to be the
only areas of functions which are performed exclusively by
the state and local layers of government. In other words
the bulk of the functions as shown in Table 8 are performed
together by all three layers of government and thus come
within our second category. It is, in fact, a study of the
latter category of functions which should draw most of our
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attention. For that purpose, the direct expenditures of
each layer of government on the functions shown in Table 8
have been expressed as a percentage of the total in Table 9
in order to facilitate a comparison.
From Table 9, it can be seen that in addition to those func-
tions which the Federal Government performs exclusively, it
also dominates performances in several other functions
such Health (60~); Naturel Resources (70~); Air transporta-
tion (56~); Water Transport ~ Terminals (75~); Social Insu-
rance Administration (60~); Interest on General Debt (77~);
Insurance Trust (85~); Employee Retirement (50~) and all
other expenditures which are not specifically mentioned
(56~ - 63~). The state governments dominate performances in
Highway Construction (67~); and Unemployment Compesation
(95~); and, the Local Governments dominate performances in
the field of Education (70~); Maintenance of Police (75~);
Housing and Urban Renewal (72~); and function in the field
of Utility and Liquor Stores (87~) almost exclusively. Pu-
blic Welfare functions are dominated by state and local go-
vernments (40~ each) and so are Hospitals (44~ and 33g res-
pectively) and Financial Administration functions (26~ and
48~ respectively).
We may at this point make the conjectural remark that a
general impression obtained from the contents of Tables 8
and 9 is that, with the notable exception of national de-
fence and international relations most domestic functions
are performed at various levels by all layers of US govern-
ment. It appears too, from that impression, that the degree
of participation by each layer of government is, in turn,
a function of the amount of financial resources available
to it. But, let us suspend our conclusion at this point
and then examine, in the next section, the sources of reve-
nue which are open to various layers of government in the
United States.
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TABLE 8: EXPENDITURE OF ALL US GOVERNMENTS BY FUNCTION AND
LEVEL OF GOVERNMENT (FISCAL YEAR 1969) ( Millíon

Functions Total Federal State Local

Total Expenditures ........ 308,344 196,165 74,227 82,698
Less:
Intergovernmental Expendi-
tures .................... - 19,421 24,779 546
To State Governments ..... - 17,056 - 546
To Local Governments ..... - 2,365 24,779 -

Equals:
Direct Expenditures ...... 308,344 176,744 49,448 82,152
1. General ............... 255,924 139,197 43,244 73,483

National Defence and
International Relations 84,496 84,496 - -
Education ............. 50,377 3,139 12,304 34,934
Highways .............. 15,738 321 10,414 5,003
Public Welfare ........ 14,730 2,620 6,464 5,646
Hospitals ............. 8,593 1,582 3,582 3,429
Health ................ 3,337 1,828 676 833
Police ................ 4,242 341 585 3,316
Natural Resources ..... 10,024 7,472 2,035 517
Housing 8~ Urban Renewal 2,505 603 15 1,887
Air Transportation .... 1,630 907 89 634
Water Transport 8~ Ter-
minals ................ 1,993 1,532 198 263
Social Insurance Adm. . 1,572 905 665 2
Financial Administra-
tion .................. 5,563 1,458 1,496 2,609
Interest on General Debt 16,992 13,260 1,275 2,457
Other ................. 34,132 18,732 3,448 11,952

2. Utility.and Liquor
Store .............. 8,820 - 1,293 7,528

3. Insurance Trust ....... 43,600 37,547 4,911 1,141
Employee Retirement ... 5,641 2,420 2,088 1,133
Unemployment .......... 2,089 97 1,984 8
Old-age, Survivors, Dis-
ability and Health In-
surance ............... 32,474 32,474 - -
Railroad Retirement ... 1,533 1,533 - -
Other ................. 1,863 1,023 840 -

ie) A Liquor Store may be defined as a large commercial establish-
ment selling flavoured and sweetened alcoholic drinks to the
public for cash at reasonably low prices. In some countries
like Sweden this field of commerce is an entire monopoly of
the national government. But in the United States, the local
government has a virtual monopoly of it.

Source: The Tax Foundation, Facts and Figures on Government Finance
16th Biennial Edition, 50 Rockefeller Plaza, New York, 1971,p.16
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TABLE 9: EXPENDITURES OF ALL US GOVERNMENTS BY FUNCTION
AND LEVELS OF GOVERNMENT ~(Fiscal Year 1969

Functions Total Federal State Local

Direct Expenditure 100 58 15 27
General 100 54 17 29
National Defence
and International
Relations 100 100 - -
Education 100 6 24 70
Highway 100 2 67 31
Public Welfare 100 20 40 40
Hospitals 100 23 44 33
Health 100 60 20 20
Police 100 5 20 75
Natural Resources 100 70 20 10
Housing 8~ Urban
Renewal 100 24 4 72
Air Transportation 100 56 4 40
Water Transport 8~
Terminals 100 75 10 15
Social Insurance
Adm. 100 60 40 -
Financial Administr. 100 26 26 48
Interest on General
Debt 100 77 6 17
Other 100 63 5 32
Utility and Liquor
Stores 100 - 13 87
Insurance Trust 100 85 12 3
Employee Retirement 100 50 33 17
Old-age, Survivors,
Disability and
Health Insurance 100 100 - -
Railroad Retirement 100 100 - -
Unemployment Com-
pensation 100 4 95 1
Other 100 56 44 -

Source: Derived from Table 8
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3-2. Sources of Revenue of All US Levels of Government
(Fiscal Year 1969)

The question now arises - what resources are available to
which layer of government in performing these functions ?
As a follow-up, let us also examine the sources of revenue
of all three levels of government in the United States du-
ring the fiscal year 1969. Table 10 has been provided for
that purpose and from it, we may again distinguish two ca-
tegories of sources of revenue: those sources the revenues
from which accrue exclusively to one level of government
and the sources the revenues from which accrue to all
three layers of government in common. Within the first
category we may observe three sources the revenues from
which accrue to the Federal Government only and they are:
customs duties, old-age, survivors and disability insuran-
ce, and railroad retirement. Revenues which accrue mainly
to the State Governments are those derived from General
Sales and Gross Receipts, and Motor Vehicles and Opera-
tors Licence. Revenues from Property tax and those from
Utility and Liquor Stores mainly accrue to Local Govern-
ments. Revenues from the remaining sources appear to ac-
crue to all three levels of government in common and thus
fall within our second category.

A. Revenue From Own Sources
Since the magnitude of the figures does not bother us we
resort to percentages again in order to study the propor-
tion of revenue from what source to which layer of govern-
ment. In Table 11 we find that in addition to the three
sources which are exclusive to the Federal Government,
large proportions of revenue from other sources also ac-
crue to that government: General taxes (65~); Individual
Income (91~); Corporation Income (92~); Revenue from Alco-
holic Beverages (83~); Tobacco Products (50~); Public Uti-
lities (56~); Death and Gift Duties (80~); Insurance Trust
(79~). Similarly large proportions of revenue from a num-
ber of sources accrue to the State Government: Sales and
Gross Receipts (54~); General Sales and Gross Receipts
(86~); Motor Fuel (66~); Motor Vehicle and Operators Li-
cence (98~); Employee Retirement (70~); Unemployment Com-
pensation (95~); All other receipts (66~). On the other
hand revenue from only two sources mostly accrues to
State Governments: Property 1) tax (97~); and Utility and

1) As a matter of interest, property tax may be singled
out for comments. This field of revenue is virtually
exclusive to the Local Governments in the United States.
In 1969 it yielded about 38~ of all Local Government re-
venues and it is said to be free from year-to-year fluc-
tuations which means that its revenue-yielding capacity
can be forecast with a good deal of accuracy, at least
within the short run. In the longer run, however, the
size of revenue from property tax could be affected by
the level of economic activity and the general effect
might be adverse during a depression. But fluctuations
in revenues from this source may take a number of years
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liquor Stores (66~). Finally Charges and revenue from mis-
cellaneous sources mostly accrues to State and Local Go-

vernments (22~ and 30~ respectively).
Perhaps the most important information given by Tables 10
and 11 is that with the exception of Customs Duties and one
or two other exclusive fields, most domestic sources of re-
venue are open to all layers of US government although the
actual amount derived from each source by each layer of go-
vernment may vary.

to make their effects felt; thus in any one year, revenue
accruing from property tax would still have the merit of
being reasonably accurately anticipated. On the other hand
a sustained period of full employment would tend to effect
an increase in the receipts from property tax, for, as in-
come levels of taxpapers rise, the rate of evasion might
be likely to fall regardless of the rate of assessment.
Given the future economic growth, therefore, long-term es-
timates of revenue from property tax could include new con-
structions and other public works; and a Local Government
Authority which gives adequate attention to property deve-
lopment would be in a position of great financial advantage
especially during good times. In Nigeria, property develop-
ment was one of the main areas of tension among the former
Regional Governments. But this attitude could well change
with the recognition of property taxation as an important
source of state revenue. The states, in turn, might take
interest in the field of property development as "own tax
source".
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TABLE 10: REVENUE OF ALL US GOVERNMENTS BY SOURCE AND LEVEL
OF GOVERNMENT (FISCAL YEAR 1969 (~ Million)

Source Total Federal State Local

Total Revenue 312,638 199,637 77,584 79,274
Intergovernmental " - 17,775 26,082
From Federal Government " - 16,907 2,245
From State Government " - - 23,837
From Local Government " - 858 -

Revenue from Own Sources 312,638 199,637 59,809 53,192
General 258,242 162,845 49,537 45,192
Taxes 222,708 145,996 41,931 34,781
Property 30,673 - 981 29,692
Invidual Income 96,157 87,249 7,527 1,381
Corporation Income 39,858 36,678 3,180 -
Sales 8~ Gross Receipts 44,345 17,826 24,050 2,470
Customs Duties 2,319 2,319 - -
General Sales 8~
Gross Receipts 14,038 - 12,443 1,595
Motor Fuel 9,189 3,508 5,644 37
Alcoholic Beverages 5,831 4,534 1,246 51
Tobacco Products 4,291 2,138 2,056 97
Public Utilities 2,771 1,540 763 468
Other 5,905 3,786 1,897 222

Motor Vehicles 8~
Operators Licence 2,841 - 2,685 157
Death and Gift 4,487 3,491 999 -
All other 4,347 753 2,512 1,082
Charges 8~ Miscellaneous 35,534 16,848 7,606 11,080

Utility and Liquor Stores 7,840 - 1,663 6,176
Insurance Trust 46,557 36,793 8,609 1,155
Employee Retirement 7,133 1,479 4,509 1,145
Unemployment Compensation 3,174 126 3,039 10
Old-age, Survivors and
Disability Insurance 33,649 33,649 - -
Railroad Retirement 939 939 - -
Other 1,661 600 1,061 -

Source: The Tax Foundation, Facts and Figures on Government Fi-
nance, op.cit., p. 18
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TABLE 11: REVENUE OF ALL US GOVERNMENTS BY SOURCE AND
LEVEL OF GOVERNMENT ~(FISCAL YEAR 1969)

Sources Total Federal State Local

Total Revenue 100 64 18 18
Revenue from Own

Sources 100 64 18 18
General 100 63 19 18
Taxes 100 65 19 16
Property 100 - 3 97
Individual Income 100 91 8 1
Corporation Income 100 92 8 -
Sales 8~ Gross Re-
ceipts 100 41 54 5
Customs Duties 100 100 - -
General Sales 8~
Gross Receipts 100 - 86 14
Motor Fuel 100 41 66 3
Alcoholic Bever. 100 83 16 1
Tobacco Products 100 50 49 1
Public Utilities 100 56 28 16
Other 100 66 33 1
Motor Vehicle 8~
Operators Licence 100 - 98 2
Death 8~ Gift 100 80 20 -
All Other 100 10 65 25
Charges 8~ Miscel-
laneous 100 48 22 30
Utility 8~ Liquor
Stores 100 - 34 66
Insurance Trust 100 79 19 2
Employee Retire-

ment 100 16 70 14
Unemployment Com-
pensation 100 4 95 1
Old-age, Survivors
and Disability Ins. 100 100 - -
Railroad Retire-
ment 100 100 - -
Other 100 34 66 -

Source: Derived from Table 10
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B. Revenue From Federal Government Sources
On the whole, it can be seen from Table 10 that while the
Federal Government generates 100~ of its income, the State
Governments generate 77~ of their total revenue from their
independent sources. The remaining 23~ of their revenue ac-
crues to them from Federal Government sources. Similarly,
the Local Governments generate about 67~ of their revenue
from their independent sources while the remaining 33~ also
accrues to them from Federal Government sources. Taken to-
gether in terms of net federal budgetary expenditures, a-
bout 22~ of federal revenue was, in 1969 fiscal year, allo-
cated to the State and the Local Governments and that allo-
cation formed about 28~ of the combined revenues of the
State and the Local Governments in that year. In Nigeria
in the same 1969 fiscal year about 42~ of the Federal Go-
vernment revenue was allocated to the State and the Local
Governments (excluding Biafra) and that allocation formed
about 75~ of the combined revenues of all State and Local
Governments in that year. This was even a considerable
decline from 90~ of the combined revenues of all the form-
er Regions in 1952; 72~ in 1960 and 72~ again in 1966 when
the Military took over the administration 1). Thus, it is
not accidental but an established f act in Nigeria's politi-
cal history that federal allocations from the bulk of the
combined revenues of all the sub-governmental units. This
is a crucial difference between the US federal structure
and whatever federal structure would finally emergy in Ni-
geria. Still, it could be quite useful to Nigeria to learn
the mechanism by which the US Federal Government allocates
some 22~ of its total revenue to various State and Local
Governments.

C. Allocation of US federal Grants-in-aid
Federal allocations of revenue to State and Local Govern-
ments in the United States can be said to be direct and in-
direct. Indirect federal assistance is afforded where fede-
ral development programmes relieve the State or Local Autho-
rities of a related expenditure. Indirect federal assistance
is not our direct interest however; we are, rather, more
interested in the direct allocation of federal grants-in-aid
to state and local sub-governments in the United States.
Authorities in Public Finance see the granting of aid as
the most important relationship between a central govern-
ment and its affiliate governmental units of a country.
Grants from the central government relieve the lower govern-
mental units of a certain financial burden and in return
secure their co-operation with the central government on
national issues. Also, large urban areas tend to look up
to the central government for the solution of some problems
which the local government units are incapable of handling.

1) Philips, op.cit. Tables 2 and 3 in p. 396 and p. 405
respectively.
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Before 1911 there was no clearly defined formula for the al-
location of federal grants to various state and local govern-
ments in the United States. The Congress merely authorized
the allocation of a proportion of federal revenue,unconditio-
nally, to state and local governments for general purposes.
But from that year, the Congress imposed more definite condi-
tions for allocation of federal grants to state and local go-
vernments, the first of which being a requirement of federal
approval of grant-seeking activities. Another condition was
a 50 : 50 appropriation of sums by state or local government
and the federal government undertake joint projects 1). Both
requirements were reviewed in the mid-1950s as inequalities
in the distribution of naturel resources among state and lo-
cal government units had tended to create some problems in
the established federal~state or federal~local fiscal rela-
tions. A Joint-Federal-State-Action-Committee which reviewed
the old system in 1957 recommended in 1958 that it was neces-
sary to equalize "block grants" for unassigned general pur-
poses in all the state and local government areas in place
of grants for specific purposes. This did not necessarily
mean an increase in total direct federal grants to state and
local governments but the introduction of an "equalizing fac-
tor" which simply implied a granting of more revenue to rela-
tively poor states and local governments areas and relative-
ly less to relatively rich ones; an inverse of proportional
distribution.
At macro-level the introduction of an equalizing factor
would ensure that if the aggregate level of state or local
government revenue from own sources fell below a pre-deter-
mined average for all states or local areas, the deficiences
would be made up with federal grants. In the same 1958, a
variant of this proposal was recommended to Nigeria by a
Fiscal Commission of that year in the form of a Distribu-
table Pool Account which in theory was to serve a simi.lar
"equalization" purpose. It did not do so satisfactorily be-
cause of Nigeria's own federal perculiarities which have
been outlined earlier. In the United States, a factor which
tended to equalize inter-state or inter-local government
revenues also tended to equalize inter-state or inter-local
average personal income.
Experts see the second tendency, especially, as a welcome
development in methods of allocation of federally-collected
revenue to other layers of government in the United States.
A pro-argument has it that equalization on the basis of
average per capita income accepts that deficiences in the
living standard among people ought to diminish. Federal
grants on the basis of a pre-determined average level of
revenue for all states or local government areas is seen as
less effective in transferring real income from upper to lo-
wer-income families. Rather, it could give undue benefits to
prosperous families in poor states or local areas at the

1) Shultz and Harris, American Public Finance. Prentice-
Hall Inc., (7th ed.), 1959, p.p. 488-489
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expence of poorer families in prosperous states and local
government areas. "It is not the area, but the people in it
who pay tax and receive benefits from govcrnment spending.
To frame policies in terms of areas rather than people is
to resort to a crude weapon of achieving the goal of ratio-
nal discrimination among people" 1).
However, in spite of any arguments in favour, the use of fe-
deral grants-in-aid as an equalization factor on the basis
of average income per capita is still a goal to achieve
rather than one already achieved in the United States. But
the following observations by Ecker-Racz and Labovitz are
of interest. The two authors have estimated that during the
1957 fiscal year US national average per capita of federal
direct grants-in-aid was of the value of ~ 23.11 and that
for three broad divisions of the country, over-all averages
were as follows:
1) "In the sixteen States with lowest per capita personal

incomes, the Federal grants averaged ~ 30.54 per capita
- 32~ above national average. The median State in this
group was 29~ below the national average for personal
incomes.

2) In the sixteen States with highest per capita personal
incomes, the Federal grants per capita averaged ~ 18.76
- 19~ below the national average. The median State in
this group was 18~ above the national average for perso-
nal incomes.

3) In the seventeen middle-income States, average Federal
grants at ~ 26.43 per capita were 14~ above the national
average. The median State was 11~ below the national ave-
rage for personal incomes.

In the field of indirect Federal grants the pattern was as
follows:
1) For public assistance, the average per capita Federal

grants in the sixteen lowest-income States was 45~ above
the national average; in the sixteen highest-income
States, it was 21~ below the national average.

2) For Health Services the grant average in the lowest-in-
come States was O~ above the national average, and in
the highest-income States 35~ below. (Grant for all
health-programmes were one-tenth as much as for public
assistance).

3) For "other" welfare services, the per capita grant avera-
ge in the lowest-income group was 34~ above national
average, and in the highest-income group, 12~ below.

4) For Highway Construction, the average grant was 43~ above
national average in the seventeen middle-States, 13~
above national average in the sixteen lowest-income
States and 24~ below national average in the sixteen
highest-income States.

1) Ibid. p. 487
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5) For Employment Security, Federal grants in the sixteen
lowest-income States were 25~ below national per capita
average and 17~ above the national average in the six-
teen highest-income States.

6) For Education, grants were 11~ above national per capita
average in the sixteen lowest-income States, 24~ above
national average in the middle-group of States and 14~
below national average in the highest-income States.

7) For All Other Grants, the average per capita was 62~
above national average in the sixteen lowest-income
States and 24~ below national average in the sixteen
highest-income States. Thi)middle-group average was close
to the national average"

Ecker-Racz and Labovitz conclude that: "As a central objec-
tive of policy or as a qualifying consideration, the promo-
tion of inter-State equalization in personal incomes is se-
veral degrees less remote for Federal aid-programmes than
for the geographic incidence of Federal taxes and the bene-
fit or 2~cidence distribution of aggregate federal expendi-
tures" .
Co incidently, while the Raisman-Tress Fiscal Commission was,
in 1958, recommending to the Nigerian Federal Government the
use of Distributable Pool for the purpose of allocating fur-
ther revenue to its former Regional Governments, the Joint
Federal-State-Action-Committee was, in the same year, recom-
mending to the US Federal Government the principle of State
revenue equalization on the basis of average per capita in-
come. The effect of the Nigerian Distributable Pool-system
together with its complementary principle of derivation was
an increasing tendency to allocate more revenue to the rela-
tively rich regions and less to the relatively poor ones. In
the United States, the principle of State revenue equaliza-
tion may not have been fully achieved to the extent its pro-
ponents would wish, but its overall effect has been to allo-
cate more revenue to the low-income groups of States and
less to the high-income ones. The Nigerian method has, since
1958, precipitated hostilities among its Federal components,
but the US-system has promoted further inter-State under-
standing and a realization that the phenomenon of "grants-
in-aid" is simply a part of political federalism.
Federal grants-in-aid are made on the grounds that the Fede-
ral Government has more resources and that the transfer of
some of them to the States is necessary to the successful
operation of the federal-system and on the assumption that
the responsibilities of the State Governments are beyond the
limit which their own resources can bear. Shultz and Harrís
are of the opinion that in the absence of efficient equali-

1) L.L. Ecker-Racz and I.M. Labovitz, Practical Solutions to
Financial Problems Created by the Multilevel Political
Structure. Printed in Public Finances, op.cit.pp.l35-227

2) Ibid. p. 193
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zation of State revenue on the basis of per capita income
and provided that some of the pitfalls of unconditional
grants can be avoided, the Federal Government could meet
the demands for additional aid to the States by combining
grants for specific purposes with general aid. Such a com-
bination would permit a lower matching ratio for the spe-
cific part and would thereby mitigate the disadvantages of
conditional grants 1). The general aid would be included
in other State-revenues and would be subject to the same
degree of control. One type of it is the retirement of the
Federal Government from certain revenue fields which it
now wholly or partly occupies jointly with the States, for
instance, taxation on gasoline, liquor, tobacco and admis-
sion fees. The retirement of the Federal Government from
the field of excise tax would mean foregoing tax reduction
and lead to an increase in Federal income-tax, with the ef-
fect that some degree of equalization among the States
would be achieved 2).

D. Borrowinq
There are four significant limitations to the extent to
which a State Government can undertake borrowing in the
United States. The first is the constitutional restriction
of the borrowing powers of the State Governments to a cer-
tain ratio of their tangible assets. In other words, even
if the prohibitions were proved unwise, the statutory pro-
visions cannot be changed without a revision of the state
constitution. Fiowever, there are some ways by which a State
Government, finding itself in a difficult financial position
can side-step this limitation. One is deliberately to raise
the authorized ratio to the full market value of their as-
sets and the other is to form Public Corporations with au-
thority to operate on non-profit basis and to act on behalf
of their various State Governments. In the past, such Pu-
blic Corporations have undertaken to build schools, expand
utility enterprises and provide athletic facilities, all
financed by debt secured with a long term lease.
The second limitation arises from the powers of the State
Governments to repudiate debts if they wish, since they
possess some inherent sovereign powers. This condition
makes it difficult in some way for the State Governments to
attract sufficient private investment or to borrow as cheap-

1) Shultz and Harris, op.cit., p. 493
2) Ibid. p. 493. In Nigeria, however, population counting

was a major source of political cheating and dishonesty
in the past. But, it could well be that this attitude
would change with the recognition of "population" as an
important factor in determining the formula for alloca-
tion of Federal Government distributable grants among
the State Governments. This could be so because the old
principle of derivation did not make provision for dif-
ferences in the distribution of population among the
former regions.
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ly as they may wish. Therefore, they are not always able to
cover a large proportion of their total expenditure by bor-
rowing. This may be termed the crux of State budgetary pro-
blems in the United States especially within the lowest-in-
come-group of States with less than proportional share of
the National Resources. Unfortunately too, the poorer States
are obliged to pay a relatively high rate of interest when
their borrowing potential should be enhanced by a reduction
in rates. Thus the debt burden, assumed by all the States
put together, bears an inverse relationship to the tax-ef-
fort they make. The poorer States which exert the highest
tax-efforts are generally the weakest in the payment of in-
terest rates even in relation to their low personal income 1).
The third difficulty arises from the composition of the
State Governing bodies. Ecker-Racz and Labovitz point out
that these are generally composed of lay citizens 2). For a
poor State, this means a lack of professionally qualified
staffs knowledgeable enough in the functional relationshi.ps
of the financial markets. Lay citizens are, of course, un-
versed in the technicalities of complex money-markets and
often lack the specialized skill required in the management
of State borrowing operations with a view to the most favou-
rable credit terms. Moreover they lack the know-how of debt
management and are unable to promote investor understanding
of the quality of State obligations through informative re-
porting. These deficiences result in an inaccessibility of mo-
ney-markets generally experienced by small borrowers. Thus
the blame for inadequate investor interest in State-bonds
is partly related to poorly-organ ized financial reporting
by the borrowing jurisdictions. Potential investors are
thereby unable to ascertain the credit conditions of low-
income State securities. The situation in the high-income
States is, of course, the reverse of all these conditions.
Because of their immense wealth, they find it easy to borrow
even greater sums than they need. The problem in the high-
income States might well be seen as trying to discourage
State borrowing by making the conditions of borrowing much
more difficult than the statutory limitations imposed by the
constitution.
The fourth set of problems relates to the traditional State
exemption from Federal income-tax. The idea is to place
State obligations in a favourable position with Federal se-
curities whereby they can be exempted from Federal income-
tax. The high rate of Federal income-tax combined with a
growing number of investors within the high income bracket
would then enhance the value of the privileged tax-position
of the State-bonds. Experience has shown, however, that the
States tend to supply tax-exempt obligations in excess of
the demand for them with the effect that the practice tends
to be of little value.

1) Ecker-Racz and Labovitz, op.cit., pp. 182-183
2) Ibid., p. 182
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It was particularly seen to be so after World-War II, when
an increasing proportion of total savings was channelled
through institutional organizations to whom the tax exemp-
tion was of no value in so far as they could not pass it on
to their members. It required the President to recommend
that in order to broaden the market for State obligations
there would be a special legislation to permit regulated
Investment Companies with assets in State securities, to
pass on to their stock-holders the tax-exempt status of the
income they received from those securities. This would pro-
vide incentive for such Companies to seek out the obliga-
tions of small jurisdictions hitherto unknown to investors 1).
Alternatively, the State Governments would exchange the
exemption of their securities from Federal income-tax for
a Federal interest subsidy commensurate with the Central
Government's current loss of revenue. For example, if the
annual Federal loss from tax-exemption were equal to l~s of
the total State debt and if the savings to the State due to
the tax exemption were equal to 0.5g, then the State Govern-
ment would find it profitable to forego the tax exemptions
in return for a Federal subsidy. In conclusion, it has been
obsorved that because of the statutory control over their
borrowing powers, the State Governments find it easier to
borrow for capital improvement than for current operations.
This state of affairs has had the effect of stimulating the
interest of the State Governments in depreciation accoun-
ting techniques which emphasizes the fact that the preserva-
tion and control of assets is an important aspect of State
expenditure financing in the United States 2).

3-3. Comments

The brief survey we have just completed has offered us an
opportunity to obtain an insight into the pattern of allo-
cation of governmental functions as well as allocation of
revenue jurisdictions at various levels of US federaJ.. go-
vernment. The insight so obtained will provide a background
against which an exercise about allocation of revenue juris-
dictions between the Nigerian federal and state governments
will be carried out. By way of comparison, Nigeria and the
United States, of course have a federal system of govern-
ment in common. But there are obvious differences which
must be taken into account in an exercise concerned with al-
location of revenue sources to various layers of Nigeria's
government.
It would appear unlikely, for instance, that Nigeria could
successfully maintain a federal political structure which
is exactly similar to that of the United States because the
revenue-yielding capacities of the newly-created states are

1) Ibid. p. 182
2) UN, Budgetary Structure and Classification of Government

Accounts; ST~ECA~8, 15 Febr. 1951, Sales No. 1951, XVI.
3, p. 28
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comparatively too small and some states, at present, have
virtually no appreciable independent financial resources.
Such states would not be able to carry out their governmen-
tal functions on US scale, without a high degree of depen-
dence on the federal sources for financial resources. An
alternative would be to reduce the constitutional functions
of the Nigerian states to a smaller scale than those of the
United States. Such a reduction in the scale of functions
might lead to further changes in the pattern and methods
of allocation of revenue jurisdictions between the federal
and the state governments on the one hand and the alloca-
tion of federally-collected revenue among the states on
the other.
What would finally emerge from an appropriate arrangement
of these issues would certainly be a different federal
structure from that of the United States. It would be a
Nigerian federal structure which would fit better into the
circumstances of the Nigerian society. This conclusion em-
phasizes that the art of political federalism could be dif-
ferent in different circumstances and thus, it would be un-
wise to aspire to adopt a ready-made federal structure. On
the other hand, although a Nigeria-prototype federal struc-
ture would seem more acceptable than anything else, this
would not preclude particular features of other federai
structures from being usefully imitated.
The lesson might be learnt from the US example that a state
government may not depend on the federal sources for its
revenue to an ultimate degree. Similarly, although proper-
ty development was a field of cut-throat competition among
the former regional governments, this attitude might change
as the new states become increasingly aware that property
tax is an important revenue source which mighty be exclusi-
vely open to them. Further, by the US scale, it would ap-
pear that state borrowing operations in Nigeria would be
limited by a scarcity of investable assets. But an awakened
interest in property development and wealth creation at
state levels might reduce the extent of limitation imposed
on state borrowing by inadequancy of investable projects.
Moreover, a clear understanding of what obtains under the
US federal system might throw some light on the formulation
of a different principle for the allocation of federally-
collected revenue in Nigeria, which might be more acceptable
than the principle of "derivation".
The conclusion is that an exercise on allocation of revenue
jurisdictions which would lead to a pre-knowledge of the
amount of resources that could be available to the Nigerian
state governments prior to an allocation of governmental
functions would seem a good strategy and the US example
could provide a useful guideline for such an exercise. The
other way round could lead to an allocation of functions
to the states out of proportion to their financial ability
to perform them, and this might lead to frustration and
further suspicions or mistrust at inter-state levels.
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3-4. An Exercise on Allocation of Revenue Sources to Vari-
ous Layers of Nigeria`s Government

At present the NigeriaiFederal Government is undertaking a
series of exercises on allocation of revenue sources between
the federal and the state layers of the government quite in-
dependent of allocation of governmental functions between
them. The idea is to try to acquire an approximate knowledge
of the probable extent to which revenue resources could pos-
sibly be made available to the state authorities in the
first instance. Later, the knowledge so acquired could form
a useful base for determining the magnitude of functions
that could be constitutionally allocated to each layer of
government. In this section, we will follow the example of
the Federal Government and carry out an exercise about allo-
cation of revenue sources between the Federal Government and
the state authorities independent of allocation of governmen-
tal functions between them.
In undertaking the exercise, however, two main questions
will be closely considered. First, which layer of govern-
ment could collect revenue from certain sources most effi-
ciently ? Secondly, which layer of government is in the best
position to apply certain types of revenue to the benefit
of the people ? Thus efficiency in revenue-collection and
easiness in the application of it to benefit the taxpayers
will form our principal criteria and a guideline to the
exercise.

A. Independent Sources of Revenue
A fundamental controversy in this exercise is whether, in
view of the sort of regional confrontation which has occur-
red in the past in the field of allocation of federally-
collected revenue, it would not seem wise to allocate clean
revenue sources to each layer of government. This would
certainly constitute a departure from the US system;
whether it could possibly work better in Nigeria's circum-
stances would not be known until it were tried out. Thus
the exercise under this heading is mainly an attempt to
separate state revenue sources from those of the Federal
Government. The revenue sources of the local governments
are assumed to be essentially the same as those of the
states although probably on a lower scale.
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i. Export Duties
In the 1973~74 budget speech, the Nigerian Federal Commis-
sioner for Finance announced that "export duties on Marke-
ting Board produce have been abolished with effect from
lst April 1973" 1). The reason for this move seems to be
to allow the farmers to receive higher prices for their
products and, thereby, to increase their incentive to pro-
duce. On the other hand, the Commissioner also announced
that "the financial position of the state governments gives
cause for anxiety .. because all the states are facing
shortage of funds" 2).
Without such an abolition we would propose that the state
governments should collect and retain, for their use, the
revenue from export duties on primary commodities for two
main reasons. First, the state governments could apply
such revenue more easily to the benefit of the producers
at whose expense it was collected. Secondly, it would pro-
vide the initial finance for some states which otherwise
would depend only on federal grants-in-aid. The Federal Go-
vernment appears to have recognized these facts, hence the
Commissioner for Finance further announced that "since the
state governments will suffer revenue loss as a result of
the abolition, the Federal Government will reimburse them"3).
Thus, during the fiscal year 1973~74" an additional 34 mil-
lion Naira (roughly ~ 17 million) is to be paid as non-
statutory appropriation to the states to compensate them
for their loss of revenue arising from abolition of export
duties on Marketing Board produce" 4). A proposal to abolish
taxation on agricultural export produce in Nigeria and to
replace it with petroleum tax was first put forward in 1967
by Professor W.A. Lewis 5). With the revenue from the ex-
port of crude oil at hand, abolition of duties on the ex-
port of agricultural products would seem a wise move at the
present stage of Nigeria's development.
But in announcing the intention of the Federal Government
to compensate the state governments for a loss of revenue
from export duties, the Federal Commissioner for Finance
did not say by which formula such compensation as the Fede-
ral Government might pay would be shared among the states.
From our point of view, such compensation should form part
of the overall distributable grants from federal sources.
In section 3-4 B, we shall put forward a proposal about a
distribution formula on the basis of which a11 such fede-
ral distributable grants to the states might be allocated
among them.

1) Federal Commissioner for Finance. The 1973~74 Budget.As
Summarized in "Press Release" issued from Embassy of Ni-
geria, Wagenaarweg 5, Den Haag, April 1973, p. 2

2) Ibid. p. 6

3) Ibid. p. 2

4) Ibid. p. 5

5) W.A. Lewis, Reflections on Nigeria's Economic Growth.
OECD, Paris 1967, pp. 63-73
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ii. Produce Sales Tax
Produce sales tax is tantamount to taxation on the producers.Therefore, to enable them to be applied more immediately tothe benefit 1) of the producers, the power to levy salestaxes on produce should be left to the State Governments.For purposes of taxation, the term "produce" should be welldefined to include not only the fruits of agriculture, hor-ticulture and silvículture but also semi-processed commodi-ties such as gro~~dnut oil, meal and cake, and the various
forms of rubber . Produce sales tax should be seen as analternative to export duty and therefore, the Federal Go-vernment should refrain from imposing export duties onproduce on which, it has been the particular interest of aState Government to levy sales tax. This would make no dif-ference since the revenue from both tax sources accrues tothe State Governments. A pre-arrangement only, is requiredto avoid subjecting the same produce both to State salestax and Federal export tax. Moving forward from a positionof balance, we now examine the treatment of revenue fromthe export of mineral products which has disrupted the ba-lance in the past and in consequence has aroused immensedomestic jealousies among the non-oil producing regions
which received less revenue from the export of crude oil.
iii. Taxation of Mining and Minerals
In Nigeria "the chief minerals at present being extractedare coal, tin, columbite and oil. Most of the coal is con-sumed internally and plays a significant part in the nati-onal economy. The Federal Government alone is in a positi-on to view the industry in its national context. Tin, co-lumbite and oil are all exported and their extraction isin the hands of overseas companies" 3). The jurisdinctionover mining royalties and rents should accordingly remainon the Federal exclusive list. This means that the FederalGovernment should collect and retain such revenues as ac-crue from the taxation of mining and minerals 4).
1) Cmnd. 481, op.cit. p. 11
2) Ibid. p. 11
3) Ibid. p. 13
4) At present, many oil wells are operated off-shore and asfar as they are concerned our proposals may not run intoserious difficulties. But sometimes wells are operatedinland where fees may be charged in the form of licencesin return for permission to use a piece of land for thatpurpose. In that case there may be some difficulties indetermining which layer of government should collect andretain such fees.

In Nigeria, as well as in many other African societiesthe land belongs to extended families, the present mem-bers of which have the right to use the land and to keepit in custody for future generations. Although a national
government may have a constitutional right to exploit the
minerals underneath, a fee might be paid for preventing
a piece of land from being put to an alternative use in conse-
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iv. Other Commodities
The Fiscal Commission of 1958 explored the possibilities
of imposing Regional sales taxes on a wide range of other
commodities such as textiles, kerosene, bicycles and salt
and found that the pattern of trade was such that the en-
forcement of Regional sales taxes would involve the use
of ineasures that would interfere with freedom of trade.
This view is as relevant with the present Twelve States
as it was with the former Regions. Thus excises on such
commodities should continue to be levied and collected by
the Federal Government. On the other hand, excises from
the sale of electrical energy, local telephone services,
club dues, coin operated devices, lotteries, pools, rentals
and the like, can be easily collected by the State government
without impeding inter-State trade.

v. Motor Fees ~ Licences
Fees and licences would normally fall within the revenue
jurisdiction of the State Governments. But the Federal Go-
vernment would control fees and licences within the terri-
tory of Lagos, now given the status of a State. It is how-
ever, arguable whether fees and licences should be regar-
ded as defraying the cost of promoting road safety through
an elaborate system of inspectorate which is normally es-
tablished at the expense of the Federal Government. Or
whether they should be seen as defraying the cost of road
maintenance which is the responsibility of the State Go-
vernment~. This source of revenue would be proposed for
the State Governments on the grounds that they can operate
it witho~ difficulty and the Federal Government can afford
to do without it.

vi. Personal Income Tax Jurisdiction
One clause which has bedevilled the Nigerian income tax
system is contained in the sentence "..... we are sure
that it is the general wish in Nigeria that a smoothly-
working system should be evolved, which is suited to the
special circumstances of the country and capable of being
administrated with such resources of qualified staff at
all levels as are available" 1). In stretching the meaning
of the clause "which is suited to the special circumstances
of the country" to its most logical limit, the 1958 Fiscal
Commission recommended one type of personal income tax sys-
tem in one part of the country and another in other parts
of the same country.

quence. In our view, a state government would appear
to be in a better position to collect such a fee with-
out difficulty and to apply the proceeds more easily
to the benefit of the people and in the development of
the land. We would, therefore, propose that such a fee
be collected and retained by the state authorities.

1) Cmnd. 481, p. 18
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The Commission recommended in the Northern Region, the con-
tinuation of an archai~ system of personal income taxation
which it fully realized was out of all touch with the inter-
nationally acceptable principles of taxation because "the
structure of the Native Authorities in the Northern Region
is to a large degree dependent on the existing system of
direct taxation ..... " 1), thus protecting in 1958 the
same system which Lugard had endorsed in 1904. .
The same Commission recommended the introduction of new in-
come tax laws which had been initiated by the Eastern Regi-
onal Government and were being copied by the Western Region
on the ground that "valuable experience has been gained" 2).
This was to become the most important argument in favour of
a decentralized tax system. Another was to leave the Regi-
ons in control of an expanding source of revenue and to
avoid posing the Federal Government with difficult staffing
problems. Accordingly, the Commission defended "the right
of each Regional Government to prescribe such rates of tax
and such a scale of personal allowances as it may consider
appropriate in the individual circumstances ... . as well
as the rights of the Regional Governments to decide upon
their own methods of assessment or administration" 3).
But the Regional Rights were to be exercized concurrently
with those of the Federal Government on the following spe-
cific issues to ensure uniformity in treatment:

a) the definition of taxable income and the basis of
charge;

b) the period of assessment;
c) the taxation of income remitted to Nigeria from over-

seas sources;
d) the taxation on income accruing in Nigeria to resi-

dents overseas;
e) the approval of pensions and provident funds for tax

purposes;
f) the treatment of dividends;
g) the taxation of partnerships;
h) the type of information to be exchanged between one

tax authority and another 4).

It is not certain, however, that the Regional Governments
would accede to sharing their rights with the Federal Go-
vernment in specific issues while exercising them indepen-
dently on all other issues. In any case, the above speci-
fic issues bear no relevance to the central issue of deve-
loping a national tax system, so stressing them was just a
case of placing emphasis where no emphasis was required.

1) Ibid. p. 19
2) Ibid. p. 19
3) Ibid. p. 20
4) Ibid. p. 20
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The overall effect of all these bits and pieces was to pro-
mote competition in the areas where overlapping occurred
in the allocation of income tax jurisdictions and to pre-
serve this field as a constant source of conflict between
the Federal Government and the rest of the Governments of
the Federation. Similarly, the problems of internal double
taxation were intensified while inaccuracy and partiality
became a common feature in the methods of personal income
tax assessment -"many of the wealthier classes in Nigeria
are palpably under-assessed" l~.
Times have now changed and all this should change accor-
dingly. The full extent of the conflict which was promoted
in parts, has been witnessed and seen not to have solved
the problem. The real and lasting solution lies within the
system itself. Thus, from what has been explained, the need
must now arise to develop a principle and to test its ap-
plicability to the real situation. The trend of the argu-
ment makes it clear that the first and most important prin-
ciple that Nigeria requires as a nation is the development
and introduction of a unified tax system that can be recog-
nized and respected in all parts of the Federation. As a
complementary principle, the development of a sense of na-
tional responsibility at all levels of the tax administra-
tion machinery is also a basic requirement.
The second principle is to eliminate the chances of tax
discrimination and evasion that now exist everywhere in
the country and to increase the receipts from personal in-
come tax sources by allowing the new system to resist the
demand for indiscriminate tax reliefs and allowances.
The third principle is the adoption of the technique of
progressivity in the assessment of income tax so that various
income groups bear the appropriate tax burden which is re-
lative to their income. As a consequence of all these,
fiscal operations would become a valuable instrument of
economic policy well within the control of the Federal Go-
vernment for the purpose of influencing the levels of in-
vestment and expenditure in the economy as a whole. It
should be clear from the arguments that the proposal is in
favour of the Federal Government being the sole authority
to prescribe the rates of personal income tax that should
operate in the entire Federation. The State Governments
then should collect and retain the income taxes accruing
within their borders at the national rates. So we find a
situation here, in which the Federal Government imposes
the rates of personal income taxation but uses the State
Governments to enforce them in order to collect taxes more
easily and at less expense. Thus by this arrangement, the
Federal Government would still be spared the need for an
extensive inspectorate and staffing problems which would
be beyond the available administrative resources, but it
would have succeeded in setting up a national uniform tax
system.

1) Ibid. p. 18
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vii. Property Tax
The US example makes it clear that property tax is number
one revenue producer for the State Governments supplying,
as it were, about 45~ of the State revenue from all own tax
sources. Property tax system has, however, been criticised
for not being responsive to fluctuations in the level of
employment and general economic activity. This partly ac-
counts for its dominant position in the State revenue struc-
ture but the more significant reasons are "the large volume
of new construction and the steady upward trend in the le-
vel of tax rates ....., improved assessment techniques and
reduced tax delinquencies" 1~. Problems of overlapping do
not arise in this field since the Federal Government does
not levy property tax or inheritance tax.

viii. Customs, Excise and Sales Tax Jurisdíctions
Import Duties
The exercise of customs jurisdictions is important from re-
venue point of view as well as from the standpoint of pro-
tection for local infant industries. It is also a means of
maintaining wider international obligations and achieving
specific economic policy objectives such as relate to the
balance of payments and exchange controls which affect the
country as a whole. Therefore, for the purpose of control-
ling the boundaries and the levying of duties on goods
crossing those boundaries, the general power to control,
and tax imports remains with the Federal Government which
also retains the proceeds.

ix. Excise Duties
A further situation which is also different arises with the
sharing of power to levy excise duties between the Federal
and the State Governments. First, the possibility must be
recognized that during the coming years rapid development of
domestic industries may be a threat to Federal revenue from
import duties. Broadly speaking, manufactured goods general-
ly form the bulk of imports; therefore, to obtain compensa-
tion for any possible loss of revenue caused by domestic ma-
nufacturing, the Federal Government should retain the power
to levy excise duties on such domestic manufactures. On the
other hand, the need of the State Governments for a broader
financial base requires that the power to levy excise duties
in selected areas, such as gasoline, admission fees, local
telephone services and so on, be left with the State Govern-
ments. This point will be returned to later, but the chief
argument favours the idea of shared jurisdiction over the
imposition of excise duties, with defined limits, between
the Federal and the State Governments.

x. General Sales Tax
This class of tax is also known by such other names as pur-
chase tax and turnover tax. In Canada, the USA and India,

1) Ecker-Racz ~ Labovitz, op.cit., pp.138-139



-88-

general sales tax has provided the sub-governmental units
with substantial revenue but there is always the fear, espe-
cially in the newly-formed Federations, that leaving the
power over this tax jurisdiction with the States may cre-
ate some constitutional difficulties. Moreover, it would
be undesirable to leave undefined a potential source of in-
ter-State competition that may eventually tend to impede
the free flow of inter-State commerce. It has been said
that the older Federations, where this tax power rests with
the States, gained their constitutions before sales taxes
of the present variety were in use and no specific provi-
sions were made for the allocation of jurisdiction over
such taxes. Therefore, when sales taxes appeared, the con-
stitutional difficulties arising from the exercise of this
power often led to frequent litigation 1).
More expressly, the 1958 Fiscal Commission pointed out that
Canada and the USA differ from Nigeria "in having well-de-
fined and sophisticated distribution systems which permit
the use of general sales taxes charged at the retail stage.
Because such taxes are levied at low rates at the nearest
practicable point to the final consumption of goods, the
difficulties which arise in connection with inter-State
trade are less serious than those which would be experien-
ced in Nigeria" 2). The Commission thus found great diffi-
culties in recommending Regional sales taxes in Nigeria,
pointing out that the bulk of Nigeria's consumption goods
are imported and that it is a perculiarity of Nigerian tra-
ding habits that goods often pass through as many as ten
distributors or sub-distributors before they are finally
sold to the consumer. An important part is thus played by
the market and itinerant traders. Road and river transport are
widely used; both domestic produce and imported goods often
travel vast distances from their original source to the
point of final sale. The pattern of trade has, in general,
little regard to Regional boundaries and the importer, the
internal producer or the manufacturer often has little idea
of the final destination of his goods. A system of Regional
sales tax would therefore run up against formidable diffi-
culties of enforcement and evasion which could only be
solved by methods involving internal barriers and interfe-
rence with the free movement of trade within the Federa-
tion 3). The conclusion now, as it was then, must be to
leave the basic jurisdiction of sales taxes to the Federal
Government to collect and retain the revenue from that
source.

xi. Company Tax Jurisdiction
Foreign Companies operating in Nigeria normally have to re-
gister with the Registrar of Companies in Lagos and also
leave their deposits with the office of the Registrar where

1) Cmnd. 481, p. 10
2) Cmnd. 481, p. 10
3) Ibid. p. 10
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all the records concerning such foreign companies are kept.
The Companies are further required to pay their taxes to
the Federal Department of Inland Revenue in Lagos. In the
past Company tax has been a powerful source of Federal Go-
vernment revenue because of the efficiency with which it
can levy and collect such taxes. In addition, transactions
with foreign companies should normally be controlled by
the national government in relation to its overall economic
policy objectives. Thus this field of operation should con-
tinue to be in the Federal exclusive list. But the taxation
of indigenous Companies can be carried out by the State Go-
vernments with the same degree of efficiency if the Federal
Government should authorise them to do so. Moreover, the
taxation of clubs, partnerships, trusts and other unincor-
porated associations should normally fall within the State
Government jurisdiction by the authorization of the Federal
Government.

xii. Motor Spirit
The Fiscal Commission of 1958 largely endorsed the tax ar-
rangement which existed in respect of motor spirits before
the Commission's reports were issued. That arrangement was
one in which the Federal Government collected import duty
on motor spirits and passed it on to the Regional Govern-
ments on the basis of statutory return furnished by Oil
Companies of the quantities distributed for consumption in
the previous quarter in each Region. Later, the Regional
Governments were free to levy sales tax on petrol distribu-
ted in the Regions at a rate which they were also free to
determine. But the level of the Federal import duty was at
a maximum figure that was agreeable to all the Governments
of the Federation and any Government which was unwilling
to levy further sales tax on motor spïrits consumed within
its territory beyond the Federal import duty was spared the
expense of setting up its own tax machinery 1}.
The situation, however, has now changed; Nigeria now pro-
duces its own petrol, thus removing that item from the im-
port list, leaving sales tax only to be imposed on petrol.
It is arguable whether it is the Federal Government or the
State Governments that should levy sales tax on domestic
petrol. If, for instance, petrol is grouped together with
other domestic manufactures, it would follow from our ear-
lier proposal that the Federal Government should have juris-
diction over sales tax on petrol. But if it is remembered
that this has never been a Federal source of income and
that it is necessary to provide more revenue for the State
Governments, the argument must be in favour of leaving this
tax area to the State Authorities.
But the two-tier tax should still hold good in respect of
other varieties of oil, such as diesel oil, furnace oil and
aviation spirit.

1} Ibid. p. 12
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It has been argued that at the present state of development
in Nigeria it is undesirable that heavy taxation should be
imposed on oil used for industrial purposes, inclu~ing the
generation of electricity and railway operations 1. This
would require that, for taxation purposes, there should be
a differentiation between the use of diesel oil, for in-
stance, as industrial raw material and its use as motor
fuel. Such a differentiation would obviously create diffi-
culties which could be avoided only by imposing a uniform
rate of taxation on oil irrespective of the use to which
it is put. This provision is particularly necessary in view
of the growing popularity of diesel-engined vehicles which
may continue at the expense of petrol consumption.
To sum up, the proposal is that all types of imported oil
other than petrol for which there is now a large degree of
domestic sufficiency, should be subjected to Federal im-
port duties as well as to further sales tax levied by the
State Governments.
However, there must be the provision that the Federal Go-
vernment should return the proceeds from import duties on
oil to the State Authorities and the differences in the
rate of sales tax levied by the State Governments should
not be more than the rates justified by the cost of trans-
porting oil to the final consumption point.
The need for uniformity in the rate of State taxes levied
on imported oil must be particularly stressed to avoid the
possibility of moving oil from one State to another in an
attempt to evade payment of higher taxes. As has been men-
tioned already, differences may be justified on account of
transport costs to move oil to various parts of the Federa-
tion and this may create some problems at the State bor-
ders. Thus the successful operation of the system would
not only require uniformity in tax rates but also the co-
operation of the various State Authorities in overcoming
possible difficulties along the border areas.

xiii. Tobacco
As in the case of the other import items, the Federal Go-
vernment would normally retain its jurisdiction over the
imposition of import duties on both manufactured and un-
manufactured tobacco. For import duty purposes, imported
tobacco comprises unmanufactured tobacco for use in the ma-
nufacture of cigarettes, black fat tobacco for chewing and
making snuff, manufactured cigarettes and cigars, and pipe
tobacco. The 1958 Fiscal Commission objected to the sugges-
tion of allowing the imposition of sales tax on locally ma-
nufactured cigarettes on the ground, among others, that
"80~ of all cigarettes consumed in Nigeria are sold singly
at ld. a stick" and that "in many countries the technicali-
ties involved in taxing tobacco products are considered
sufficiently complicated to justify prior consultation with
the industry before changes in tax rates are made" 2).

1) Ibid. p. 13
2) Ibid. p. 15
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In the United States, some State Governments, at least,
derive revenues from sales taxes on manufactured cigaret-
tes. Others have not levided sales tax on tobacco on the
ground that it would adversely affect local tobacco gro-
wers. But there is no reason why a State Government in Ni-
geria should not derive substantial revenue from sales tax
on domestic manufacture of cigarettes out of unmanufactured
tobacco which has been subjected to Federal import duty.
The recommendations in this area of taxation in 1958 were
as follows:
1) the proceeds of the import duty and excise duty on ci-

garettes and other manufactured products, and the im-
port duty on Black Fat tobacco, should be returned to
the Regions on the basis of trade returns of quanti-
ties distributed in each Region and in Lagos for con-
sumption;

2) the proceeds of the import duty on unmanuf actured to-
bacco used in manufacturing cigarettes, etc. on the
basis of returns furnished by manufacturers of the im-
ported tobacco content of the quantities of cigarettes
etc. distributed in each Region and Lagos for consump-
tion 1) .

xiv. Beer, Wines and Spirits
Commercial production of wines and spirits in Nigeria is
still at its infant stage and the demand for beer is not
yet being fully satisfied with the supply from domestic brewe-
ries. Thus, as far as liquor is concerned, import substi-
tuttion strategy has not had much effect. Whether imported
or locally made, the important feature of liquor trade in
Nigeria is that a large proportion of it is distributed
through undefined channels. Dealers simply purchase the
commodities from importers or breweries and then transport
them over long distances for resale in other parts of the
country. Both importers and manufacturers are often unaware
of the final points where liquor is sold. Clearly, it would
be a difficult task for a State Government to levy tax on
liquor and be able to enforce it. The Federal Government
is the only authority in the nature of things to collect
taxes on liquor with a large degree of efficiency. Even in
future when local production of liquor expands, it would
still be left within the Federal jurisdiction to levy and
collect excise duties on liquor in compensation for the loss
of revenue arising from the diminishing rate at which li-
quor would be imported.
This proposal broadly agrees with the recommendations of
the 1958 Fiscal Commission on this issue. That Commission
concluded that "the widespread movement of beer throughout
the Federation means that it is virtually impossibl.e to
obtain returns which accurately disclose the quantities
distributed in the different Regions. The same difficulty

1) Ibid. p. 16



-92-

would arise in respect of imported liquor. For these rea-
sons we recommend that the attempt to allocate the beer ex-
cise by derivation should be discontinued and that the pro-
ceeds of import and excise duties on beer, wines and spi-
rits should be wholly retained by the Federal Government.
This arrangement has the additional merit of providing the
Federal Government with a source of revenue which is like-
ly to increase ........" 1).

xv. Motor Vehicles
Motor Vehicles are at present being imported into Nigeria
and like the rest of the items on the import list, they
should be subjected to import duties by the Federal Govern-
ment. However, in the Second National Development Plan
1970-74, the Nigerian Military Government has given as one
of its industrial priorities, the establishment of Passen-
ger Motor Vehicle Assembly and related industries in the
country. When this begins to operate, it would be a ques-
tion of which Government, Federal or State, should levy
purchase tax on finished Motor Vehicles. Bearing in mind,
however, that Federal Government expenditures on inter-
State highway construction will increase as more Vehicles
are put on the road, it would be reasonable to assign this
tax source to Federal jurisdiction. Pending the completion
of domestic Motor Vehicle Assembly plant, the Federal Go-
vernment would continue to collect and retain import du-
ties on imported Motor Vehicles.
A summary of this exercise is given in Table 12 which, com-
pared with

TABLE 12

Proposed Allocation of Revenue Jurisdictions

Federal Government

Import Duties
General Excise
General Sales Tax
Tobacco
Beer, Wines and Spirits
Motor Vehicles
Foreign Company Tax
Mining Royalties and Rents
External Borrowing

State Governments

Export Duties
Selected Excise
Produce Sales Tax
Motor Spirit
Fees and Licences
Personal Income Tax
Property Tax and Estate Duty
Indigenous Company Tax
Limited Internal Borrowing

1) Ibid. p. 16
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Table 1, brings out 1) the difference between these propo-
sals and the Fiscal recommendations in 1958.
The main problem created by those recommendations was the
provision that the proceeds from the various revenue sour-
ces under Federal jurisdiction were to be shared, first be-
tween the Federal Government and the former Regional Govern-
ments and then among the Regional Governments on the basis
of derivation. "Derivation" together with its complementary
system of Distributable Pool, was the naughty word which
led to claims and counter-claims and later inspired bad
faith, the exercise of which, inevitably, ended in conflict.

TABLE 13

Selected Federal Excises Proposed for Further Transfer to
the States

Gasoline
Cigarettes
Admission Fees
Local Telephone Services
Sales of Electrical Energy
Club Dues 8~ Initiation Fees
Coin Operated Devices
Lotteries, Pools, etc.
Rentals 8~ Safety Deposit Box

It is therefore, essential that this destructive word should
be excluded from any future fiscal arrangements and as far
as possible, overlapping should be avoided in the alloca-
tion of revenue jurisdiction between the Federal Government
and the State Governments. Dr. Adedeji has recently pro-
posed a new model, which Table 14 presents, as an alterna-
tive to that illustrated in Table 1. He has assigned six
areas of revenue jurisdiction exclusively to the Federal
Government. The proceeds from four of them are to be shared
first between the Federal Government and the State Govern-
ments and then among the State Governments. Export tax is
to be collected by the Federal Government and returned to
the States in full and the Federal Government is to collect
and retain Company tax. The State Governments are assigned
three areas of exclusive revenue jurisdiction and the pro-
ceeds from them are also retained by the State Governments.
Federal and State Government powers run concurrently over
General Sales Tax jurisdiction.

1) See Chapter One, section 1-2F
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TABLE 14

Adede~i's Suggestions on Tax Jurisdictions and the Alloca-
tion of Revenue

Tax Revenue Sources Jurisdiction Allocation of Renue

Export tax Federal
Import tax Federal

Excise tax Federal

Company tax
Personal Income tax

Shared among states
Shared between Fede-
ral 8~ States
Shared between Fede-
ral 8~ states

Federal Used by Federal only
Federal Shared between Fede-

ral 8~ states
Mining Rents 8~ Royal-

ties Federal Shared between Fede-
ral 8~ states

Agricultural Produce
Sales tax States

Property tax States

Personal tax States

General Sales tax

Used by the states
alone
Used by the states
alone
Used by the states
alone

Federal Collected and re-
8~ tained by Federal
States or State Authori-

ties

Source: Nigerian Federal Finance, op.cit., p. 260

It must be appreciated, however, that difficulties are simp-
ly inherent in the fiscal relationship between a central
government in a federal system and its sub-Governmental
units, be they States, Provinces, Lander or Cantons. Dr.
Phillips puts it this way: "Whatever the origin of a fede-
ration, whether aggregation or devolution, its establish-
ment at once raises three problems: how to allocate func-
tions rationally; how to allocate taxing powers; and how
to share revenue between the governments of the federation 1).
He has not, however, taken the trouble to present a con-
structive alternative allocation model although he has care-
fully considered the characteristics of: principle of deri-

1) Phillips, op.cit. p. 389
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vation, principle of need, and principle of national inte-
rest. His conclusion is that ...... "no single one of these
principles is superior to all the others. All that can be
said is that any revenue allocation system is likely to be
based on a combination of them (rather than one alone), and
the emphasis given to particular principles at particular
times will depend on circumstances" 1j.
On the other hand Adedeji has not placed such emphasis on
the combination of the principles which are known to have
operated upside-down in Nigeria for over a quarter of a cen-
tury. He has rather tried to simplify the complex system by
allocating defined jurisdictions to the Federal Government
as well as to the State Governments. In the process, however,
his model has not avoided possible overlapping of powers in
certain tax fields. Moreover, it still leaves open the need
for evolving a formula for the sharing of certain tax re-
ceipts, first between the Federal Government and the State
Governments and then among the State Governments themselves.
It can be seen that the practical working of Adedeji`s model
would require a further use of elaborate Fiscal Commissions
whose recommendations may, in fact, be opposed to the appa-
rent simplicity of the model. Our basic approach here is
that if problems cannot be eliminated in a Federal State
fiscal relationship, they can at least be simplified for
easy operation by all interested parties. Opinions would
normally differ on the forms which such a simplication
should take. In our view, one of the means of achieving this
is to be definite in the allocation of revenue jurisdiction
and to allow each party to collect and retain the revenue
derived from its defined fields.
Table 12 has done just that and as a complementary measure,
Table 13 is also definite in proposing some Federal Excises
that are transferable to the State Authorities.
From the above survey of revenue sources, it can be seen
that the item "produce sales tax" which can be levied by
the State Governments is proposed as an alternative to Fede-
ral Export duty, which can be levied and collected on be-
half of the State Governments by the State llepartment of
the Federal Administrative machinery. Another feature of the
present model is the lack of preference given to the mineral-
producing States. The reason is that such preferential treat-
ment is unnecessary especially if such States are already
relatively rich, in which instance the effect of discrimina-
tion in the method of revenue allocation is to give more to
the rich and less to the poor. This is the pattern which
has been followed in the past and should now be changed.
On the other hand, if the mineral-producing States are
among the relatively poor group, then the equalization me-
chanism of the Federal grants-in-aid will have the effect
of allocating more to them and this would bring them to the
same position as if they were preferentially treated.

1) Ibid, pp. 390-391
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The principle of equalization with the use of Federal
grants-in-aid is preferred to preferential treatment be-
cause it is applicable to both poor and rich States and
it can satisfy the criterion of giving more to the poor
without, however, promoting the jealousy that would be
aroused by other discriminatory practices.
Finally, as a complementary source of independent revenue,
the State Authorities should be able to establish State-
operated enterprices, the profits from which would accrue
to them.

B. Allocation of Federally-collected Revenues
Even though the preceding section has attempted to a11o-
cate clean sources of revenue between the Federal and the
state-and-local governments by virtue of its role as a na-
tional government, the Federal government will still be in
command of more revenue resources than the other layers of
government. Thus, from time to time, the need will arise
for the Federal government to allocate a proportion of its to-
tal revenue as grants-in-aid to its sub-governmental units.
With the insight obtained from the US system there will be
an attempt in this section to make an exercise about a
formula on the basis of which the distributable funds from
Federal government sources could be allocated to various
state governments in Nigeria. A basic disadvantage in at-
tempting such an exercise, howeve r, is that information
about relevant data abounds with inaccuracies which create
serious difficulties and even doubts'about the usefulness of a
proposed formula. For that reason, we shall present a few
alternatives and discuss briefly the difficulties which
each of them might give rise to and finally we shall
choose out of them a formula in which the difficulties
would appear to be less serious.
If the income capacities of the states and the distribu-
tion of population among them were equal, there would be
little diffículty in dividing out the available distribu-
table funds equally among them as well. But where other
things are not so equal, differences in the major va-
riable factors ought to be taken into account and the
suitability of alternative methods of allocation ought to
be investigated. Example:
1) Allocation on the basis of population
2) Allocation on the basis of average income
3) Allocation on the basis of a combination of

population and average income
Let us examine each alternative in turn. The first crite-
rion considers "population" as a broad indicator of need
and it involves a simple exercise of dividing the amount
of federal funds available for distribution by the number
of the total poulation. The share of each state is deter-
mined by multiplying the quotient by the number of persons
residing in that state.
There are, however, two major obstacles to a possible ac-
ceptance of this criterion. The first is, of course, the
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fact that population-counting in Nigeria is inaccurate and
it would seem unlikely that the result of a calculation
based on incorrect data would be acceptable. Secondly,
even if we assume that there might be such an improvement
in the long run, there is still a further difficulty. The
criterion of population would not take into full conside-
ration the sharp differences that may occur in the earning
capacities of individual citizens living in different
states. From income re-distribution point of view, this
would appear to be a very serious objection to the use of
population as a criterion for the allocation of federally-
collected revenues. Inversely, an implicit assumption that
the level of average income is equal in all the states
would also be unrealistic and unacceptable.
The second alternative is a possible use of an index of
average income as a principal tool for calculating the
share of federally-collected revenues that may be made
available to each state. This criterion considers that dif-
ferences in personal earnings reflect differences in the
revenue-raising capacities of the states. It, therefore,
seeks to correct such differences by attempting to equalize
inter-state block revenues with the use of federal grants-
in-aid. An operation of such a mechanism would require
three types of pre-determined averages which are closely
related. First, a national average income would be obtained
by simply dividing total national income by the number of
total population. Secondly, a state average income would
be determined by dividing total state income by the number
of people living in that state. Thirdly, an average share
of federal distributable funds accruing to each state
would be determined by dividing total distributable funds
by the number of states.
In a high-income state, the state average income would be
higher than the national average and the amount of federal
distributable funds allocated to such a state would be
smaller than the average for all the states. In a middle-
income state, the state average income would be equal to
the national average and the share of federal distributable
funds accruing to such a state would be the same as the
average for all the states. In a low-income state, the
state average income would be lower than the national ave-
rage and the share of federal distributable funds accruing
to such a state would be bigger than the average for all
the states.
The main difficulty with the use of average income as the
criterion for the allocation of federal distributable funds
to various states is that the averages do not reveal diffe-
rences in the population content of the states. It rather
assumes, implicity, that the distribution of population is
equal in all the states. This is, again, an unrealistic as-
sumption and a formula determined on the basis of such an
assumption would be unworkable in practice.
A third alternative is to combine the criterion of popula-
tion with the criterion of average income. The one is used
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as a broad indicator of need and the other is used to neu-
tralize the adverse effect of income inequalities on a low-
income state. We may try to illustrate the possibility of
combining the two criteria into a single formula with a
case of three states which differ in respect of population
as well as in respect of average income.
Let us use the symbols A, B, C to describe three federated
states; and let us imagine that the population is distri-
buted among them at the rate of 50, 20 and 30 respectively.
Further, let us use the number "100" as an index represen-
ting the level of a pre-determined average income for the
three states. Suppose, moreover, that in state "A" the in-
dex of average income is "110" and th~t in state "B" the in-
dex is "90" and that it is "90" again in state "C". Assum-
ing that about 10~ of the aggregate income of the three
states were available for re-distribution among them; the
question now is, by which distribution formula may the
available distributable funds be best allocated among the
three states, bearing in mind their differences in respect
of population and in respect of average income ?

I. Data for our three-state Nation

National Average Income - 100
Total Population - 100
Aggregate National Income - 10,000
Distributable Grants - 1,000

II. Data for the States

Popula- Income - Total
tion x capacity - income

A........ 50 x 110 - 5,500
States B........ 20 x 90 - 1,800

C........ 30 x 90 - 2,700

Aggregate Income 10,000
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III. Distribution Calculations

50
100

States ~ B

x 100
110

20 100
' 100 x 90

30 100
C " " 100 x 90

Total Distributable Grants 1,000 (100~)

IV. Distribution Formula

"State Pop. x National Aver.Income x Available Distribu-National Pop. State Average Income

table Grants - State Grants-in-aid from Federal Sources".

If the distributable funds were allocated on the basis of
population alone the result would be:

A ......................... 500
States B ......................... 200

C ......................... 300
Total Distributable Grants .......... 1,000

By the population formula, state "A" would have an undue ad-
vantage over states "B" and "C". On the other hand, if the
distributable funds were allocated on the basis of average
income alone, the distribution would be made in the ratio
of 90 : 110 : 110 for states A, B, C respectively and the
result would be:

A ......................... 290
States B ......................... 355

C ......................... 355

Total Distributable Grants .......... 1,000

x 1,000 - 450 (45~)

x 1,000 - 220 (22~)

x 1,000 - 330 (33~)

By the criterion of "average income" state "A" would suffer
an undue disadvantage while states "B" and "C" would each
have an undue advantage over state "A".
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At present, the Nigerian Federal Government is experimen-
ting on a different combination wehereby the first half of
the total distributable grants is allocated to various states
on the basis of "equity" and the second is allocated on the
basis of population. The principle of "equity" means that
the first half of the distributable funds is simply divided
out equally among the states. Let us apply this experiment
to our example and see what difference there could be in the
outcome:

First half of dis- Second half of dis-
stributable grants tributable grants Total
(on equity basis) (on population bas.)

A....... 166.7 f 250.0 - 416.7
States B ....... 166.6 f 100.0 - 266.6

C....... 166.7 f 150.0 - 316.7

Total ....... 500.0 f 500.0 - 1000.0

By the Nigerian Federal Government experiment, state "B"
would have an undue advantage over states "A" and "C". This
difficulty is caused mainly by dividing the first half of
the distributable funds on the basis of equity, because an
equity principle implicity rejects that differences exist
in the income capacities of the states. Therefore, the prin-
ciple of equity would not be considered as part of an accep-
table formula for the allocation of distributable funds
among the states.
A final possible combination would be to allocate the first
half of the distributable funds on the basis of "average in-
come" in place of equity principle while the second half
continues to be allocated on the basis of population.

First half of dis- Second half of dis- Total
stributable grants tributable funds
(on the basis of (on the basis of
average income) po pulation)

A....... 145.0 f 250.0 - 395.0
States B ....... 177.5 f 100.0 - 277.5

C....... 177.5 f 150.0 - 327.5

Total ....... 500.0 f 500.0 - 1000 . O
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Still the outcome gives state "B" an even greater undue ad-
vantage over states "A" and "C" because, as we explaíned
above, the criterion of population and that of average in-
come have a built-in difficulty. Thus, by this method of
combination, the difficulty which is inherent in both cri-
teria can become more serious. On the other hand, by combi-
ning Loth criteria into a single formula in the manner we
have calculated above, the difficulty can be made such less
serious.
It follows from the illustration given that as economic and
demographic conditions change so would the result yielded
by our Distribution Formula alter. In other words, the for-
mula has a built-in dynamic characteristic which would con-
stitute a significant departure from the old static prin-
ciple of "derivation". It might well be that a formula like
ours could throw a new light on Nigeria's long-standing re-
venue allocation problems. In view of such a possibility we
would propose that our method of calculating the share of
federal distributable grants accruing to each state be given a
fártrial in place of "derivation principle". This proposal is,
of course, made on the provision that the quality of popula-
tion-counting and that of other data relating to national
accounting in general will be improved in such a way as to
be more reliable for use in this sort of exercise.
Inspite of the problems of incorrect population counting in
Nigeria and the difficulties of inaccuracies of other nati-
onal data, Dr. A. Phillips has made a significant attempt
to compute an index of inter-state inequality in the allo-
cation of distributable grants from Federal Government
sources in each of the fiscal years 1968~69 - 1971~72. The
index is computed in such a way that the higher it is, the
greater the degree of inequality and he did the computation
by "weighting each Region's percentage share of the distri-
butable grants by its share of Nigeria's total population"1)

TABLE 15
Problems of Inegualities in the Allocation of Federal Go-
vernment Distributable Grants

1968 69 1969 70 1970~71 1971~72
Distributable grants as ~
of total Federal Revenue 35.3 41.2 35.2 26.5
As ~ of total Reg.Revenue 67.6 74.7 79.4 74.6
As ~ of total Nigerian Rev. 30.2 35.3 31.1 24.3
Index of Inequality: ~ co-
efficient of variation 71.0 43.6 43.6 31.5

Source: Derived from Phillips' Study, op.cit. Table 3,p.405

1) Op.cit. p. 407
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From his accounts, an index of inequality or, as Phillips
also calls it: "a co-efficient of variation" may be defined
as a ratio of the standard deviation to the mean of distri-
bution p f federal grants-in-aid to various state govern-
ments 1).
From Table 15, it can be seen that the average index of in-
equality in the distribution of federal grants during the
four fiscal years 1968~69 - 1971~72 was about 48~. We may
recall that during this period the Federal Government was
already experimenting on the suitability of allocating one
half of the distributable grants on the basis of equity and
the other half on the basis of populatión. We have shown in
our illustration above, that this principle of allocation
of funds is capable of giving an undue advantage to some
states against others and therefore we would accept Phil-
lip's indices of inequalities without necessarily agreeing
with their magnitude.
According to our "distribution formula" if the distributa-
ble grants were, say, 50~ of direct tax receipts and if, as
we shall advocate later, total direct tax receipts were 20~
of national income, the the distributable grants would be
of the order of 10~ of national income as we have used in
our exercise. And, according to Phillip's calculations, if
the differences in inter-state distribution of federal
grants continued at the margin of 48~ from the average, the
re-distribution effect of our "distribution formula" could
involve 4~ - 5~ of national income. Depending on how big
the national income itself would be, a re-distribution of
4~ - 5~ of it would appear to be more acceptable to the
country as a whole than what obtained before under the prin-
ciple of derivation.
On the other hand, we do not lose sight of two problems
that may arise from our "distribution formula". The first
difficulty refers to the administrative problems that may
be involved in re-calculating the averages at national and
state levels every year. This difficulty has a bearing on
the second one which refers to the problems of population-
counting. In the past, populationg-counting has been an
area of political cheating in Nigeria and in the future it
might continue to be difficult to obtain satisfactory popu-
lation figures which will be acceptable to all parts of the
country unless census is supervised by an external body
like the United Nations.
Once the population figures are made acceptable, it will
not be necessary to re-calculate them until the next round
of census although in practice some re-adjustments will
normally be made in the interest of the nation as a whole.
A further difficulty would rather appear in the form of
considerable time-lags in publishing relevant national data.

1) Ibid. p. 407
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It is a matter for the administrative machinery itself to
appreciate the value of "speed and accuracy" in publishing
the necessary information.
Finally, in view of the increasing role in the field of
income re-distribution which the Federal Government might
be called upon to play in future, the operations of the
"distributable Pool" system would need to be strengthened.
For instance, a percentage of total direct tax receipts or
a percentage of total national income could be deemed as
distributable among the states in each financial year.
Such a pre-knowledge of the probable magnitude of the dis-
tributable funds might have the effect of helping the dis-
tributors to operate the system more quickly and easily;
in other words, more efficiently.

C. Borrowinq
Domestic borrowing could be a good thing for a state with
attractive investible assets; it could, for example provide
a means of breaking a vicious circle caused by capital
deficiency in the private sector through a principle of
"rolling-over". This principle considers that small sa-
vings of the private sector are not enough to finance a
certain scale of industries but, rather than subsidize
such industries for an unduly long time, a state authority
could use its internal borrowing operations to establish a
number of them and then sell them over to private owners
who would gradually and steadily pay-off the cost. The ad-
vantage of the principle of "rolling over" is obviously
the provision of capital to private sector and a starting
of industries with considerable risk to small savers. If
the industries are of the large-scale type which could not
be privately owned, the general public will be likely to be
encourage to buy shares if the success of the industries
is already evident, thus making it possible to channel
small savings into productive investment.
If related to foreign capital, the principle of "roliing
over" could be a means of transferring capital from fo-
reign sector to the private sector of the domestic economy
with a minimum of problems. Thus, it follows that through
this principle, capital deficiency in the private sector
could be supplemented by public borrowing and could be
smoothly managed. As a rule, however, such domestic borro-
wing should be undertaken only for the benefit of revenue-
yeilding investments whereby the profits can be used to
cover interests and amortization charges on the loaned
capital. This means that state current expenditures should
be financed from taxation.
In many countries where budgetary reforms have taken place,
particular importance is attached to the practice of borro-
wing for productive investment. For instance the Swedish
concept of "financial soundness" of government transactions
is measured by the change in national assets resulting from
such transactions. If revenue-yielding investments are fi-
nanced by borrowing, they induce an increase in national
assets; but if proceeds from borrowed capital are used in
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maintaining existing assets, there can be no such increase
in total assets. In so far as a state may borrow to finance
capital improvement with a limited life, the debt so incur-
red must also be retired over the period of use of the im-
provement or the burden will rest upon future generations
of taxpayers who may no longer enjoy the benefits of the
particular improvement.
Moreover, a state or local government which fails to retire
debt may later reach a stage where it cannot borrow any
longer if the total amount of debt reaches a level beyond
the capacity of the government to meet interest payments at
tolerable tax rates. A point may even be reached where ac-
tual default may occur but a state government with less
responsibility for maintaining economic stability than the
national government may not have a problem of such magni-
tude. As a safeguard, however, some states in the United
States, Michigan for example, "must vote on every increase in
indebtedness which requires an increase in the tax rate for
purposes of debt service" 1). Also there is a debt limit
for the Federal Government but this has never proved to be
a real limit, since Congress has always extended it.
An old means of debt redeption is through a system of sink-
ing fund which requires the government to make payments in-
to it during the life of each issue. Before the bond issue
is mature, the accumulated sum plus the original payment
will be expected to be sufficient to pay it off in full.
But it has also been remarked that this system sometimes
leads to laxity, since a sinking fund can be tapped for
other purposes, or payments into it may not always be made.
As an alternative, the serial system has been used with
much success because the maturity dates of serial bonds
are spread over a period of years and a certain amount
falls due each year. The issue is then redeemed without a
resource to sinking fund methods in much the same way as
the method o.f "rolling-over".
As far as Nigeria is concerned, however, an existence of
what W.J. Stevens has termed "project gap" may impose a
severe restriction to the extent of domestic borrowing by
many of the newly-created states. This term appears to
have been recently coined in development literature to des-
cribe a situation where a shortage of investable projects
exists relative to availability of funds. Waterston points
this out in the case of Nepal where between 1957 and 1961
only one-third of the country's authorised expenditure was
actually spent and between 1962~63 and 1964~65 actual ex-
penditures were just two-thirds of total budget expendi-
ture estimates of the then development plan Z). Moreover,
Stevens records that in 1962, France was unable to spend
40~ of the money voted for navigable waterways, 62~ of the
money voted for fishing ports and 78g of the money voted
for administrative buildings. He further points out that
an underspending of government money is a familiar feature

1) Taken from Prof.Stolper's Comments on the First Draft of
this Chapter.

2) Op.cit. pp. 300-306



-105-

of Italian government 1). In the developing countries of
Africa, Asia and Latin America Stevens sees unspent govern-
ment money as a sign of limitation in the capital absorptive
capacities of their respective economies. This limitation
may be a result of economic or non-economic factors which
are present in those societies. The non-economic factors,
for instance, would include political instability, institu-
tional and socio-cultural restrictions and so on.
Economic factors, on the other hand, would include the smal-
ness of the domestic markets for certain types of produc-
tion. In addition to all these, Schatz has drawn attention
to other restrictive factors in West Africa in general and
in Nigeria in particular. First, African entrepreneurs have
immense difficulties in getting purchased equipment delivered
in a reasonable time in proper working condition and with
all the necessary ancillarly tools and supplies. Secondly,
they have difficulties in finding competent personel for
servicing or repair jobs. Thirdly, there is an intolerable
degree of slowness and irregularity in the delivery of raw
materials and intermediate goods and fourthly, administra-
tive inefficiency and certain excesses of junior officials
are a particularly difficult problem 2). The same problems
could also confront a governmental unit. A possible solu-
tion to some of these problems will be discussed in Chapters
Four and Five; though, it may be remarked that a total so-
lution to them would require further discussion than would
be appropriate within the scope of this study.

D. General Remarks
The exercises we have carried out in this Chapter call for
the following final remarks: first, revenue-sharing to dif-
ferent units of government may be seen as a suggestion
which might lead to a minimum inter-state confrontation
which characterized the former regional structure. From a
policy standpoint, however, this suggestion might raise some
doubt about the desirability of allocating automatic revenue
sources to state and local authorities for their own use
without a restriction on the use of that fund. This is one
aspect of the problem of political federalism which is also
being widely discussed at present in the United States. The
only possible answer now is to assume that in practice, the
problem might be a lot simpler than it appears when exagge-
rated in theoretical discussions.
With particular reference to income taxation, the suggestion
put forward in the exercise does not reject the well-informed
opinions of authorities on Nigeria's affairs that a piggy-

1) W.J. Stevens, Capital Absorptive Capacity in Developing
Countries. Unpublished Ph.D. Thesis, University of Lou-
vain, Brussels, 1971; footnote on p. 103

2) S.P. Schatz, Economic Environment and Private Enterprise
in West-Africa. Economic Bulletin of Ghana, Vol.VII, No.
4, 1964. Reprinted in NISER Series No. 6, pp. 44-56
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back income tax by the states is a good thing since it is
easy to collect. But, implicitly, the exercise also sees
a nationwide rate of income taxation as a good thing,
since it would tend to deter unnecessary inflow of popu-
lation into areas where the rate of personal income taxa-
tion might seem lower. Moreover, a nationwide rate of ta-
xation would ensure that people who earn the same level
of income bear the same tax burden irrespective of the
state in which they reside.
The second remark concerns allocation of federally-collec-
ted revenues to other units of government. According to
our exercise, population appears, to be a readily avail-
able broad indicator of need and, this being so the neces-
sity for improved quality of demographic information ap-
pears to assume an urgent proportion. After all, whether
allocations are made through the familar system of Dis-
tributable Pool or directly on the basis of population,
it is "people", not just the state or a local government
unit, who benefit from them. The same urgent need for im-
provement extends to other aspects of national accounting
such as the position of the balance of payments, invest-
ments, consumption and so on.
The third remark concerns borrowing. External borrowing
is already an exclusive federal field and the government
has the power to set its own limit. On the other hand,
the extent of availability or, for that matter, scarcity
of investable projects would determine the limit of dome-
stic borrowing, especially by state and local authorities.
Finally, we have argued that it would not make much sense
to aspire to adopt the federal structure of another coun-
try because of differences in financial capabilities. But
this does not reduce the degree of admiration we hold for
particular features of other federal systems which could
be usefully imitated. For instance, the ability to derive
a high proportion of their revenue from own sources ap-
pears to reduce the urge to scramble for federally-collec-
ted revenue among the state governments of the United
States. The feature could well be imitated in Nigeria by
experimenting on the following suggestions: The functions
of state and local government units should be limited to
an extent where about 50~ of their budgetary expenditure
requirements could be financed with revenue from own tax
sources. The remaining 50~ could then come from federal
government sources supplemented, where possible, with li-
mited domestic borrowing.
Even at this point, it is still premature to conclude that
what would finally emerge would be a strong or a loose fe-
deration and to argue on the merits of one over the other
would seem an idle speculation. But we might hope that
the civil war has taught the lesson that the handling of
government functions requires "a fellow-feeling; an esprit
de corps; a concern for good results in performing the
functions that cut across geographical boundaries. The
function, not the unit of government, becomes the concern
and in the handling of the functions the various staff
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members even develop some resistance to interference by theunits of government of which they are a part; the intra-
functional group loyalty tends to gain the~~~~cendancy over
loyalty to a particular unit of government . If the les-son is well learnt, what will finally emerge might differfrom a unitary system mainly in name.

3-5. Conclusion
A short and simple conclusion that may be drawn at the end
of Chapter 3 is that an outright adoption of a"ready-made"
federal structure would not seem to be a good political
strategy for Nigeria. If that were to happen, it might cre-ate difficult problems from two major points of view.
First, it might lead to allocation of functions to the sub-layers of government out of proportion to their financialmeans of carrying out the duties. Secondly, a failure toperform their functions satisfactorily might create frustra-tions at the lower governmental levels; the sub-units fin-ding themselves in such difficult positions might, oncemore, resort to claims and counter-claims against the Fede-ral Government.
On the other hand, if the exercise were to begin by matchingfunctions to resources which can be made available to the lowerlayers of government, a Nigeria-prototype structure might
emerge and that structure would appear to be the most appro-
priate one for Nigeria. But this would not prevent some
particularly useful features of other federal structuresfrom being imitated and possibly adapted to fit into Nige-rian circumstance. At this stage, however, it seems prema-ture to speculate on whether Nigeria would be heading to-wards a formation of a strong or a loose federation. Thesystem should, rather, be allowed to find its own appropri-ate level.

1) Ecker-Racz and Labovitz, op.cit. p. 175



CHAPTER FOUR: PROBLEMS OF ALLOCATION OF FEDERAL OUTLAYS---------------------------------------------------------------------------------------------------------------

Introduction
Up to this point, the argument has centred around the
problems which are inherent in the principle of deriva-
tion as the basis on which Federal Allocations are made
to various parts of Nigeria. This, however, presents
only one side of the whole problem. The other side of
it is the problem of distributing federal outlays. To
many students this does not constitute a distinct part
of the same problem and, therefore, they often fail to
separate one fromthe other. We attempt this separation
here because of convenience of exposition and also
because it offers the chance for a much more concentra-
ted analysis. This other side of the problem is contain-
ed in the principles on which federal outlays have been
distributed such as the principle of "even progress",
the principle of "needs", the principle of "national
interest" and the principle of "balanced development".

4-1. Problems of Definition and Application of "Even
Progress" in the Distribution of Federal Expend-
itures

First, what is "even progress"? At face value this con-
cept would lead one into imagining a situation where
development, as it were, is evenly spread at a pre-
determined rate, all over the entire areas of a country.
But in recommending the principle, the Phillipson Fiscal
Commission originally defined "even progress" as the
principle of "giving relatively more to backward areas
to enable them to catch up with the rest"1). This ideal
is not as simple to put into practice as it appears on
paper especially where, as in Nigeria, there is a clear
absence of national consciousness among the various
ethnic and tribal groups. To reduce the chances of mis-
application and mis-interpretation, the Commission should
have been definite on the following related issues:
- How would "giving relatively more" help the backward

areas to catch up with the rest?
- What complementary conditions would be necessary to

enhance the process of catching up when more is given
to the backward areas?

- Which areas are considered backward in respect to
what economic, political or social conditions?

- What should be the criteria for determining backward-
ness, who whould determine it and after how long
should "catching up" be deemed as having taken place?

1) Cmnd. 481, op.cit. p.3.



-109-

Moreover, how would the principle of "even progress"
affect the agricultural sector, which is Nigeria's main-
stay? Groundnut, for instance, is cultivated annually
and its yields fluctuate with fluctuations in the amount
of seasonal rainfall. Cocoa, on the other hand, is a
permanent tree and its yields fluctuate with fluctuations
in the rate at which diseases attack the pods. How can
"progress" in the cultivation of groundnut be equated
with that of cocoa?
Similar difficulties also arise when one tries to define
the principle of "needs". What is it that is not needed
in a huge underdeveloped country of Nigeria's size?
All over the country there is need for developing the
agricultural sector, there is need for establishing in-
dustries, there is need for education at all levels, and
there is need for transportation facilities, communica-
tion network, provision of power stations and a host of
other varied forms of needs. To allocate revenue or dis-
tribute outlays on the basis of "needs" gives a rather
false notion that some of these requirements are needed
and others are not or that some parts of the country
accept a number of them and reject others. The true
situation is that the needs of the country are so varied
that it is meaningless to define "need", let alone to
use it as a formula for the distribution of outlays.
An earlier attempt than this study to define the prin-
ciple of "need" has these comments to make:
"It is likely to divert resources in order to even-out
disparities between sections of the country. But it is
likely to lead to resentment on the part of the richer
regions, who may complain at having to subsidize the
poorer. The principle thus harbours a politically des-
tabilizing element. Besides, the poorer regions may lose
the incentive to increase their tax effort to raise
revenues on their own. But perhaps a more fundamental
problem is how to ascertain need. What isthe criterion
of need? Population, the level of essential social ser-
vices, the size of the budget deficit and a host of
other indicators come to mind, but none of them is fool-
proof nor likely to be generally acceptable"1).
The principle of "national interest" is equally diffi-
cult to define. What is it that does not contribute to
national interest? Is it the agricultural sector, the
private enterprises, the industrial sector or the popu-
lation of the country? How can a policy-maker truly dis-
tinguish or, for that matter, discriminate between what
is and what is not national interest in a country where
the government provides leadership in practically every
aspect and where it is, in fact, difficult to draw a
non-arbitrary dividing line between the private and the
public sector. A better approach would have been some
kind of ranking showing in what order the government
should try to attend to all the interests.

1) Phillips, op.cit. p.391.
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Phillips again comments that it "is even more nebulous,
capable as it is of many interpretations and much more
difficult to express in quantitátive terms. On the other
hand, he sees this principle as capable of achieving a
delicate balance between equity and the needs of nation-
al economic and political growth and stability. But he
recognizes that uncertainty of interpretation remains
its great weaknessl).
The principle of "balanced development" on the other
hand, would have offered some hope had it been defined
in relation to the economic sectors rather than in terms
of political regions. To achieve "balanced development"
between the private and the public sector, or between
the agricultural and the industrial or commercial sector
would, for instance, lead one into thinking in terms
of the number of new jobs created and the pattern of
population re-distribution. In a more political fashion,
Dr. B.N.Gupta has stated in relation to India, that "the
economy will be balanced when social wants are satisfied
individually or in case individuals cannot satisfy their
wants by their own efforts, the State arranges for that;
there is improved distribution of wealth and income to
desired ends; there is high level of employment and
price stability; the rate of capital formation and in-
vestment is sufficient to maintain that high level of
employment and the level of output is also high to ful-
fil the requirements of the community"2). In Nigeria,
the concept of "balanced development" has not been de-
fined beyond that of saying that three factors besides
continuity should be allowed for3).
First, the minimum responsibilities which any government
has to meet; second, population as a broad indicator of
need, and third, the balanced development of the Federa-
tion. Could it be truly said that there is any intimate
relationship between the need for a highway and the size
of the population; or that the need for the preservation
of culture is related to the number of the people? In
practice, the concept of "balanced development" has the
same difficulty of application as the principle of "even
progress" in the absence of further definitions. Thus,
in practice too, all the four principles for the dis-
tribution of Federal outlays have given scope for wider
and more varied interpretations than those originally
attached to them by the different Fiscal Commissions.
Seen from the allocation of revenue point of view, the
situation led to claims and counter-claims and from the

1) Ibid. p.391;
2) B.N.Gupta, Government Budgeting. With Special Refer-

ence to India; Asia Publishing House, London, W.C.2,
1967, p.70;

3) Cmnd. op.cit. p.32.
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distribution of outlays standpoint the pursuit of "even
progress" led to the duplication of low-priority projects
like the textile industry,while the high-priority ones
like the iron or the glass industries, for which Nigeria
has a great potential, were avoided because of difficult-
ies in distributing them evenly among regions.
Perhaps one of the most recent proposals and certainly
the most authoritative view on the whole problem of dis-
tribution of Federal outlays in Nigeria was expressed in
the Federal Ministry of Finance in 1969, where the diffi-
culty arising from an attempt to define these principles
was brought out more clearly in the proposals made by
Chief Awolowo,a "leading contender at the moment for the
Premiership once civilian rule is restored"1).
According to the Commissioner of Finance, "national inte-
rest" is achieved through providing the Federal Govern-
ment with sufficient funds to enable it perform its tasks.
This, unfortunately, is not the definition of "national
interest". The Commissioner also contended that "even
progress" would materialize through the formulation and
the pursuance of permanent and períodic national object-
ives provided that the Federal Government and all the
other governments of the Federation are put in "sufficient
funds" to enable them to carry out the objectives. Again,
this is certainly not the definition of "even progress",
but a condition within which it might materialize. If,
however, funds were that "sufficie~t" the problem of
revenue allocation would not arise. It is rather the
insufficiency of funds that calls for the use of fore-
sight, imagination and direction in allocating them in
an acceptable manner to the various parts. Therefore, to
attempt to achieve "even progress" on condition that
funds are sufficient is extremely unrealistic.
The Commissioner, further, sees it as the bounden duty
of the Federal Government to allocate supplementary
revenues to a State in "need" after being satisfied that
the "need" is genuine. Under the conditions of uneven
distribution of available resources among the States,
the genuine "needs" of some States are bound to be
greater than those of others and in carrying out its
duty to meet those needs, the Federal Government will
have to give more to the poorer States. Unfortunately,
again, the Commissioner missed this point in advocating
that the principle of "derivation" will remain paramount
and legitimately so in the future, the reasons being that
it is dishonest for poor States to insist on sharing the
wealth of the rich ones, and, moreover, doing so will
create disincentive and lead to the withdrawal of efforts
to work in the poor States. Thus, in addition to the
difficulty of definition, the principle of "need" and the
principle of "derivation" are in direct contradition with
each other.

1) Pauline H.Baker, op.cit. p.20.
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So, with the exception of the principle of "derivation"
defined as the act of returning revenues to the States
from which they accrue, the rest of the above principles
are simply a set of goals. But mere setting of goals is
not enough in a situation which requires the application
of criteria and the use of technique that can always be
verified and proved meaningful, not only at present, but
also to stand that test in future. The Nigerian fiscal
system appears to be incapable of such proof and meaning.
It can be said from this background that the pressure
for uneconomic spending to which Professor Stolper has
referred and the desire to have all the direct invest-
ments into one's own areal) are a result of an attempt
to carry through in practice the principles which have
been difficult to define even in theory, coupled with
legitimate political pressures. But such pressures can
be greatly reduced if the principles for the distribution
of outlays are made clear and the criteria for reaching
decision also made familiar to those who operate the
system. Clearly, an effort to secure area development on
the principle of "even progress" is a case of misdirected
policy which has led to all manner of unfriendly rivalry
and has reduced the pace of development in all national
areas. The purpose of this Chapter is, therefore, to sub-
stitute the principle of "even progress" with a stated
objective and to elaborate on the techniques by which
that objective can be achieved.

4-2. "Convergénce of Inter-Region Average Income" in
place of "Even Progress"

As in the case of federal grants-in-aid, our basic philo-
sophy is that it is not the State or the Region, but the
people living in it, who pay tax and enjoy public goods
and services. In other words development is made for man
and not vice versa. Therefore, the ultimate goal is to
reduce, as far as possible, inter-State per capita income
differentials as can best be measured in terms of State
Average Income. This fundamental objective should then
replace "even progress" for the purpose of distributing
Federal outlays among the various parts of Nigeria.
In a static situation where product demands are unchang-
ing, factor supplies are fixed and the state of technolo-
gy is constant, the initial differences in inter-regional
levels of percapita income would tend to be reduce through
the free movement of productive factors and goods. Labour,
for instance, would move towards the higher wage areas
until wage differentials become greatly reduced and in
the absence of labour mobility, capitalflows would have
a strong tendency to redistribute industries by taking
advantage of differences in factor prices until a point
is reached where such differences may be eliminated.
Moreover, the existence of free trade among regions would

1) Stolper, On Growing Together Again, op.cit. p.6.
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tend to equalize the prices of products through which
factor prices would also be equalizedl).
Under dynamic assumption, however, additional shifting
influences emerge. For a start, as income grows, the
demand for non-food products tends to rise much faster
than the demand for food and thus creates a re-distri-
bution of resources from agricultural to non-agricultur-
al industries. This re-distribution of resources eventual-
ly becomes a source of income growth since earnings in
non-agricultural industries normally exceed those in the
agricultural sector. Thus the income differential,which
initially starts off a re-distribution process,also be-
comes the dynamic factor of income growth and should,
therefore, be counted as one ofthe factors which favour
the equalization of regional percapita income.
The second factor for this purpose is technological ad-
vance, which can best be illustrated with the case of
iron and steel industry in the Nineteenth Century.
Richard Easterlin recalls that, initially, the location
of coal deposits played a dominant part in the location
of iron production, but as technological advances de-
creased the importance of coal input relative to iron
ore, the location of the industry tended to shift more
towards the ore deposits. "This was an important factor
in the more rapid growth of iron and steel and associat-
ed fabricating industries"2).
The third, and perhaps even more spectacular than tech-
nological change in the production processes, has been
the development of entirely new products. Outstanding
examples are, in the case of the United States "the
introduction of the automobile, which especially benefitt-
ed the North-East Central Region, the aeroplane, which
was of particular advantage to the Pacific, the develop-
ment of electrical manufactures, which was especially
favourable to the Nort-East Central Areas; and synthetic
textiles and petrochemicals which particularly benefitted
the South3).
Fourthly, resource exhaustion also plays a role in the
process of equalizing regional percapita income. Again
in the United States, an example is provided by the
forests of North-East and North-East Central Regions,
which by the end of the Nineteenth Century, were relative-
ly depleted. As a result, production shifted to the
South and West. On the other hand, the discovery of
oil in the South-West and West and copper in the Mount-
ain region were additions to the resou.rces of those
areas.

1) Ibid. p.6;
2) Richard A.Easterlin, Regional Income Trends, 1840-1950,

See Seymour E.Harris (ed.), American Economic History;
McGraw-Hill Book Company,1961, pp.536-544.

3) Ibid. p.543.
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These are but a few economic facts, which would make
nonsense of the principle of "even progress". They are
the dynamic economic factors which constantly operate
and reflect a gap between inter-regional percapita in-
comes. Today, crude oil is the leading revenue-earner
in Nigeria, but a changed situation may reduce crude
oil to a second position. Britain, which is the chief
importer of Nigeria's crude oil, has already announced
that by the year 1980, she will be able to satisfy about
75~ of her present oil requirements from domestic sources.
Similar developments may take place in other principal
importing countries and Nigeria may be searching for a
different type of mineral to maintain the level of reve-
nue already reached. Such a mineral may be found in an
area virtually unheard of today. Thus in the short run,
the distribution of resources and the movement of fact-
ors may tend to widen inter-regional income differences,
but this is only temporary if essential changes can take
place and lead all processes towards the convergence of
personal income levels in all the regions or States.
Therefore, we adopt the policy of active regional develop-
ment as the proper technique for achieving this objective.

4-3. Regional Development - The Technique for Inter-
- Region Average Income Equalization
Regional development involves a process of orderly and
systematic forecast and recommendations by both public
and private agencies on the necessity for constructive
activities which lead to the achievement of a certain
objective. In the more advanced countries, regional de-
velopment techniques are a contribution of knowledge from
various disciplines. Thus while economists speak of the
flow of goods, money, credit and the location of economic
activities, geographers may regard regional development
as the study of the nature of man's occupation and its
spatial similarities and differences. To sociologists,
it is rather the organization of a society and social
action, and political scientists may view it as an insti-
tution by which plans are made and effected. Psycholo-
gists, philosophers and others may all be concerned with
motivations and the setting of goals, while engineers
and architects may be involved with the physical struc-
ture and forms connected with man's utilization of re-
sources and so on.
Regions, of course, are human creations for the purpose
of analysis, planning and development; therefore, the
number of possible regions is infinite. The extent of
their character, however, depends upon the purpose for
which they are created but two types of regions are
generally recognized. The first are the homogeneous
regions whose similarities from area to area are con-
sidered to be more significant than their differences.
The similarities may include climate, soil, drainage,
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population, language and religion. The second types are
the nodal regions which are areas of concentration of
elements or activities. An urban or metropolitan area,
for instance, is a nodal region, because it is an inten-
sively developed core of a more extensive homogeneous
area.
As a concept, regional development may be defined fromtwo main points of view. The static aspects of it in-clude the development of such tangible and intangiblefeatures of a sub-national unit which have fixed loca-tations, such as land, buildings and population. Its
dynamic aspects, on the other hand, refer to increasedfacilities for the exchange of goods, the transfer ofpeople and the spread of ideas not only within, but alsoamong all such regions as expressed bythe flowl) of
traffic and communication. These lead to regional specia-lization in production through expansion in the provision
of facilities for the handling of goods and the movementof people to, from and within regions, with the effect-ive tendency to maximize output percapita as well as theaggregate national income.
Historically, the term "development area" has been used
to describe the sub-national units where the provision
of such facilities assumes the proportion of urgent need.
The British Parliament, for instance, established the
first Development Commission in 1909 with the aim of
promoting the economic development of the United Kingdom.
In 1945 the Distribution of Industries Act also empowered
a Royal Commission to declare certain regions of the
country as development areas where new factories were
to be built to let, public utility services to be impro-
ved and derelict land Was to be reclaimed and converted
into industrial sites2).
The fact of history does not lend much support to ideal
"even progress" during the transitional period of the
economy; rather the process of world economic develop-ment has experienced the existence of Friedmann's "centre-
periphery structure". At global level, especially during
the 19th Century, the structure was that in which the
centre was initially identified with England from whereit spread laterally to parts of Western Europe and the
North-Eastern part of the United States, all of which
later became the world metropolis. At continental level,
it has been observed that "the level of economic develop-
ment tends to be lowest in the regions furthest removed
from the relatively small areas which developed as the
main European centre of industrial activity, embracing
England and the valley and outlet of the Rhine"3)
This advantage of "centre" is perhaps more clearly seen
at national level and the best example is seen in the
1) Encyclopaedia Britannica, Vo1.19, Edition 1964,p.75;
2) Ibid. p.75;
3) John Friedmann, Regional Development Policy: A Case

Study of Venezuela. Massachusetts Institute of Techno-
logy, 1966, pp. 10-11.
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growth of the Middle Atlantic region in the United
States from where the advantage spread to the Great
Lakes region. Naturally, each country has its own Middle
Atlantic region and the best strategy is first to be
aware of its existence within the national area and then
to concentrate effort on measures which lead to a full
realization of this national advantage.
"In modern Greece, development started in the Athens
region, went towards Saloniki and was later on initiated
in the region of Patras. In Turkey it was first the
Marmara region, led by Istanbul, that became developed.
Then came the Izmir region, and though its development
was interrupted by the population exchange with Greece,
it still ranks among the highest developed regions of
Turkey. The region of central Anatolia, headed by Ankara,
was third to develop; it was followed by the region of
Zonguldak; the former mainly on the basis of public
administration and the latter, founded upon its mining
resources"1).
In Argentina, development started in the North-West
region, which exported its products to miners and sol-
diers in Upper Peru. Later the region of Buenos Aires
started a rapid process of development that went up to
Santa Fé and Rosario and after fifteen years it arrived
in Córdoba2). These examples lend support to the argu-
ment that the regions of a country do not, naturally,
develop at the same speed; rather one or few points of
growth are first established from where development
spreads over the country. In view of this natural process
of development which the experiences of other countries
have confirmed, it would seem unlikely that Nigeria could
possibly achieve "even progress" all over the country:
an attempt to do so would lead to frustration and un-
necessary waste of scarce resources. As Richard Easterlin
has pointed out, there is a point in time when "the
opportunities that constitute the avenues of economic
growth take quite specific forms, and certain groups in
the population are more favourably situated for realizing
these opportunities than others"3).
But the apparent disadvantage of the peripheral regions
is overcome with the strategy of modern industrialization
which is designed to promote regional economic growth
all over the country. Sited within a suitable locational
matrix, the demand for area resources increases as the
input requirements expand, reaching out to the outlying
area and stimulating growth in accordance with the endow-
ments of the regions. Thus the location of industry acts
as the lever for the successive development of the newer

1) J.Hilhorst, Regional Development Theory: An Attempt
to Synthesize. See Multidisciplinary Aspects of Region-
al Development, OECD, Paris, 1969, p.23;

2) Ibid. pp. 23-24;
3) Richard A.Easterlin, in Seymour E.Harris (ed.),

op.cit. p. 525.



-117-

peripheral regions. The rapid growth of the U.S.-economy
has, for instance, been largely attributed to this pro-
cess of industrial nucleationl7.

4-4. The Strategy of Expansion by Concentration
Up to the period of the Second World War, most economic
policies were expressed in the form of "the setting of
goals" such as "promoting the economic development" of
a country. With the increasing use of planning models
since the war, however, mere setting of goals - without
showing how to reach them - has become grossly inadequate
for economic management. The conventional setting of
goals has, in consequence, gradually given way to the
application of criteria especially in determining new
poles of industrial attraction. In this respect the
experience of the Netherlands during the period 1959-63
bears significant relations to the main trend of the
argument in this Chapter. This experience is, in short,
what Drs. K1. Laansma has termed, precisely, as "national
decentralization through regional concentration"2).
It is a common economic historical knowledge that before
the 1870's, as has been well re-stated by Drs. F.J.J.H.M.
van Os, the economic fortune of the Netherlands was large-
ly determined by shipping and trade combined with affili-
ated industries and agriculture3). In other words, the
country had taken full advantage of its natural locational
position at the centre of the world ocean traffic, which
placed it in a unique position in relation to overseas
sources of raw materials. The ports of Rotterdam and
Amsterdam became the world's shipyards, where related
engineering works quickly and firmly established. This
development carried with it an enormous concentration of
investments from both public and the private sector in
the Western part of the country, with the obvious result
of concentration of employment and population there as
well.
After World-War II , however, the question began to be
asked, whether such a concentration had really contributed
to the maximization of national product or whether it
would be more profitable, from the point of view of the
national economy, to spread the population through decentra-
lizing economic activity4). In order to provide an adequate

1) Walter Isard, Methods of Regional Analysis. As cited
by Friedmann, op.cit. p.ll;

2) K1. Laansma, Industrialization and Social Planning; An
Experiment in Dutch Development Areas. See Planning
and Development in the Netherlands. Published by Royal
Van Gorcum Ltd., Vol. One, No.ll, 1963, pp. 3-22;

3) F.J.J.H.M. van Os, Physical Problems and Industriali-
zation, op.cit. pp. 44-64;

4) Ibid. p.47.
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answer to these questions, the Ministry of Economic
Affairs was empowered by the government to set up a
machinery of inquiry during 1957~58, with the object
of making a prognosis with regard to the development
of the labour market and of employment in a number of
regionsl). Making an extensive use of other institutions
and authorities, the result of the inquiry was issued
in 1959 and on the basis of the investigations carried
out, certain areas of the country were "designated as
problem areas."
Since 1959, the aim of policy has been directed to solv-
ing the problems of those areas through industrializa-
tion within them, thereby furthering a better distribut-
ion of industrial employment over the country. In com-
bination with the autonomous decentralization trend which
had developed within the industrial sector itself begin-
ning from the early 1950's, the new policy, which was
chiefly directed to the areas around the Western provinc-
es in the first instance, in turn attracted the population
of more distant regions. Thus, parts of the provinces of
North-Brabant and Gelderland became the "new poles" in
addition to the "traditional poles" around North-Holland,
South-Holland and Utrecht.
From the point of view of this study, however, the most
significant factor in this development is the approach
by which this achievement was accomplished. This approach,
in the case of the Netherlands, took the form of official
directive by the Committee for Industrialization, which
is the advisory wing of the Ministry of Economic Affairs.
The principal conclusion of that Committee as adopted by
the Government was, that "national spreading of industrial-
ization should be endeavoured through regional concentra-
tion" and Drs. Van Os has described this directive as the
essence of the development system applied in the Nether-
lands2).
The message, of course, carried the weight that as the
economic development crystallizes within and around the
existing nuclei, the regional development of the more
backward areas of the country should likewise be built
up from a limited number of development centres, not so
far away from the origin as to create a frittering of de-
velopment forces3). As insight into these matters deepen-
ed, the 1959-63 policy of national spreading of industrial-
ization through regional concentration became a success-
ful solution in the areas formerly declared as "problem
areas" in the Netherlands. For instance, the immediate
impact of the policy was the creation of some 32.000 new
jobs within some 44 areas, which were problem areas before.

1) Ibid. p.52;
2) Ibid. p.57;
3) Van Os, op.cit. p.58.
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The natural concentration of development was demonstra-
ted by the fact that not less than 80~ of the newly-
created jobs was realized in only 22 of the new develop-
ment nucleil). Moreover, to those areas which had until
then been functioning as suppliers of manpower for
development elsewhere, the new policy was a means of
letting them share in the country's industrialization.
As Drs. Van Os pointed out, "it was possible to ensure
that the positive factors present there, which had not
or insufficiently been utilized for active participation
in the national economic revival would be seized"2).

4-5. Expansion in Whole Through Expansion in Parts
The lesson to be learnt from this historical experience
has already been summarized by Dr. F.W.Botzen in saying
that "a country's industrial structure at a given moment
is largely the outcome of a number of geographic and
economic conditions which, as a rule, must be considered
specific to this countr and on which it can exercise
little or no influence3~. Nigeria should not aspire to
be an exception to this rule althrough "human consider-
ations" should equally not be lost sight of. But it is
important that political decisions should, first and
foremost, be based on facts and knowledge which alone
can determine "the costs of the various possibilities
envisaged for solving a problem"4), such as the problem
of regional inequality which the principle of "even
progress" has sought in vain to solve.
The South-Eastern part of Nigeria is richly endowed with
coal, iron ore, crude oil, glass, sand and cement. There
is a huge deposit of tin in the North and the Western
lagoons offer opportunities for developing one of the
world's finest harbours in Nigeria. These are a matter
of fact and knowledge and a natural advantage to the
country as a whole. The historical sequence of develop-
ment dictates that the exploitation of these resources
should be concentrated upon first. Admittedly, this may
arouse jealousy in areas where such advantage is absent,
but a policy of "even progress" does not provide the
advantage. What compensates for the relative disadvant-
age is a carefully-planned system of regional development
through the policy of regional industrialization. The
contention of Van Os, that "economic and social stimuli
are the Alpha and Omega for the formation of the nuclei
on which, after all, regional development hinges"5),
should form an acceptable guide andthe method of approach
to this policy.

1) Ibid. p.60;
2) Ibid. p.54;
3) F.W.Botzen, Economic Aspect of Dutch Industrialization.

Planning and Development, op.cit. pp.23-43;
4) Van Os, p.47;
5) Ibid. p.47.
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On the economic side, as far as Nigeria is concerned, the
first aim of industrial drive should be directed to ex-
ploiting those raw materials in the production of which,
a particular region has a comparative advantage. This
means that in choosing the type of industry which will
use the raw materials of the region as the essential
input, a process of "selectiveness" will replace that of
indiscriminate establishments. Moreover, since it is eco-
nomically vitalthat a new development centre should have
a functional linkage with existing centres, it should be
established around and within the vicinity of those old
nuclei. Further, expansion in transportation facilities
should be able to reduce the effect of "distance" on the
final selling-price and in consequence, industries should
become more indifferent in their choice of establisment
sites within the area. Thus from the start, infra-struct-
ure policy, the construction of roads and improvement of
harbours should form part of regional development policy.
Lastly, it should be borne in mind that as technological
advances take place, the "value added" of finished pro-
ducts increases, therefore, the processing of light in-
dustry type of establishment is more suited for decentra-
lization.

4-6. Cost Aspect of Regional Development
During the period 1963-65 Norway operated a comprehensive
regional development programme under certain guide lines
which might benefit other countries as well. The aim of
that programme was three-fold: fírst, to utilize land,
forests, and the mountain areas in such a way as to achie-
ve optimum returns for work and leisure. Secondly, to
develop and enrich the less developed areas of the country
and, thridly, thereby to moderate the growth of population
around the Oslo fjord area by a constructive decentraliza-
tion policy. With this three-fold aim in view, the Norwe-
gian Government endeavoured to encourage community settle-
ment where there was a satisfactory basis for industrial
activity; where houses could be built to meet the need of
the people and where the collective needs such as communi-
cation, schools, water, electricity and so forth, could
be obtained economicallyl).
The government saw regional development in the context of
"growth centres" within the rural districts and encouraged
labour exchange services to channel labour to those areas.
On the cost aspect of the programme, the first duty of the
government was to understand that an establishment of new
industries and the moving of old enterprises to new develop-
ment areas entailed some costs which might be too heavy for
a unit of production to bear at a time. It thus adopted the
following concrete measures to cover the initial phase of

1) Norwegian Long Term Programme 1966-69. Published by
Royal Norwegian Ministry of Finance in Parliamentary
Report No.63; 1964-65; Oslo, 1965, pp.118-119.
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the cost aspect of its regional development policy: First,
the government instituted "Regional Development Funds" out
of which it encouraged credits for industrial development
in the rural areas to be issued under favourable lending
conditions. Secondly, it instructed Municipal Banks to
issue municipal loans for infrastructural development
under favourable redemption conditions. Thirdly, it grant-
ed financial aid to cover special costs of industries
which were established in the rural areas and also assist-
ed in providing training facilities for special manpower,
needed by rural industriesl).
Sweden also operated a similar regional development pro-
gramme during the period 1964-66 by using government fi-
nancial support as an incentive to encourage industries
to move northwards to areas which were then defined as
"development areas". That financial support was provided
independent of business cycles and the conditions in the
credit market. It consisted of investment loans and invest-
ment subsidies. Of course, the subsidies were not to be
repaid, but the loans were to be paid off by instalments
within twenty years at favourable rates of interest2).
Organizationally, the Norwegian approach to regional de-
velopment was somewhat elaborate, but its main features
are certainly of interest. The Ministry of Labour and
Municipal Affairs had a Regional Planning Division which
coordinated all activities in the development areas and
collaborated with the secretariat of Regional Development
Funds in providing credits, promoting viable projects and
finding employment opportunities in the rural districts.
Three government-paid civil servants - a specialized ar-
chitect, an engineer and an economist specialized on region-
al development planning - formed the "development core"
in each development area. Each "development core" was pro-
vided with a secretariat to report on the progress made to
the Regional Planning Division in the Ministry of Labour
and Municipal Affairs.
But the administrative responsibility of each development
area rested upon its own Area Development Council which
allocated responsibilities to appropriate planning bodies.
An Area Development Council consisted of the Building
Councils of all the Municipalities of a development area
as well as some technical and administrative experts who
could attend meetings, but did not have a voting right3).
The regional development plans themselves were drawn up
from two main ponts of view. First, the physical interre-
lation which each development area bore to other develop-

1) Ibid. pp.121-123;
2) The Swedish Budget 1966~67. Published by the Ministry

of Finance. Stockholm, 1966, pp.10-12;
3) Norwegian Long Term Programme 1966-1969, op.cit.

pp.121-123.



-122-

ment areas was determined in a general "survey plan".
Secondly, a"regulatory" plan was drawn up in respect
of each development area to determine a general dispo-
sition of land for building, farming, forestry, conserva-
tion, traffic lanes, water supply and sewage disposal.
A regulatory plan empowered the Development Council of
a development area to prevent land from being developed
or used in conflict with an area plan. Or, to pass bye-
laws which were necessary to promote implementation of
an area plan. Thus a planning area mainly consisted of
a group of municipalities which were bound together by
their natural location and were willing to work together.
Such a group also had a fairly complete growth centre or
a means of creating one. However, owing to a shortage of
experienced planning personnel, which is generally more
severe in a developing country, progress was gradual and
priority was given to some tasks which were considered
more urgentl).

4-7. Probable Effects of a Successful Regional Develop-
ment Programme

The first result of a successful regional industrializa-
tion policy will be the creation of new jobs in areas
formerly burdened with unemployment problems and employ-
ment-seekers will concentrate in their own areas rather
than migrate to cause further congestion in the few urban
areas, where conditions of over-crowding have long been
described as deplorable2~. The initial movement of people
and the subsequent movement of goods between the new
areas and the other nuclei will form a new stimulus for
the improvement of transportation and communication
facilities which will absorb additional labour to that
required by the industries. Thus from the very beginning,
regional development policy will incorporate infrastruc-
ture policy which will concentrate on the selection of
the appropriate forms of transportation: highways, rail-
ways, or waterways. But behind the transportation network
lie the economic focal points, which are the regional
industries.
On the agricultural front, experience has shown that
industrial expansion leads to agricultural expansion not
only through the demand for raw materials, but also
through the demand for traditional food-stuffs. Paul
Mantoux has calculated that the industrial revolution
was the cause of agricultural reform in England in that
"the coming into existence of manufacturing centres and
the growth of the town population opened up for the
producer a new market with ever-increasing requirements.
In the crowded cities, round the mines, factories and
docks, were working multitudes, that turned to the count-

1) Ibid. pp.120-127;
2) William A.Hance, African Economic Development.

Revised Edition, New-York, 1967, p.257.
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ry-side for food. The farms, in their turn, had to be-
come factories, where food-stuffs were produced in large
quantities, according to improved methodsl). Against this
sequence, the success of which has been demonstrated by
history, the international economic experts have persist-
ently advised the developing countries to start with ex-
pansion in the agricultural sector and then use the sur-
plus productivity to pay for the cost of industrializa-
tion. ~~ofessor Stephen Enke sees this as a suitable
policy and Professor Carl Eicher recommends it as a
means of tackling employment problems.
Under that impression, the Nigerian Government had, dur-
ing the last decade, embarked upon costly programmes of
partial mechanization of agriculture through highly-sub-
sidized schemes of farm-settlement. The move was, of
course, directed towards the creation of employment oppor-
tunities for the school-leavers, whose growing numbers
were reaching a frightening proportion. But production
in the new settlements was, unfortunately, not specific-
ally export-oriented and the immediate result of what
Professor Eicher calls "token local research and develop-
ment to design mechanical technology"3), was a rising
productivity in the food-stuff-producing sector of agri-
culture.
The moderate increase in productivity as a result of the
application of token technology could hardly have been
a true indication of self-sufficiency in the supply of
food-stuff from domestic sources. It was rather an indi-
cation that the right agricultural policy was adopted
at the wrong stage of the economy. The lesson of history
and the experience of other countries dictate that the
expansion of suitably located industries is a prerequi-
site for a meaningful expansion in agricultural product-
ion. The industries look up to agriculture for their raw
materials and the industrial labour force dependends upon
it for food. These together open a new market frontier
for agriculture without which increased production through
highly subsidized mechanization is both uneconomic and
superfluous.
Obviously, it is Professor Eicher's own admiration of the
small-holder land tenure system as remarkably capable of
absorbing additional labour provided that the incentives
are available4) that has led him to suggest that the
1) Paul Mantoux, The Industrial Revolution in the Eight-

teenth Century. Jonathan Cape, Third Bedford Square,
London, 1961, p.156;

2) Stephen Enke, Economics for Development. London, 1963,
pp. 124-142;

3) Carl Eicher, Tackling Africa's Employment Problems,
See: Africa Report; Dupont Circle Building, Suite,
Washington, D.C., January 1971, p.31;

4) Ibid. p.30.
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meaning of development should, in the African context,
be re-defined to include employment consideration. Ac-
cording tothis thesis, if due attention were paid to
inter-relating economic, social and agricultural poli-
cies to facilitate the expansion to small-holder product-
ion, this would constitute the dynamic of agricultural
developmentl). One thing that must be set right is, how-
ever, that the labour-absorbing capacity of the small-
holder system should not be misconceived to mean or even
imply economic development, bearing in mind the possibi-
lity of "diminishing returns" as the same piece of land
becomes overworked by an increasing number of workers.
Moreover, in the absence of industrialization, the export
trade has provided the traditional incentive in agricult-
ural production, but without increased demand in the world-
market, the expansion of export makes an insignificant
addition to income and the policy of expansion in agri-
culture as a sector will continue to be less and less
meaningful to the known concept of economic development.
Again, as a drive against unemployment, the expansion of
the small-holder system of agriculture aims at solving
a probl.em which is already at hand, whereas, as Van Os
has argued, "the idea should be that negative trends in
the past should be fought and positive development
trends inthe future should be set in motion.....
The policy, therefore, should not be limited to fighting
actually existing structural unemployment. The object
should be to use the whole labour potential, also in the
future. This means that hidden unemployment in agricult-
ure and the natural increase of the regional working
population should be included in the consideration"2).
In a situation, where everybody virtually produces his
own food-stuff, within the traditional small-holder
system, a policy to increase labour productivity without
showing how the surplus will be disposed of, is an un-
sound domestic policy. Besides, if investment is perpe-
tuated in agriculture, it leads the whole economy to
nowhere near economic development.
On the other hand, a policy of regional industrialization
has a general positive impact on the agricultural sector
through increased demand for area natural resources. The
production of the raw materials required by the newly
emerging industrial sector will be intensified and within
the agricultural sector itself, this will result in a
re-distribution of labour between food-stuff and raw
material-sections. This in turn will lead to a partial
specialization of agricultural labour. Further, the in-
come level of the conventional food-stuff producer will
rise as improved transportation facilities link him up
with the expanding markets of the old and the new indust-

1) Ibid. p.31;
2) Van Os, op.cit. p.52.
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rial nuclei. Food-stuff production will become more pro-
fitable, as an occupation, than ever before and the de-
sire to migrate will become less as the gap between rural
and urban percapita income narrows. Lastly, as industry
expands, more and more rural producers will voluntarily
vacate their small land holdings to hire out their labour
to industries for even higher and assured wages. At first,
the movement from agriculture to industry will create a
temporary shortage in agricultural produce, but, later,
this will be overcome by aggregating the small patches
of empty land, which will then permit the application of
mechanized techniques for the purpose of increasing pro-
ductivity.
In 18th Century-England, agricultural development passed
through a stage of assembling small peasant holdings into
the enclosure system, which had been encouraged by act of
Parliament as a matter of policy designed to raise pro-
ductivity in agriculturel).
It is common knowledge that: the increasing gap between
urban and rural incomes, urban bias in the provision of
public goods and services, and unbalanced educational
expansion are among the chief causes of a massive rural-
to-urban migration. But as rural development becomes
specific and concrete through suitable location of pro-
duction organs, this one-way movement comes to a halt and
gradually reverses its direction. And as reliance in
local actions increases, the establishment of government
functions becomes a reality. In turn, those functions
will attract new schools, banks, health-centres, news-
papers and telephone exchanges. A wide range of other
specialized services will further have the opportunity
of establishing functional linkages to already existing
enterprises. The demand for housing, for instance, will
increase and housing societies, insurance companies and
other private or quasi-governmental administrative and
economic organizations will spring up in the developing
region.
Moreover, for the community to take full advantage of
the changes that will have become imminent, it will
require leadership from within itself to generate and
consume information thereby providing the seedbed for
cultural and economic transformation on a grand scale.
Friedmann has summed up the importance of local leader-
ship in saying that "Social change comes to a head in
the districts, cities, rural towns and villages of a
country. The search is frantic for those who are able
to channel this change and render it meaningful. The
state cannot be everywhere. It is hidden, remote, inacces-
sible. It acts with imperfect knowledge of local detail
and in a manner largely disinterested in the fate of the
individual person. It cannot truly heed the uniqueness of

1) Mantoux, op.cit. pp.136-184.
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a local situation. Social and economic transformation
is rather a communal process. The choice is to adapt to
outside changes, to adapt successfully, or fail. And in
making this choice, the role of local leadership is
vital"1).
From a more sociological point of view, Laansma has con-
tended that, on entering a modern factory, a worker en-
counters modern hygiene and health care, fixed wages and
the value of time, a good canteen and authoritative re-
lationships all of which are another world which opens
up before him a new perspective he knew nothing of and
the same is true of his wife and children. Moreover,
modern means of communication: telephone, radio, televi-
sion, new and improved connections reduce distances, en-
large the field of observation, pr~vide more and more
varied points of orientation and possibilities for com-
parison. And some functions, if they are to be remunera-
tive, are even beginning to lie increasingly on the dis-
trict level:education, employment, cultural provision,
etc.2). On the other hand, as distance increases, the
possibility of social tension also increases, because
social problems come about through the occurrence of all
sorts of social maladjustments. And, without the emer-
gence of modern industrial structure, the social, cultu-
ral and hygienic ideas and the provision for them remain
stuck in a primitive fashion3).
But as the possibilities for comparison improve and multi-
ply, numerous elements lend themselves to being taken up
in the existing frame of reference and a new or at least
a changing insight is gained. The situation is no longer
accepted without criticism, wishes come to be expressed
and demands are made, and when these are not met, people
migrate. Laansma typifies this development as a growing
orientation concerning provisions forming part of the
urban culture and an adoption of norms to which there
will be no objection if there is a gradual development
and a certain equilibrium in the socio-cultural and
social-p'sychological re-orientation4). This is further
expanded by Van Os, in pointing out that the social in-
fluence of industrial development on "the habits of life"
of the regional population is profound. "The efficiency
of modern trade and industry, the regular working hours,
the personnel policy, the social provisions characteristic
of new industries, influence the way of thinking and thus
the pattern of necessities of those who work there and
of the regional community as a whole. One need only think
of problems such as leisure-time activities, spiritual
education, the significance of a changed division of the
day, more modern furniture, sanitary installations, etc."5).

1) Friedmann, op.cit. p.65;
2) Laansma, op.cit. p.5;
3) Ibid. p.6;
4) Ibid. pp.6-7;
5) Van Os, op. cit. p.56.
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The most significant point here, however, is that even
on purely sociological grounds, a gradual process of
development through regional concentration is much pre-
ferred to hurrying over important issues in the name
of "even progress".

4-8 Prospects of Nigeria's Domestic Market in the Con-
text of Regional Development

The most important reason for transmitting growth to a
development area is to promote interregional trade in
order to encourage area specialization in production
accompanied by economies of scale. This would result in
increased productivity, a rising level of percapita in-
come, higher savings and investments potential which
constitute a process of development.

A. What is Market?
John B. Matthews, Jr. and othersl) have defined market
as the business institution engaged in the performance
of marketing functions which include the exercise of
customary relationships with the public and the carry-
ing out of related legal responsibilities in order to
effect the transfer of goods and services from suppliers
to the consumers. The major categories of business in-
stitutions may be said to comprise: a) the producers of
raw materials; b) the manufacturers and processors into
finished or semi-finished goods; c) the financial insti-
tutions - banks and other lending groups; d) wholesale
and retail intermediaries and middlemen; e) the consumers -
household or government. Each of these institutions
specializes in activity related to the same marketing
functions. "Marketing" as defined by Charles Thomas, is
a way of managing a business so that each decision is
made with a full and prior knowledge of its impact on
the consumer2).

B The Size of Domestic Market in a Developing Country
It has been pointed out in large volumes of literature
that it is no longer certain that the less developed
countries can rely on economic growth being induced from
the outside through an expansion of world demand for
their exports of primary commodities. Hence expansion
through international trade can no longer provide the
solution to the problem of economic development. On the
other hand, the domestic markets of the less developed
countries are severely limited by mass poverty attribut-
able in large parts to low productivity. The limited ex-

1) John B.Matthews, Buzzell, Levit and Frank, Marketing:
An Introductory Analysis, New-York, 1964, p.ll;

2) Charles Thomas, A Basic Guide to Marketing. Reprinted
by J.H.Westing (ed.), in Modern Marketing Thought;
New-York, 1964, pp.2-3.
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tent of the domestic market has often been used as an
argument against industrialization in the developing
countries although not many writers have spent similar
efforts in suggesting what can be done to overcome that
difficulty. Barry Supple considers that economic develop-
ment is a phenomenon which depends, among other variables,
upon the relative markets for food, raw materials and
manufacturesl), and Gunnar Myrdal sees a possible creat-
ion of idle industrial capacity in the developing count-
ries due to the combined effects of a small home market
and various indivisibilities of modern methods of product-
ion2).
This point has been specifically elaborated by D.J.Vil-
joen, who relates that the scope of the African market
for manufactured goods is undoubtedly one of the most
important factors which determine the desirability of
establishing industries3). And H.A.Onitiri holds the
view that many West-African countries are simply too
small to support, on the basis of national markets alone,
a wide range of variable domestic industries4). A some-
what encouraging view from Sune Carlsson is that the
transformation from low-productive subsistence sector to
the high-productive market sector would mean a change
in the dietary habits of the people for the good of the
general health conditions for which the creation of entire-
ly new markets is a necessity5).
However, Meier and Baldwin have put it even more hope-
fully that the home markets of the developing countries
are limited not only by the level of real income percapita,
but also by the physical connections among the internation-
al market areas6)

1) Barry E.Supple, The Experience of Economic Growth.
Case Study in Economic History, New-York, 1963, pp.
20-21;

2) Gunnar Myrdal, An International Economy. Prospects and
Problems, New-York, 1956, pp.233-234;

3) D.J.Viljoen, Problems of Large-scale Industry in Africa.
Reprinted by E.A.G.Robinson (ed.), Economic Development
for Africa South of the Sahara; New-York, 1964, pp.
627-630;

4) Sune Carlsson and O.Olakanpo, International Finance and
Development Plans in West Africa; Institute of Business
Studies, University Press, Uppsala, 1964, pp.106-107;

5) Ibid., pp.l-42;
6) Meier and Baldwin, op.cit., p.225.
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C Some Physical As ects of Nigeria's Domestic Markets

The Nigerian domestic market has recently been surveyed
by economists and anthropologists who have given some
accounts of the internal marketing and exchange. M.G.
Smith has, for instance, emphasized the importance of
place, time and transport as the chief elements in the
Nigerian marketing processes and even described some of
the rural markets which have lasted for many centuries
as the original super-markets because the have long
permitted self-selection and self-service~). From a
rather different point of view, however, B.W.Hodder
arrived at the conclusion that one of the most unecono-
mic functions of the Nigerian rural markets is their
role as nodes in the network of long communication-sys-
tems2). And Professor P.T.Bauer, who studied their chief
characteristics in his widely read work, was impressed
by the very large number of traders acting as intermedia-
ries between the producers and the final consumers. He
attributes the multiplicity of traders to such other
economic factors as low level of capital and other pro-
ductive resources. Thus in his view, the super-abundance
of unskilled labour makes the multiplicity of traders
even economic in the use of available resources3).

A certain form of obstacle to the flow of internal trade
arises from restrictive traditions. Professor Bauer has
recorded that "in the livestock trade, restrictive mea-
sures are at times attempted by small groups of large-
scale cattle dealers and these tendencies seem to be
promoted by the hierarchical outlook and social struct-
ure of the Hausa. The privileges of the Hausa chiefs
sometimes combine the traditional rights belonging to
the leaders of the community with powers to restrict
competition of a more modern flavour. Even in the South,
the Hausa communities generally have their recognized
chief or leader who is often entitled to regulate the
number of cattle the local Hausa traders are permitted
to sell and the prices at which they can be sold. The
chief is often a cattle trader or a former cattle trader,
and he is in a position to use his status in the commu-
nity to regulate the market to suit his interest4).
Moreover, "the inter-regional Sow of commodities is
frequently discouraged by district officers or native
authorities, partly with the laudable but parochial
motive of reserving the supply for their own areas, or
from the misguided belief, that such movement is the
result of harmful and therefore undesirable speculation.

1) M.G.Smith, Exchange and Marketing Among the Hausa.
Reprinted in Bohannan and Dalton (ed.), Markets in
Africa, N.U.P., 1962, pp.306-310;

2) B.W.Hodder, The Yoruba Rural Markets. Reprinted in
ibid., pp.104-106;

3) P.T.Bauer, West-African Trade; London 1963, pp.26-27;
4) Cf. Bauer, West-African Trade, op.cit., p.389.
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At times restrictions on the flow of trade and~or the
movement and activities of migrant traders are intended
to satisfy or placate a vocal or influencial section,
(often connected with a local chief or political leader)
at the expense of the people at large"1)
Lastly, there is a profound lack of uniformity and stan-
dardization in the conduct of internal trade. The great
diversity in weights and measures is one aspect which
readily offers itself for comment. The market prices of
food-stuffs, for instance, are quoted in bundles, heaps
or single pieces. "Bundles", as Professor Bauer points
out, "may refer to bundles of three or five yams of wide-
ly varying weight; even where prices are quoted in what
appears to be a unit of weight, this is deceptive as the
value of the unit varies. Thus a"mudi" of beans or of
gari in Minna is supposed to weigh 29 ounces and in Jos
45 ounces"2). Fish is sold in volumes called "place",
which is simply a heap of fish selling for one or two
shillings. Kola nuts are sold in "blies" and a"bly" may
contain anything from 3.000 to 10.000 nuts.

D. Some Internal Difficulties that could be Reduced under
a Systematic Programme of Regional Development

Implicit in these examples is the understanding that the
organization of the Nigerian internal trade is closely
connected with the local customs and traditions and with
the tribal and the extended family models. Because the
alternatives are not available, the diversities and
variations do not seem to inconvenience the participants
in the trade, but they are certainly disturbing to an
observer and even aggravating to those who seek to col-
lect price statistics and other vital economic data. More-
over, it is also implicit from the examples that the
Nigerian internal market potentials have not been fully
realized and this is a result of the oligopolistic ten-
dencies which characterize the trade. In other words,
traders easily unite in some agreement on the division
of market or on a common price policy to keep out compe-
tition. Market-sharing and the formation of sellers'
rings are especially common practices among the meat
traders, the fish traders and the food-stuff traders.
The impact of these tendencies is particularly restrict-
ive to the flow of internal trade when the family or the
tribe becomes the basis of trade monopoly.
Yet a number of other factors also inhibit the flow,
and thereby limit the scope of internal trade. First,
the lack of adequate physical connectíons to which Meier
and Baldwin referred, has been elaborated, from an export
point of view, by Jennings and Oduah in pointing out that
"the palm-oil-producing centres of the hinterland are
linked withthe sea by numerous creeks and lagoons which

1) Ibid. p.390;
2) Ibid. p.386.
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cover an area of about 25.000 sq. miles. This whole area
forms the coastal community of Nigeria where there are
scarcely any roads, so that on stepping out onto the mud,
one could easily sink up to the knee. Within the communi-
ty itself, the canoe is the only effective means of trans-
port and the traffic is active only during the flood when
the canoes trade out to the waters of the river Niger.
At this time the canoes are usually heavily laden and
their movement is so low that, to the traders, the canoes
are virtually their homes. Thus perishable goods have
unduly high freight charges and others have to wait until
the need for them becomes very urgentl).
Perham also summarizes the situation in saying that "in
the creek regions of the famous oil rivers, it is the
custom to send the oil to market in casks by raft and
this method of transport depends on the flooding of the
river channels. Thus, it not infrequently happens that
oil prepared in one season in the native villages has
to wait for flooding in the following season and the f.f.a.
content of the oil increases all the time through this
delay. Oil, which would rank as soft on its immediate
preparation is, therefore, often reduced to the semi-
standard by the time it reaches the port"2). Professor
Forde and Dr. Scott add that before the products reach
the coast, the small quantities from inaccessible villages
are first transported by head loads to a central store
or a main motor route. They are then collected into larger
bulks and passed on for further handling, presenting a
highly difficult and complex problem3). This accounts
for the existence of numerous middle-men and the multi-
plicity of traders to which Professor Bauer referred. More
quantitatively, Galletti and others have calculated that
in a number of Nigerian vïllages the cost of headloads
is on the average ~1 per ton per mile4), which represents
an exceedingly heavy charge for the country to bear.
The chief problem, according to Buchanan, is that the
lagoons have long sandbars which slow down movement and
the creeks have narrow waterways which are easily choked
with sudd. Frequently, traffic is so impeded that in
addition to paddling, the canoeist has to cut the sudd
constantly to open the channel. The narrow strips of
land separating the channels are too soft to support
sufficient road network. Since the creeks are the only
natural routeways among the coastal communities canoe-
shops travel through them to make the only contact with
the merchandise of other regions5).

1) Jennings and Oduah, A Geograph of Eastern Provinces
of Nigeria; U.P,Cambridge, 1966, pp.73;

2) M.Perham (ed.), The Native Economics of Nigeria.
Faber and Faber, London, 1945, p.230;

3) As Cited. Ibid.pp.230-231;
4) R.Galletti 8~ Co., Nigerian Cocoa Farmers, O.U.P.,1956,

p.51;
5) K.M.Buchanan 8~ Pugh, Land and People of Nigeria, London,

1962, p.221.
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On the import side, the Fiscal Commission of 1958 report-
ed that liquor, for instance, "does not follow any de-
fined channels of distribution" although it is transport-
ed "over long distances by road or water for resale in
other parts of the country"1). Similarly, a Royal Commis-
sion which reported on the situation of the internal
trade in 1955 noted that the condition of the Nigerian
roads was the main cause of the high cost of food and
that the recurrence of famine in parts of the country was
a result of uneven distribution of food due to general
difficulties of transportation2).

E. Prospects of Niqeria's Domestic Trade under a Regional
Development Programme

The significance of regional development, with its com-
plementary infra-structure policy, to the flow of intern-
al trade lies in its ability to extend the scope of trade
solidarity beyond the limit of the family and the tribe,
thereby playing the role of a market-creating factor.
This can be illustrated from several points of view. In
a succesful instance where the location of regional in-
dustries is considered on purely economic grounds the
new pole will attract the population of more distant re-
gions or provinces with the obvious result that changes
will occur in the "migration balance sheets" of the
various provinces. Areas which formerly had an outward
migration surplus may start to have an inward migration
surplus and the new pattern of population distribution
will have so much less to do with families and tribes as
to weaken their former strong influence on the individual
or groups.
At a subsequent stage, economic activities will be con-
ducted on entirely different lines such as commodity
specialization, which cuts across all family and tribal
bounds with less regard to uneconomic customs and tradi-
tions. At this stage too and following our above defini-
tion of "market", institution-building will become a
common characteristic of the general economic activities.
For instance, the institution of raw material and food-
stuff production will further break down into various
specializations on specific commodities rather than
specialization on agriculture, which now becomes a collect-
ive term. Similar break-clowns will also occur at the
manufacturing stage and the processing into finished and
semi-finished goods. And at the wholesale and retail
levels, the lines of distinction will become fairly clear
too. Inter-demand among these institutions will grow as
the rate of specialization and institution-building in-
creases. This will form the beginning of expansion in the
size of the domestic market.

1) Cmnd. 481, p.16;
2) Report, Royal Commission, 1955. See Cmnd.9475. Also

IBRD, The Economic Development of Nigeria, John Hop-
kins Press, 1955, pp.65-66.
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"As the size of the market and the volume of production
expand, average costs in many industries can fall sharp-
ly through a considerable range. Expansion of the market
develops other economies, feed-back effects in their
broadest sense: skills and entrepreneuring abilities in
one industry that are useful also in others; better com-
munications (a road or railroad developed for one busi-
ness can be used by others); simplifications and standar-
dization encouraged by producing for a large market and
from more contacts; and, finally, growth of a sense of
momentum and confidence in economic possibilities"1).
Further, in response to the needs of business, financial
institutions such as the banks and other lending organi-
zations will find it profitable to provide financial
support for the various institutions. Even if the largely
foreign dominated banking sector becomes unwilling to
play this role, other financial organizations should
emerge to fill the gap. The experience of the Netherlands
prior to 1940 was that, as Botzen points out, the banking
sector was not equipped to finance industry and the capi-
tal needs of the existing industries "had to be covered
by internal financing and by means of issues"2), because
the signals in the economy had been clearly understood3).
In physical terms, the expansion of domestic market fron-
tier becomes a reality when the new and the old regional
cores are effectively integrated through a suitably de-
signed and adequately implemented infra-structure policy.
Thus by introducing new products to formerly inaccessible
villages, there will be a general increase in demand at
the final consumer level as well. The fact must again be
faced that not all regions will be able to attract busi-
ness with equal vigour at the same time, therefore, even
at the domestic market level, the policy of "even progress"
must remain unsound. Friedmann recognized this inequality
in the strength of regions and used the concept of "core-
region" defined as one with a high potential for economic
growth, to rank development regions in a hierarchical
order, namely national metropolis, regional capital, sub-
regional centre and local service centre4). This ranking
takes into consideration the differences in the economic
capacity of regions and assigns to each its appropriate
place within the same regional system. Seen against this
background of inequalities, the spreading of "progress"
evenly among the regions remains uneconomic as the market
continues to be the principal mechanism of allocation and
the propensities of activity location continues to be
guided by the desire to make profits. But by fully respect-

1) T.Morgan, Preferences Revisited. Malayan Economic
Review., Vo1.XII, No.2, October 1967, pp.18-24; Re-
printed in Meier, op.cit.,pp.538-544;

2) Botzen, op.cit., p.24;
3) Robinson, op.cit., p.723;
4) Friedmann, op.cit.,p.218.
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ing the normal interaction pattern of locational forces,
regional policy seeks to attain its end through changes
in the parameter of choice, which primarily act on this
normal pattern.

F. A Historical Analogy:
Despite these differences, the integration of the various
regional cores into a national market-system is a field
where Nigeria has the greatest comparative advantage. If
this potential advantage can be turned into reality it
will form the corner-stone of the country's economic
development. An example can be drawn from the experience
of Germany in 1834 when a movement got underway to unify
all the internal markets in the interest of the national
industries. This gave rise to the formation of the famous
union known as the Zollverein, which brought freedom of
internal trade over a vast area of Germany. The subse-
quent process of re-organization included schemes for
reconstruction under which internal fiscal differences
were swept away by the prospect of economic prosperity
in all the provinces. The communication system, especial-
ly railways and ínternal waterways, was extended to link
up the various parts into a national whole and the small
regional unities saw the sacrifice of their autonomy as
a worthy price to payl).
Although there are talks about the formation of a West-
African Common Market, this looks like setting an ulti-
mate goal before deciding on the technique to adopt in
reaching it. At a stage where regional specialization
has not sufficiently taken root, a continent-wide common
market, assuming this to be a feasibility, would seem a
premature policy. But a systematic process of regional
development has the advantage of indicating the lines of
production in which a region has the greatest comparative
advantage. If thereby, each region specializes in a part-
icular line and all the regions together form a market
for one another, then it will be a relatively simple exer-
cise to agree on a common commercial policy which, in
fact, is the real meaning of common market. Unfortunately
the prospect of African Common Market must remain a dream
until the fundamental problems, such as those relating
to regional development, have been overcome.
4-9. Problems of Regional Develo ment
Having outlined the chief inerits of regional development
over the principle of "even progress" as a technique for
the distribution of central outlays, it seems fitting also
to end this section by examining what problems may arise
from an attempt to interpret regional development policy
into action.
Regional Development arises because resources are un-

1) Encyclopaedia Britannica, Vol. 18, 1964, ( ed), p.603.
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evenly distributed among the sub-national units and in
most countries it is an economic policy issue and, there-
fore, the duty of the legislative bodies within the ap-
propriate political jurisdiction. Often, however, the
appropriate regional units in the economic sense, do
not coincide with governmental jurisdictions. For in-
stance, the development of a river basin is seldom en-
tirely included within one appropriate jurisdiction -
state, province or district and many river basins like
the Rhine are even international. This becomes a chal-
lenge as well as a problem when it comes to the question
of capital provision and coordination for the improve-
ment of multi-programmes under various units of govern-
ment. In the United States, the Tennessee Valley Autho-
rity was created as an entirely new governmental unit
for solving such problems.
Secondly, the process of development itself involves a
survey of resources and elements relative to their cha-
racter, quantity, quality, availability and distribution
within and around the region. It also includes the ana-
lysis of the relationship among the natural and human
resources of the region and their significance in a
proposal to maximize the effectiveness of utilizing the
resources in terms of development objectives. Recommend-
ations are needed too, regarding the staging and the
timing of the various steps proposed. Therefore, educa-
tional programmes and information services on the broad
objectives as well as on essential specific aspects are
also part of regional development.
The great danger in our regional development approach
ís that so far, considerations have been based almost
exclusively on economic grounds, which tend to loose
sight of the human and social factors that may be in-
volved. Admittedly, economic considerations by their
very nature already represent an important social aspect
since the one is almost invariably tied up with the
other. Unfortunately, this may not be so immediately
apparent in reality as it is on paper. A successful
industrialization policy, for instance, inevitably in-
cludes the training of formerly unskilled or semi-skilled
labour for specific industrial tasks. In other words,
an industrialization-programme carries with it an edu-
cational scheme of work which is normally a social factor.
But, because this is a self-evident economic issue, the
social aspect of it may receive less than its due praise.
Similarly, the provision of accommodation for industrial
populations does contribute to solving a general housing
problem, but may be less acknowledged as a contribution
to social progress than it really is.
Very often, views are expressed pointing to the dis-
advantages of industrialization from social and moral
points of view; to the danger of new industrial popula-
tion becoming superficial. Such dangers, however, may
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be best combated by means of education, the churches,
the youth movements and the trade unions which are still
to a large extent closely related factors to the economic
aspect. The difficulty is, of course, to make the com-
munity aware of this, so that it can absorb certain re-
sults of industrialization on the social-ethical planel).
In the highly literate countries of the world, this aware-
ness is obtained through publications, discussions and
also through experience gained in the first few years of
embarking upon industrialization programmes. But where
the bulk of the population cannot be so intelligently in-
formed through written instruction or by actively partici-
pating in knowledge-disseminating discussions, some social
planning becomes a vital part of regional industrializa-
tion and development policy.
Thus the first fundamental problem in the Nigerian context
is that of communication and the passing on of vital in-
formation to the economic regions. Clearly, the subject
of communication falls within the field of sociology and
it is therefore beyond the competence of this work to
treat it scientifically. Nevertheless, within the wider
field of policy, it is important to mention the role of
communication in translating industrialization and develop-
ment policy into action, especially as this has for too
long been neglected in the economic development strategy
of Nigeria. What is the experience of other countries in
this field?
Again, we may gain some useful insight from the experience
of the Netherlands during the period 1952-1960, when
social planning got underway as a distinct branch in its
own right a nd led to the establishment in 1952 of the
Ministry of Social Work charged with the duty of coordi-
nating activities. Laansma points out that in the Nether-
lands, organizations are strongly determined by religious
and political dividing lines and that each district has
several religious and political organizations within its
several sectors so that each coherent organization is
again subdivided into a large number of functional parts.
For this reason, a network of information and communica-
tion proved extremely complicated under the 1959-1962
regional industrialization programme. To close the com-
munication gap, regional commissions were established in
the development areas to form the permanent cores; and
to allow the commissions to work more effectively, work
groups, debating groups and further subcommissions were
established around the permanent cores2).
In the Nigerian case, these provisions can well be ex-
panded to include adult reading classes, village social
halls, health centres, sports fields, social workshops,
reading-rooms or libraries and cultural centres, to make
certain that regional development is really concerned
with the development of both men and materials.

1) Laansma, op.cit., p.8;
2) Ibid., p.21.
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The second problem relates to a situation where an in-
dustrial elite and skilled labour from elsewhere may
appear to disrupt the prevailing social order by intro-
ducing a new hierarchy of values, regarding position and
occupation. In other words, what had previously been a
rather homogeneous and religious community, may be flood-
ed as it were, with diverse religious elements and groups
or even infidels, thus changing the established channels
of contact by the introduction of new ideas, different
associations, strange organization and the transposition
of unfamiliar social prestige and leadership.
All these constitute a challenge as well as a problem to
social policy. In the example of the Netherlands cited
above, the newly created Ministry of Social Work tried
to overcome this difficulty by placing special emphasis
on both "self-activity" and the "responsibility" to the
society borne by private organizations such as youth
work, social work, community self-survey, group-work,
community organization, community centre work, adult
education and the promotion of public librariesl).

4-10. Summary:

Although this is not an exercise in the theory of region-
al development, this Chapter has proposed that, as a
strategy, a well-defined and consistent programme of
regional development has an advantage over the principle
of "even progress" in the distribution of central govern-
ment outlays. Within such a possibility, a widening of
the internal market and an increase in the flow of inter-
regional trade might take place. This would create a
better chance for improving the level of percapita income
in all areas, and a process of narrowing the gap in
inter-regional per capita income might be set in mo-
tion.

Regional development strategies recognize the realities
of a particular regional economy as they exist and then
seek to develop them within their familiar circumstances.
A principle of "even progress" on the other hand, would
not seem able to recognize the fact of inequalities in
the distribution of economic resources among regions.
Thus, to insist on it would be an attempt to twist the
realities of a particular regional economy to fit into
circumstances which are unfamiliar and the result would
be an unavoidable waste of scarce resources.
Since resources are unevenly distributed, progress could
hardly be even in all areas at the same time. Therefore,
a better strategy than the principle of "even progress" is
to concentrate on those areas where success is already
promising and to advance from there to others where econo-
mic possibilities are not so immediately visible. This
means that the development of poorer regions must be

1) Ibid., p.15.
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financed from the proceeds of the richer ones.
With an increase in the flow of internal trade and an
implicit improvement in the level of per capita income,
regional development becomes a more scientific means of
reducing inequalities in inter-regional personal incomes
which, after all, is what matters most to individual
income earners who are also the tax-payers.

4-11. Conclusion
In a tribal-conscious country like Nigeria, the concept
of "even progress" in the allocation of Federal Govern-
ment outlays might be a necessary political slogan, but
its usefulness as a policy objective is seriously limited
by disequilibrium in the distribution of economic poten-
tials among the various parts of the country. Further,
Such potentials as there might be in some cases may not
yet be known, so for the purpose of efficiency in the
use of scarce capital resources, common wisdom would
direct that the economic possibilities of certain areas
which are already known, should, first, be fully exploit-
ed while the search goes on for additional possibilities
in the other areas.
No one would deny that the contrast between the less
fortunate areas and the steadily growing prosperity of
others could create social tensions which might endanger
the stability of the country as a whole. Moreover, in-
adequate level of income in the depressed areas might
mean a lack of adequate outlet for the products of the
more favoured areas. Thus, for the purpose of widening
the internal market and of lessening social tension, an
acceptable level of income must be created in the de-
pressed areas as well. In practice, this means that the
prosperous areas will have to cover, directly or indirect-
ly, the proportion of social costs and national taxation
which the less favoured areas are unable to meet.
A systematic programme of regional development offers
opportunities for narrowing the gap between inter-region-
al levels of income,because each action taken carries
a whole range of complementary work and hastens the
attainment of acceptable economic and social objectives
through its multiplier and cumulative effects. The stra-
tegy of regional development recognizes the fact of in-
equality in the distribution of natural and other econo-
mic possibilities among regions; hence it seeks to ex-
ploit the known potentials by concentrating in parts
while expanding in whole. This ensures a rational use of
scarce resources, at present, in the interest of a future
increase in the economic power of the nation, while over-
coming individualism as a consequence of isolation. Thus
regional development popularizes "progress" of an im-
personal character by means of general propaganda which
results in an increase in the flow of inter-regional trade.



CHAPTER-FIVE- AN-EXERCISE-ON-ALLOCATION-OF-INVESTMENT-R~-------------- -------------------------------------------SOURCES

Introduction
In this Chapter we shall make an exercise about allocation
of investments within an imaginary economy in which two
production sectors are distinguished according to the source
of machinery and equipment mostly used in production. In
the first sector, production is imagined to be mostly car-
ried out by means of home-made equipment. Let us identify
this first sector with the symbol "PD". In the second sec-
tor, on the other hand, production is imagined to be mostly
carried out by means of imported machinery and equipment.
Let us, again, identify this second sector with the symbol
"PM". Other imaginary characteristics of our two production
sectors are that capital~production ratios are 3: 1 and 4: 1
in "PD" arid "FNi" respectively while labour~production ratios
are 3: 2 and 1: 2 in "PD" and "PM" respectively.
These distinctions have two related purposes: the first is
to investigate opportunities for additional employment and
the second is to investigate the possibility of using addi-
tional labour force in the production of investment goods.
To avoid complications in our argument we would, in this
exercise, neglect investments in other complementary fac-
tors and assume, instead, that investments in "PD" were
used for the provision of home-made equipment while invest-
ments in "PM" were used for importing machinery and equip-
ment.
Although Professor A. Gerschenkron made an earlier remark
that, ....."it is largely by the application of the most
modern and efficient techniques that the backward countries
could hope to achieve success in the face of competition
from the advanced countries" 1) recent remarks by other
writers have modified this view. Professor J. Friedmann,
for instance, holds the view that in so far as sustained
high rate of national economic growth is an objective to
which most other values must give place, such a ra id growth
rate cannot be dependait upon imported technology 2~. His
main reasons are that imported technology involves repeated
breakdowns in equipment, waste of capital, high unit cost
of production and so on, because it does not take into ac-
count the technical conditions, economic relations and so-
cio-cultural characteristics of the particular importing
countries.

1) A. Gerschenkron, Economic Backwardness in Historical
Perspective. Cited by A.N. Agarwala and S.P. Singh (ed.),
Accelerating Investment in Developing Economy. OUP 1969,
p. 212

2) Friedmann, op.cit. pp. 61-62
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He then draws the conclusion that "a country inclined to de-
pend upon the advanced nations for technology may find it-
self for ever in the backwaters of progress. It may trail
continuously behind the industrialized nations unless it
ceases to rely exclusively on borrowed technology and concen-
trate on building up its own. To base development on import-
ed technology leaves the exploitation of monopolies (based
on innovation) permanently in the hands of foreign enter-
prises and foregoes the possible gains from novel factor
combinations which are more suited to national evironment
than the imported technology. Consequently, the most produi~.
tive use cannot be made of the existing natural resources
Similarly, G.M. Meier and R.E. Baldwin have pointed out that
the building up of national technology has the advantages:
of introducing techniques that require less time to learn
than those that require a longer time; of introducing tech-
niques that reduce the gestation periods of investments; of
introducing techniques that save raw materials and other
scare resources; and, of introducíng techniques that exten-
sivel y apply new knowledge in the developing country it-
self z) .
5-1. A Mis-allocation of Investment Resources
A tacit assumption which is mostly made in an exercise on
investments, production and employment is that all invest-
ments automatically lead to higher production and more em-
ployment. However, this assumption is not as self-evident
as it seems because it implies that all the complementary
factors of demand and supply are available and that invest-
ment goods are efficiently used. Let us look at this case
as not so unrealistic and then illustrate our main point
with imaginary numerical examples. For the sake of simpli-
city, let us assume that there exists an appropriate pat-
tern of allocation of investment resources between our "PD"
and "PM" sectors about which we know nothing. Therefore, in
order to introduce our exercise, let us suppose further that
at present, there is an over-allocation of some 10~ of total
investments in "PM" and that this leads to less efficiency
in the use of imported investment goods in that sector. Con-
sequently, the resulting increases in the amount of total
additional production and in the number of total additional
labour force employed are, on the whole, smaller than they
cou]dbein relation to total investments. These situations
are illustrated with imaginary numerical examples in Table
16.
Although we still do not know the pattern of allocation
which is appropriate, we may use the amount of additional
production in relation to investments and the absolute num-
ber of additional labour employed in relation to the supply

1) Ibid. pp. 61-62
2) G.M. Meier and R.E. Baldwin, Economic Development: Theo-

ry, iiistory, Policy. John Wiley 8~ Sons Inc., New York,
1963, p. 417
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of additional labour force as a guide in determining a pat-
tern of allocation which is, at least, more appropriate. By
comparison, we find that total additional production and to-
tal number of additional labour employed in "PD" are smal-
ler in Table 16 than in Table 17. Therefore, we form the
view that Table 16 illustrates an inappropriate pattern of
allocation of investment resources between the two produc-
tion sectors.

TABLE 16

Inappropriate Allocation of Investment Resources

~~ pD ~~ "PM"

Investments 40.0 I 60.0 I
Additional Production 13.33 I 15.0 I
Additional Labour Force 19.99 7.5
Capital~production ratio 3:1 4:1
Labour~production ratio 3:2 1:2

5-2. A Re-allocation of Investment Resources
It is obvious, from the impression we have formed about
Table 16, that a re-allocation of investment resources be-
tween "PD" and "PM" would be necessary in order that the
amount of total additional production may be higher and the
total number of additional labour employed may be greater.
In Table 17, we use further numerical examples to illustrate
the changed situations.

TABLE 17

An Appropriate Allocation of Investment Resources

"PD" "PM"

Investments 50.0 I 50.0 I
Additional Production 16.66 I 12.5 I
Additional Labour Force 24.99 6.25
Capital~production ratio 3:1 4:1
Labour~production ratio 3:2 1:2

Again, by comparison, we find that total additional produc-
tion is 2.9~ higher and total number of additional labour
employed is 13.6~ greater in Table 17 than in Table 16.
Therefore, we form the view that in the circumstances of
our imaginary two-sector economy the pattern of allocation
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illustrated in Table 17 is, at least, more appropriate than
the pattern illustrated in Table 16. In other words, Table
16 illustrates a case of mis-allocation while Table 17 illu-
strates a case of a more appropriate allocation of invest-
ment resources. Thus, we can draw an obvious conclusion
that, as far as the examples we have given are concerned, a
re-allocation of investment resources in the manner illu-
strated in Table 17 would be a good thing to the economy.

5-3. Role of Additional Labour Force in the Production of
Investment Goods at Home

Within the framework of the illustrations we have presented
it will be observed that "PD" has certain advantages over
"PM". For instance, additional production resulting from a
unit of capital is bigger in "PD" sector than in "PM" sec-
tor. Likewise, additional labour required to produce an ad-
ditional unit of output is more in "PD" than in "PM". Both
situations are a clear advantage in conditions of abundant
labour and capital scarcity. In other words, "PD" economizes
capital and mobilizes as much additional labour as possible.
However, additional labour so mobilized must be gainfully
employed in order to make an impact on additional produc-
tion.

Sir W. Arthur Lewis has offered some views on the pro-
blem of surplus labour in a dual economy which might be
of interest to us. Lewis has distinguished between two
sectors in a dual economy: a"capitalist" sector and a
"subsistence" sector. The chief characteristics of the
"capitalist" sector are the hiring of labour and the
sale of its output for profit while the "subsistence"
sector is characterized by a"pool of unskilled labour".
A fundamental relationship between the two sectors is
that when expansion takes place in the "capitalist"
sector it draws labour from the "subsistence" sector.
The driving force behind an expansionary process in the
"capitalist" sector is the "profit" from the sale of
its output which is re-invested in order to initiate a
further expansion. This leads to a further absorption
of labour from the "subsistence" sector and a further
increase in the margin of profit in the "capitalist"
sector. Tf no hitch occurs in the process, expansion in
the "capitalist" sector will go on until the absorption
of surplus labour from the "subsistence" sector is com-
pleted. Thus a process of economic expansion in the "ca-
pitalist" sector provides a soluti~n to the problem of
surplus labour in a dual economy .

1) W.A. Lewis, Economic Development with Unlimited Supplies
of Labour. The Manchester School of Economics. May 1954,
pp. 139-191. Reprinted in "Leading Issues in Economic
Development" by G.M. Meier, op.cit. pp. 158-162
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Even in our examples, it is obvious that some labour would
still move from "PD" to "PM"and this would, of course, continue.
But, if more employment opportunities were created within
"PD" the movenment of labour from that sector to "PM" would
take place at a smaller scale. This is already implied in
our proposed strategy of regional development in Chapter 4
and it constitutes the main difference between Lewis's mo-
del and the illustations we have given.
We made a provision in the introduction of this Chapter that
in order to simplify our argument, we would neglect invest-
ments in other complementary factors and assume that invest-
ments in "PD" were used for making equipment at home and
that investments in "PM" were used for importing machinery
and equipment from abroad. This assumption has two important
implications for our exercise. First, it implies that if in-
vestments in "PM" were above the level which seemd appropri-
ate, it would be a sign that machinery and equipment were
being unduly imported and, consequently, not all the equip-
ment that could be made at home were being made. This situ-
ation is illustrated in Table 16. On the other hand, if in-
vestments in "PD" and "PM" were within their appropriate
levels, it would be a sign that the equipment that could be
made at home was, in fact, being made there. This situation
is also illustrated in Table 17. The second implication of
the above assumption is that if investments were re-alloca-
ted between "PD" and "PM" in the manner illustrated in Ta-
ble 17 and as a result some additional labour force were
engaged in production within "PD" sector, such additional
labour ought to be used in the production of more home-made
equipment. This would constitute an expansion of employment
opportunities within "PD" which would help to scale down
the rate of labour movement from that sector to "PM" sector.
An earlier argument in favour of this line of action was put
forward by R. Nurkse who sees potential savings as concealed
in rural underemployment and urges that the savings so con-
cealed should be mobilized for capital formation purpose 1).
G.M. Meier explains Nurkse's proposal as implying that the
output of formerly excess labour, when productively employed
less the minimum maintenance cost of that labo~Z~, can be
used entirely for production of capital goods . Although
Nurkse's proposal appears to have been rejected on the
ground that emperíal experience does not lend much support
to it a recent study by J. Baranson has shown that there is
in fact, a fund of technological knowledge among the develo-
ping countries. Hence, Baranson calls upon indigenous capa-
bilities to adapt industrial product designs to production
systems as this would help to off-set the technolo g ical gap
between the advanced and the developing countries 3).
1) R.Nurkse, Problems of Capital Formation in Underdeveloped

Countries. Oxford, 1953, pp. 36-47
2) G.M. Meier, Leading Issues in Economic Development. OUP.

1970, p. 343
3) J. Baranson, Automated Manufacturing Techniques in Deve-

loping Economies. Finance and Development.Vo1.8, No. 4,
December 1971, pp. 12-13
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Moreover, since the formation of an Intermediate Technology
Development Group in 1966, the Group has taken a number of
practical steps from its London base to prepare the ground-
work in the field of production of substitute investment
goods in a number of African countries. These practical steps
are embodied in a plan to "build up indigenous capacity to
make and maintain improved equipment" 1) and to developd ap:
propriate basic and low-cost tools for rural blacksmiths 2)
In Nigeria, in particular, the Group has set up a small
workshop for the manufacture of prototype equipment" 3). It
has further demonstrated, "throu ~Jh lectures, seminars, films,
exhibitions and dramatisation" 41 that in Nigeria, "men with-
out formal education can be taught skills, without which few
indigenous organizations can develop into efficient construc-
tion firm" 5).
Even if Nurkse's proposal were to involve a plan for "forced
savings" as Meier further explains 6), a possible production
of investment goods at home would be a qood thing for our
imaginary economy in several respects. If, for instance, in-
vestment funds were used in the production of investment
goods at home instead of importing them domestic employment
opportunities would expand. Secondly, balance of payments
difficulties would be less and even more selectiveness in
the imports of machinery and equipment would be encouraged;
in other words, the use of available scare foreign exchange
would be economized. Thirdly, domestic income would rise and
the additional income so created would be re-distributed
through the additional employment channels created by the
very process of import substiatuion. Fourthly a certain de-
gree of national prestige might be building up in the back-
ground.
Iiirschman has described import substitution as a process in
which a country may import semi-finished materials at first
and then perform the final touches of converting or assem-
bling the almost finished industrial imports into final pro-
ducts. Later, a point will be reached where the import de-
mand for intermediate components and basic goods is suffi-
ciently high to warrant investments in their production at
home. At that stage, the market has become sufficiently
large to reach a domestic production threshold 7). In some
circumstances, however, not all these stages may be absolu-
tely necessary. For instance, certain lower categories of
investment goods were made in Nigeria before, so the country
already has the potential to make them again. All that would
be required would be to restart a process which was abando-
ned.
1) E.F. Schumacher, The Work of the Intermediate Technology

Development Group in Africa. Reprinted from the Interna-
tional Labour Review, Vol. 106, No. 1, July 1972, p.ll-

2) Ibid. p. 12
3) Ibid. p. 13
4) Ibid. p. 8
5) Ibid. p. 8
6) Meier, op.cit. p.343
7) A.O. Hirschman, The Strategy of Economic Development, New

Haven, 1961, pp. 112-114
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To bring our exercise on re-allocation of investment resour-
ces into the picture, such a re-allocation would, by suppo-
sition, imply a transfer of investment resources from the
imports sector to domestic production sector. The question
would, then, arise, in what form would such a transfer be ?
As imports of machinery and equipment are the most impor-
tant components of investments in "PM" sector we would, for
the sake of simplicity, neglect other complementary invest-
ments at home, such as the cost of buildings and infrastruc-
ture costs.
Before a re-allocation of investment resources between "PD"
and "PM" sectors, investments in "PM" were used for the im-
ports of finished machinery and equipment. This would no
longer be so after a re-allocation had taken place; there-
after, investments in "PM" would be sub-divided between im-
ports of finished machinery and equipment and imports of
industrial raw materials. The latter sub-division would be
used for the purpose of expansion within "PD" sector and
this would constitute a transfer of investment resources
from imports sector to domestic production sector. As ex-
pansion took place in "PD", production units within that
sector might be able, in due course, to produce additional
home-made equipment - matchets, hoes, diggers and so on, to
replace their supply from import sources.
As far as Nigeria is concerned, equipment of this lower ca-
tegory was formerly supplied from local blacksmith work-
shops in the years before European Industrial Revolution
made their supply from import sources cheaper and better.
But as import bills on these items rise and as the pressure
on scare foreign exchange resources becomes heavier, so also
the problem of domestic unemployment becomes more acute.
So in order to relax pressure on foreign exchange and im-
prove the employment situation at home, it then becomes ne-
cessary to reduce import of equipment by making it at home
wherever technically possible. By supposition, while such
equipment would not be as advanced as imported technology,
it would show an improvement upon what obtained before. In
other words, an intermediate technology would emerge, and
a gradual process of import substitution in the field of
production of investment goods would begin.

5-4. Rn Intermediate Technique of Production that might
Emerge

By classififying production according to the Source of ma-
chinery and equipment mostly used, there is an implicit
understanding that there exists a gap in production tech-
nique between "PD" and "PM". This gap might be fillecl
through a process of production of substitute investment
goods at home, by a technique which would not be as advanced
as the technique used in "PM" and would not be as backward
as the technique used in "PD" sector but somewhere in be-
tween. This would be described as an intermediate technique
of production.
E.F. Schumacher, a leading advocate for intermediate tech-
nique of production, has categorized three layers of tech-
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nology in terms of "equipment cost per workplace". Symboli-cally enough, he describes the grade of equipment that would
obtain within our "PD" sector as ~ 1-technology, the machi-nery and equipment that would obtain in "PM" as ~ 1.000-
technology and the intermediate category that might emerge
between them as ~ 100-technology. He estimates the cost ofan intermediate technolocy as roughly equal to an annual in-come of an able worker in a developing country. And, he cal-culates that if an able worker saved an equivalent of a
month's earnings per year, in twelve years he would save
enough to be able to establish his own workplace based onthe use of an intermediate technology. On the other hand,
if his workplace were to be established on the basis of
~ 1.000-technology, at the same level of income and rate ofsaving, it would take him 120 years to become an independent
worker.
Precisely because this is impossible, "the vast majority ofpeople, to whom the ~ 1.000-technology is totally inacces-sible, simply give up while there remain small islands ofan alien worl~l which in no way can blend into the economyas a whole" 1j. Thus to maintain production essentially atthe scale of "PM" would tend to have the effect of killing
off competition from "PD", and thereby create widespread un-employment among workers who lack the training and skill tobe easily gainfully employed in "PM" sector. Consequently,
it would tend to encourage mass movement of labour out of"PD" in a pious hope of finding employment in "PM" sector.
More so because in a developing country, most people cannot
afford the cost of ~ 1.000-technology; hence, its demonstra-
tion effect is also negative.
But an intermediate technology would tend to encourage a
"regional approach" to development, which we advocated in
Chapter 4, by encouraging the worker to establish his work-
place within his usual environment rather than migrate to
our "PM" sector~:~ Secondly, the cost of intermediate techno-
logy would be so reasonably cheap as to come within the le-
vel that an increasing number of people could afford without
the necessity for an unattainable level of savings. Thirdly,production would take place with the use of local materials
and for local use. Fourthly, an intermediate technique ofproduction would be relatively simple and, thus, it wouldavoid elaborate processes in matters relating to organiza-tion, financing, marketing and the supply of raw materials 2).
Arguments in f avour of intermediate technology should not,
however, lose sight of the fact that certain lines of pro-duction - example the production of crude oil - are, bytheir very nature, committed to use "PM" machinery.
1) E.F. Schumacher, Industrialization Through Intermediate

Technology. Reprinted in Meier op.cit. pp. 355-359
2) Ibid. pp. 355-359
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Others, like the production of traditional handicraft, might
continue to use "PD" equipment. In other words, all three
techniques of production would operate together within the
economy. But the percentage contribution to total production
of each technique would probably make all the difference
there is to make. We would not attempt to assign a percen-
tage contribution to each technique, however, because that
would be mere guesswork but we would bear in mind that the
best combination is that which yields a maximum production
not necessarily by any one of them, but through a combina-
tion of the three production techniques.
Schumacher has recommended the areas of production to be
tackled immediately as: every kind of consumer's goods in-
dustry, including building materials, agricultural imple-
ments, and equipment for intermediate technology industries.
We share the same sense of urgency in these areas of produc-
tion as he does and so we cannot do more than agree entirely
with his proposals 1).

5-5. Role of Government Budgêting in the Production of In-
- vestment Goods at Home
The philosophy underlying the concept of intermediate tech-
nology as outlined by E.F. Schumacher is "that the source
and centre of world poverty and underdevelopment lie prima-
rily in the rural areas of poor countries, which are large-
ly by-passed by aid and development as currently practised;
that the rural areas will continue to be by-passed and unem-
ployment will continue to grow, unless self-help technology
is made available to the poor countries with assistance in
its use; and that the donor countries and agencies do not at
present possess the necessary organized knowledge of adapted
technologies and communications to be able to assist effec-
tively in rural development on the scale required" 2).
Although the extent may be less, the same difficultíes may
also exist between a central government and the rural vil-
lages especially where inadequate transportation and commu-
nication facilities make contact with far away villages
particularly difficult. It could also be true that even at
national levels such development as may be possible within
a country may by-pass the rural areas of the same country
and may continue to do so in future. For instance, informa-
tion about the extent of unemployment in a country may be
limited to that obtained from the official records of La-
bour Exchanges in the urban areas and what happens in the
more remote villages may, in this respect, be left out of
account.

1) Ibid. pp. 355-359
2) See "The Work of the Intermediate Technology Development

Group in Africa". Op.cit. pp. 3-4
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The Intermediate Technology Development Group "is keenly
aware of the world-wide dangers inherent in the build-up of
unemployment taking place in virtually every poor country,
...... and is endeavouring to furnish the poor and the unem-
ployed in developing countries with the means to work them-
selves out of poverty" 1). As far as rural unemployment is
concerned, it would appear that the objective of regional
development proposals which we put forward in Chapter 4 and
that of intermediate technology proposals which have now re-
ceived a wide acceptance, come close together.
In section 5-1, we assumed that all investments would auto-
matically lead to higher production and more employment if
all the complementary factors of demand and supply were avai-
lable and no unused production capacity occurred. This whole
assumption, of course, implies that investment resources
themselves would be available. As far as intermediate techno-
logy is concerned, the budget of the Intermediate Technology
Group, at present, "runs at about ~ 3,000 a month, along with
a total outlay on field projects of about ~ 70,000 a year"2).
This size of the budget would be extremely small in relation
to the need of many developing countries for assistance out
of it. Thus, the efforts of the Intermediate Technology Group
ought be significantly supplemented with the efforts of the
national government of a developing country like Nigeria.
We argued that it would be a good thing for a poor economy
if certain grades of investment goods were made at home
wherever pissible instead of being imported because they
would serve as import substitutes and thereby relax balance
of payments difficulties while expanding opportunities for
domestic employment. Obviously, this field of production
would require higher investment than the private sector of a
poor country may afford. In Chapter 3, section 3-4 C, we ad-
vocated that, by means of budgetary allocation, the govern-
ment could undertake to establish a vital enterprise which
the private sector may not afford and later, when the viabi-
lity of the enterprise had been signalled, the government
could then sell it over to private management under a gra-
dual system of repayment - the so-called principle of "rol-
ling-over".
A possible production of substitute investment goods at home
is a field of investments where the government could apply
the principle of "rolling-over" in order to overcome defi-
ciency in private savings. Thus, we see a possibility of a
marginal increase in investment in the context of government
budgeting and we propose that such an increase in investments
should take place through the means of government budgetary
allocations.

5-6. Problems of Import Substitution that Might Arise
Could certain problems possibly arise from a process of im-
port substitution such as: the problem of efficiency in the

1) Ibid. p. 3
2) Ibid. p. 19
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use of resources, the problem of costs and the problem of
foreign exchange ? Well, let us make a brief reference to
the experience of some Latin American countries as a deve-
loping region where import substitution has long been an in-
tegral part of the governments' economic policies. The pur-
pose of the reference ís to become aware of the problems
which a process of import substitution has given rise to in
that region and then to discuss the way in which some of the
difficulties might be avoided in a different situation.
Santiago Macario has argued that initially, a process of im-
port substitution in Latin American countries was not gradu-
ally undertaken in accordance with a plan and in anticipati-
on of development requirements. Rather it was adopted in a
makeshift fashion, frequently to meet emergencies~ hence it
was based on extension of tariffs and protection 1). Because
of an implied haphazardness at the initial stages, a process
of import substitution tended to intensify some of the dif-
ficulties which it should have solved. First, a high degree
of protection of the home market appears to have encouraged
a phenomenal rise in domestic prices and entrepreneurs be-
came less careful in selecting their activities under cost
considerations. Consequently, inefficiency in the use of
investment resources was encouraged and industries which would
have been accorded a lower priority from efficiency points
of view were allowed to become established.
Once an inefficient line of production could operate, it
tended to influence other lines of production to be ineffi-
cient as well by making them use raw materials or interme-
diate products obtained at high costs. As a result, even
those industries which had less need for it had to be pro-
tected. The lack of competition from foreign products which
followed appears to have given rise to unsatisfactory quali-
ty and specification because industries which could well
have competed successfully with their foreign counterparts
had less inducement to improve the quality of their products
when the home market was largely reserved for them. In some
cases where the degree of internal competition was also
small, a concentration of production in a few firms tended
to give them monopolistic or oligopolistic powers which could
result in further inefficiency in production. On the whole,
because of the manner in which the process was started, im-
port substitution tended to produce a distortion of the eco-
nomic structure and to encourage inefficient allocation of
investment resources.
A second argument is connected with specialization and it
holds that in some of the Latin American countries, a pro-
cess of import substitution appears to have encouraged over-
diversífication within a whole range of manufacturing acti-
vities especially in the field of production of consumer
goods. The apparent lack of specialization seemingly reduced

1) S. Macario, Protectionism and Industrialization in Latin
America. Reprinted in Meier, op.cit. pp. 528-533
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the scale of advantages of production on the basis of compa-
rative costs and tended to deprive the countries concerned
of some of the benefits of international trade in terms of
a broadly-based specialization.
Thirdly, an extensive range of import substitution appears
to have deflected resources from existing lines of produc-
tion, especially primary production, which required consoli-
dation, modernization and re-equipment. Moreover, a deflec-
tion of resources from existing lines of production was par-
ticularly detrimental to the export sectors and the export
possibilities of those countries. As import substitution was
heavily concentrated in the production of consumer goods, it
appears that this had the effect of raising the cost of im-
ported machinery and equipment which sustained production.
Hence, the exports~imports gap became wider than it should
have been because, on the one hand a process of import sub-
stitution had discouraged an increase in total exports of
goods and on the other hand it had encouraged an increase in
total imports of goods. In other words, the process of im-
port substitution appeared to defeat its own purpose by cre-
ating further balance of. payments difficulties rather than
relaxing the existing ones.
But the imaginary situation we have presented is different
from those of the Latin American countries; hence, we also
imagine that the outcome of a process of import substitution
based on the pro~osals we have put forward would, likewise,
be different. Ir:"our imaginary presentation, the aim of im-
port substitution in the field of production of investment
goods would be to enlarge the domestic market through a co-
ordinated increase in the employment of additional labour
force. This would be a result of an appropriate pattern of
allocation of investment resources among various production
sectors. In so far as an additional labour force which would
be required in the production of substitute investment goods
is at present unemployment, we imagine that there would be
no such distortion of the existing economic structure as oc-
cured in the Latin American countries. On the contrary, we
imagine that aggregate additional production would not be
affected and this would imply that existing economic program-
mes such as agricultural programmes and export capabilities
would remain undisturbed. The main difference would be that
scare investment resources, especially capital, would be
more efficiently utilized as far as domestic employment is
concerned. As we have shown in our illustration, it might
well be that such efficiency in the use of investment re-sources could lead to a marginal increase in additional pro-
duction.
It would appear from the reference to the experience of theLatin American countries that production díd not go muchfurther than the first stages in the process of import sub-
stitution. During those first stages, production was concen-trated on the supply of substitute consumer goods. But beyondthose first stages, as J. Power points out, lies the necessi-
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ty of developing production of intermediate goods, capital
goods, and raw materials 1). The main difference between
the case we present, together with its "backward linkage"
and the case of the Latin American countries is, then, that
our case aíms at intermediate investment goods while the La-
tin American countries aimed at modern investment goods.

5-7. Reflections on Nigeria's Situation 1958-66
In this section we shall present a brief outline of Nigeria's
problems in the field of investment, production and employ-
ment during the nine years preceding the outbreak of a civil
war in 1967. The purpose of the outline is to show some rele-
vance which our exercise bears to Nigeria's real situation
during that period. This will help us to draw a more rele-
vant conclusion at the end of this Chapter.

A. Problems of Unemployment
In a recent study, Peacock and Shaw have found out that "so-
cial tension and unrest is positively related not simply to
low levels of per capita income and consumption but also to
the extent of unemployment per se" 2). This remark seems use-
ful in understanding the situation which obtained in Nigeria
during the period 1958-66. At the beginning of that period,
the prospect of political independence had raised many ex-
pectations: there was the hope that employment opportunities
for Nigerians would expand as the colonial administrators
departed. Consequently, high levels of income and consump-
tion were expected. In some major respects, these expecta-
tions, and even more, were realized in certain sectors of
the community. But in large sectors, the situation was dif-
ferent. Employment prospects were not so bright and the le-
vels of income and consumption were not so high.
Job-seekers migrated to the few urban areas where it appeared
to them that the prizes in the form of employment were a ve-
ry attractive alternative to rural poverty. There, they
faced a common gambling situation and social tension. There
too, they openly demonstrated "unemployment" and social in-
stability. At a period when tribal or regional loyalty was
much stronger than national loyalty and domestic politics
were essentially tribal-based, social tensíon created in
other fields often had a strong reflection on the political
scene. Such a reflection merely widened the gaps between the
various tribes and íntensified inter-tribal suspicion and
mistrust even at high administrative and organizational le-
vels. In this way, social tension and political instability
became very closely related.

1) J.H. Power, Import Substitution as an Industrialization
Strategy. The Philippine Economic Journal. Vo1.V, No. 2,
1966. Reprinted in Meier, op.cit. pp. 520-527

2) A.Peacock and G.K. Shaw, Fiscal Policy and the Employment
Problem in Less Developed Countries. OECD, Employment Se-
ries No. 5, Paris, 1971, p.117.



-152-

Our analysis would suggest that a situation of unemployment
requires a review of the methods of allocating investment
resources and a research for new investment openings. Of
course, there were various studies by such students of Ni-
gerian economic and social affairs as A. Callaway 1), I.
Sachs 2), and S.J. Bhatt 3) to mention a few, which were
directed towards solving the problem of unemployment. In
general, many of these studies saw future employment oppor-
tunities for young Nigerian job-seekers in the development
of the agricultural sector. But our analysis would suggest
that a development of the agricultural sector should be
supplemented by an expansion in the home-made equipment
sector. If possible, expansion in the latter sector should
precede expansion in the agricultural sector, in the mecha-
nized sense, so that the home-made equipment sector could
widen the internal market for increased agricultural pro-
duction.
The other way round might create the danger of raising pro-
ductivity in agriculture before finding an outlet for the
additional products. If that outlet were not easily found,
the extra production might have the effect of depressing
prices in the agricultural sector. A lower level of income
for farmers would reduce the attractiveness of agriculture
and encourage a further rural-to-urban migration which
would lead to an increase in the rate of open unemployment
in the urban areas. On the other hand, it can be argued
that further employment opportunities could be created in
the agricultural sector without a significant rise in agri-
cultural productivity. This could probably be achieved by
bringing new unfertile lands under cultivation but then the
apparent solution of the unemployment problem by that method
would be effective only in the short run. In the long run,
a stage would be reached where land, fertile or unfertile,
would no longer be available and the long term solution of
the unemployment problem would still have to be sought in
some other direction.
S.J. Bhatt of the Ford Foundation is one of the writers who
have recognized these difficulties and this section quite
agrees with his particular conclusions on this point. He
says, "I believe that agriculture will not be the key that
would open up opportunities for gainful employment for the
rising army of young job-seekers in Nigeria..... It is the
creation and stimulation of rural industries (which) would
significantly assist in the diversification of the rural
economy...... Together with the existing farm programmes
(this) would help to slow down the flow of young job-see-
kers from country to the city" 4).

1) A. Callaway, Creating Employment for Africa's Youths.
Printed in T.M. Yesufu (ed.), Manpower Problems and Eco-
nomic Development in Nigeria, OUP, 1969, pp. 237-260

2) I.Sachs, Employment and Economic Development in a Dual
Economy. Printed in Yesufu, op.cit. pp. 227-236

3) S.J. Bhatt. An Approach to the Problems of Creating Em-
ployment Opportunities in Nigeria.Printed in Yesufu,
op.cit. pp.261-276

4) Ibid. pp. 261-276
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Seen in its proper policy context, Bhatt's remark is a case
in favour of a continued process of industrialization as a
means of reaching a stage of full-employment economy. So
far, our analysis is trying to throw a further light on this
emphasis by pointing out a specific industrial field wherea withdrawal of investments has, in the past, created eco-nomic and social misfortune in the form of restricted em-
ployment opportunities in sectors of the community. This
past misfortune had a very strong adverse impact on the po-
litical scéne and must have been a contributory factor to
Nigeria's political instability in the recent past.
In a more policy-oriented fashion, Peacock and Shaw have
examined the problem of unemployment from a fiscal stand-
point and proposed that emphasis in the use of fiscal poli-
cy might as well be shifted away from measures that promote
growth to those that promote employment. In that context,
they have considered the desirability of recommending a po-
licy of part-time work, discrimination against combined fa-mily income, earlier retirement, prolonged periods of edu-cation and training, a policy to encourage emigration and
a policy to influence the rate of population growth 1j. Inthe meantime, however, the Nigerian economy would appear tohave further scope for expanding employment opportunities
if a re-adjustment could be made in the pattern of alloca-tion of investment resources.

B. Problems of Selection of Investment Pro~ects 2)
From the accounts of students and writers on Nigeria's eco-
nomic and social affairs, it would appear that Nigeria had
some difficulties in the selection and location of invest-
ment projects before the military took over the country's
administration in 1966. For instance:
a) the largest piggery in Africa was located at the centre

of non-pork-eating Muslem population in Northern Nigeria;
b) a costly Farm-Settlement project was abandoned in Western

Nigeria after it had started;
c) with the co-operation of the Netherlands Government, a

Veterinary Instítute was built in Northern Nigeria butit was realized, only after it was completed and staffed,that there were no students to attend the lectures;
d) in Eastern Nigeria, free entry was provided in the pro-duction of rice but entry was restricted in the proces-sing of it which required more capital;
1) Peacock and Shaw, op.cit. p. 9 and p. 118
2) J.P. Pronk and E.J. Schreuel have defined a project as"any unit of expenditure, which, for reasons of admini-stration, accounting or purpose, it is convenient to de-fine as such". See "Some Reflections on the Effective-ness of Project versus Plan Aid". Werkgroep Evaluatie

Ontwikkelingshulp, Tilburg, 1969, p. 2.
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e) also in Eastern Nigeria, a proposed glass industry was
cancelled even though the necessary capital, labour and
raw materials were all available.

Some of these difficulties were a result of inter-regional
rivalry and suspicion of a long-standing tradition. William
Hance points out that this reflected a policy of "me-tooism"
which threatened excess capacity in several industries and
led to poor location of others 1). Similarly, Professor
Stolper attributes some of these difficulties to a combina-
tion of scarae resources and a plural society in which there
was a desire to do something for everyone, that is, the de-
sire to distribute "progress" more or less evenly over the whole
area of the country as a result of legitimate political
pressures 2).
In a recent report, the Confederation of British Industry,
which sent out a fact-finding mission to Nigeria in 1970,
made reference to "the pre-war experience where plants were
built in the wrc-;ng places in relation to either their mar-
kets or their raw materials, or with equipment not suited
for their needs..... This experience has bred a mistrust"3).
Likewise, recent remarks by P. Sanwo have made reference to
instances where as much as "a third of total allocations on
projects w4~ spent before detailed studies were carried
out..... .
On taking over the country's administration in 1966, the
Federal Military Government decided to abandon some pro-
jects which were started by the preceding civilian govern-
ment. These included: the building of new parliament buil-
ding; extension of an international airport; the building
of a national stadium; and the building of more office ac-
commodation and staff quarters 5).
It is possible or even likely that some of these examples
may have been exaggerated; still they serve a useful pur-
pose of outlining the nature of the difficulties which Ni-
geria experienced in the area of selection and location of
investment projects during the period 1958-66. It then fol-
lows from our earlier arguments that such situations would
be a sign of mis-allocation of investment resources especi-
ally if:

1) W.A. Hance, African Economic Development, New York, 1967
p. 258.

2) Stolper, On Growing Together Again, op.cit. p. 6.
3) Confederation of British Industry: Nigeria 1970, London,

1970, p. 44. See also Second National Development Plan
1970-74, op.cit. p. 144.

4) P. Sanwo, Implications of the Progress Report on Second
National Development Plan. See Niger~-an Daily Times, Sa-
turday, June 17, 1972, pp. 12-13

5) UN, Economic Bulletin for Africa, Vol. VIII, Nos. 1 8~ 2
1968, p. 111
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a) the costs of some projects were too high;b) some projects were unnecessarily duplicated;c) excess capacity occured in certain fields of production;d) some rival projects were unprofitably undertaken;e) the output of some factories had no market;f) some viable projects were cancelled;
g) certain dubious projects were approved;h) some institutions of learning were not put to effectiveuse.
According to our imaginary presentation, such situationswould be a contributory factor to the problem of unemploy-ment. If the chief condition giving rise to such situationswere an absence of an alternative field of profitable in-vestments, then the production of certain grades of invest-ment goods at home would provide that alternative.
C. General Observations
Observations from various statistical sources tend to givethe impression that during the period 1958-66, a certainregularity occured within Nigeria's economic environment.For instance, items like exports,impqrts,investments and so onappear to have borne, more or less, regular relationshipsto national income. In Table 18, this general impressionhas been formalized for the purpose of a consistent presen-tation because the original data themselves are lacking insuch consistency. But it is all a matter of illustrationbecause a certain amount of exaggeration is involved in aprocess of formalization. Moreover, the original value ofthe statistical data observed can by no means be ascertained.Therefore, although Table 18 presents a structure in whichthe relationships among the economic variables shown areregular, this is only an impressïon and must not be over-stressed. We can, nevertheless, remark that if such a regu-larity were real it would not have been a good thing forthe economy, so it ought to be broken.
In Table 19, we give some examples of statistically observeddata, as far as they are known, in support of the formalizedpresentation of national income accounts in Table 18. Theperiod of statistical observation would have covered theten years ending in 1967, but the outbreak of civil war se-riously disrupted normal economic activities in the tenthyear, so it was left out.
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TABLE 18

Formalized Data Relatinq to Nigeria's National Accounts
1958-66

(Value in ~ N Million at 1957 Market Prices)

1958 1959 1960 1961 1962 1963 1964 1965 1966

C - 825 860 896 934 973 1014 1057 1102 1148
E - 163 170 177 184 192 200 209 217 227
M - 217 227 236 246 256 267 279 290 303
MC - 136 142 148 154 160 167 174 181 189
MI - 81 85 88 92 96 100 105 109 114
E-M -- 54 - 57 - 59 - 62 - 64 - 67 - 70 - 73 - 76
I - 136 142 148 154 160 167 174 181 189
S - 82 85 89 92 96 100 104 108 113
S-I -- 54 - 57 - 59 - 62 - 64 - 67 - 70 - 73 - 76
Y - 907 945 985 1026 1069 1114 1161 1210 1261

C - Total Domestic Consumption
E - Total Exports of Goods and Services (f.o.b.)
M - Total Imports of Goods and Services (c.i.f.)
MC - Imports of Consumption Goods
MI - Imports of Investment Goods
E-M - Exports~Imports Gap
I - Total Gross Domestic Investments
S - Total Domestic Savings
S-I - Savings~Investments Gap
Y - National Income
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TABLE 19

Statistically Observed Data Relating to Nigeria's National
Accounts 1958-66
(Value in ~ N Million at 1957 Market Prices)

1958 1959 1960 1961 1962 1963 1964 1965 1966

Ea - 144.4 172.8 174.9 185.4 183.4 204.9 228.9 288.3 303.8
a- 186.8 203.1 243.6 249.6 228.2 239.7 289.8 328.0 323.2

Ib - 108.6 127.3 126.9 140.2 137.1 153.0 167.0 200.6 207.8
c- 906.9 n.a. n.a. 1022.4 1084.5 1147.7 1209.5 1252.6 1280.1

x - provisional rough estimate

n.a.- not available

E- Total Exports of Goods and Services (f.o.b.)
M- Total Imports of Goods and Services (c.i.f.)
I- Total Gross Domestic Investments
Y - Gross Domestic Product (GDP)

Sources: a) UN. Yearbook of National Accounts Statistics.
Vol. One, 1968, p. 496

b) Ibid. p. 493
c) UN, Economic Bulletin for Africa. Vol. VIII,

Nos. 1~ 2, 1968, p. 112
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5-8. Summary

This Chapter has made an exercise about allocation of in-
vestment resources between two sectors of an imaginary eco-
nomy in which production is either carried out by means of
home-made equipment or by means of imported machinery and
equipment. The chief supposition underlying the classifica-
tion is that, for some reasons, political or psychological,
investments may be unduly large in the sector which mostly
uses imported machinery and equipment in production. Conse-
quently, the use of investment goods may be less efficient;
the amount of total additional production may be smaller in
relation to investments and the number of total additional
labour employed may also be smaller in relation to the supp-
ly of additional labour force.
On the other hand, an appropriate allocation of investment
resources between the two sectors could lead to a more ef-
ficient use of investment goods and this might raise the
amount of total additional production as well as the num-
ber of total additional labour force employed. However,
this would involve a re-allocation of investment resources
in such a way that some investments are transferred from
the imports sector to domestic production sector. By impli-
cation, therefore, such additional labour force as may be
engaged in production, as a result of the transfer, ought
to be used in the production of additional home-made equip-
ment.
5-9. Conclusion
A major conclusion to be drawn at the end of this exercise
is that if investment funds were used in the production of
investment goods at home instead of importing them, total
additional production would be raised; total number of ad-
ditional labour force employed would be increased; balance
of payments difficulties would be less; total income would
rise and would be re-distributed through additional employ-
ment channels; and a certain degree of national prestige
might be building up in the background. For these reasons
the national government of a developing country like Nige-
ria might find it essential to allocate some budgetary re-
sources to this field of production because private savings
might be inadequate for initial financing of production in
this field. But after production has been successfully
started, the government might sell such an enterprise over
to private management under a"rolling-over" system of gra-
dual repayment.



CHAPTER SIX: PROBLEMS OF REVENUE-COLLECTION FOR PUBLIC USE----------------------------------------------------------------------------------------------------------------------

Introduction
There are several ways by which a government can effect an
increase in the amount of revenue it collects for public
use but this Chapter will mainly consider only two of them,
namely, the possibility of increasing the revenue-yielding
capacity of the existing tax sources and the possibility
of instituting additional sources of public revenue in Ni-
geria. The examination of these possibilities necessarily
calls for an understanding of the way in which the existing
revenue sources have performed ín the past as a background
to measures designed to improve their performances in the
future. Such a background can be well provided from a simple
quantitative survey of the major revenue sources during the
last couple of years. From that, an insight can be gained
into the actual revenue structure which may strengthen the
view which has been implicit in the analysis of the problem
of revenue allocation. That view is that "insufficiency" or
what comes to the same thing, the failure of revenue sources
to provide adequate financial resources for the implementa-
tion of development programmes is among the chief factors
contributing to intense scramble for federal funds among
the various parts of Nigeria.
The strength of this view will be revealed by comparing the
actual government revenue with the budgeted expenditure of
the government in recent years~and by regarding the gap be-
tween them as representing the portion of government finan-
cial needs which is left unsatisfied in each successive
year. Thus, it is the interest of this Chapter to suggest
how such a gap can be narrowed down or closed up entirely
so as to bring revenue and expenditure more closely in line and
to ensure that the economy and the people grow together.

6-1. A Brief Survey of the Major Sources of Nigeria's Pu-
blic Revenue

i) Import Duties
An important feature of Table 20 is the high position occu-
pied by import duties as a single source of revenue al-
though the proportional contribution of this source to the
aggregate revenue is gradually declining from 51.4g in
1963~64 to just over 25~ in 1970~71. This decline is ac-
counted for by the increasing rate of profits from the export of
crude oil and by the wartime import control system which
continued long after the war to protect home manufacturing
although that control is now beginning to relax.
The reason often given for the importance of import duty
in the revenue scale of developing countries is that im-
ports were the basis from which the cash economy permeated
those countries. But this historical statement must be
supplemented by the economic fact that imports bear a large
ratio to the National Income of Nigeria and that it is only
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reasonable to lay duties on them. Moreover, it can be argued
that in some instances, part of the tax burden on importsmay be borne by the foreign producer, therefore the dome-stic consumer is, at least, protected from the effects of ahigh rate of import taxation.
What then are the chances of Nigeria increasing her revenuefrom this source ? There are several problems of a practi-cal nature facing any attempt to increase revenue from im-port duties. First, a move to increase taxation on imported
goods with high income elasticity is at once in direct con-flict with a policy to encourage domestic manufacturing assuch activities would be mostly carried out with the use ofimported goods, initially. As far as capital goods and rawmaterials are concerned, it is often a matter of policy toallow them duty-free in order to encourage the growth ofhome industry,
Generally speaking, an increase in the rates of import du-ties reflects an increase in retail prices which leads to ademand for higher wages. It is unlikely that any inflatio-nary situation caused by this will be equally off-set by afuture fall in prices. There is also the inconvenience
caused to importers if, by a change in the rate of importduties, they are compelled to hold quantities of tax-paid
stock and, thereby are liable to suffer capital gains andlosses as tax rates vary. This might well cause loud andfrequent protests against tax authotities. Finally, thereare some technical limitations imposed by such internatio-nal agreements as GATT and, for administrative simplicity,many tariffs are arranged on a specific rather than an advalorem basis 1). To change them would equally require spe-cific legislation. On the whole, the possibility of illicitrunning must be closely borne in mind when taking measuresto increase import duties. Already Nigeria2)governments lose~ 5-10 million per annum due to smuggling .
ii) Export Duties
A similar situation would also arise in the case of exportduties. In 1960~61 this source contributed about 13.6~ ofthe total revenue for that fiscal year. By 1970~71, thisratio had declined to 8~ and the immediate cause of thisdecline can, as in the case of import duties, be attributedto the increasing importance of crude oil as a revenue earnerand the incidence of the war which disrupted normal economicactivities. But one or two reasons can also be advanced toshow that the present decline is simply not structural.

1) A.R. Prest, The Role of Indirect Taxation. Reprinted byMilton C. Taylor (ed.), Taxation for African Economic
Development. Hutchinson Educational Ltd., London, 1970,p. 355

2) Ibid. p. 356. For further details on the extent of smugg-ling see also Nigeria's Budget Speech, Lagos, 1962, pp,29- 30
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TABLE 20

Federal Government Sources of Revenue (~ thousand)

1968~69 1969~70 1970~71 f

1) Revenue from Taxes
Import Duties 54,576 54,735 70,043
Export Duties 13,125 13,257 22,078
Excise Duties 29,303 33,453 54,19~
Personal Income Tax 1 387 50
Company Income Tax 14,510 13,521 17,270
Petroleum Profit Tax 5,200 20,180 57,850
Other Taxes 35 30 4ï

2) Revenue from Property
Profits from Public
Corporations ï,s~0 ï,50v ï,500
Mining - Royalties,
Rents, etc. 11,486 30,475 40,490
Rent on Government
Property 513 396 247

3) Transfers
Interest and Payments 8,790 10,105 10,798
Re-imbursements 1,187 1,273 1,265

4) Miscellaneous
Licences and Fees 540 594 673
Earnings and Sales 5,868 5,732 716
Others 1,046 4,177 1,237

5) Total Revenue 147,680 189,815 278,455

f - January - June Estimates

Source: Central Bank, Report on the Economic Activity in
The First Half of 1970. Research Department, Lagos,
December 1970. Table 27, p. 53

It used to be argued that because of the comparatively simple
variety of Nigeria's main export commodities and the fact
that only relatively few firms are engaged in export trade,
the collection of taxes from this source is, administrative-
ly, easy. Such arguments are used to justify the role of the
marketing boards as tax collectors rather than trustees to
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producers. However, the income of the producers has itself
decreased as a result of unstable prices for primary commo-
dities in the world market; hence the then rate of decline
in the amount of revenue from that source. The argument
could remain valid only if Nigeria still enjoyed her former
virtual export monopoly of some essential commodities and
could so force foreign buyers to pay some part of the tax
without reducing the volume of their total demand. Having
lost this advantage, the revenue level from export sources
can only be maintained at the expense of the producers.
The Federal Government appears to have been aware of this
trend of development; hence, it decided to abolish export
duties on agricultural commodities beginning from 1st.Apri1
1973 1).
In other words, even if high export duties were to cause no
disincentive in production and world prices were high
enough, an additional revenue from export sources would
clearly be obtained at the expense of private saving. But
the actual situation is that of violent fluctuations in the
price of primary commodities; therefore, this assumption is
unrealistic. Moreover, following our regional development
policy, home manufacturing would increase in the future and
many of the commodities which were formerly offered for ex-
port would be used as raw materials by domestic industries.
iii) Excise Duties
On the other hand, revenue from excise duties has shown an
encouraging increase during the last decade. In the 1961~62
budget, the total revenue from excise duties amounted to
only ~ 6.4 million or less than 6~ of the aggregate revenue.
As can be seen from Table 21, the receipts from excise du-
ties has increased to about ~ 24 million or 9g of total re-
venue in 1970~71. This trend is likely to continue as far
as improvement in home manufacturing continues to substitute
some unessential imports. In future too, receipts from taxes
levied at whole-sale and retail stages of distribution may
even increase at a faster rate than those from excise duties
as the experience of other countries has shown. In Britain
this source contributes 20g of all the revenue from indirect
sources or 8~ of total government revenue.
iv) Company Taxation
In the three-year period 1968~71, the revenue from company
taxation amounted, on the average, to 8~ of total revenue.As in the case of excise duties or sales taxes the turn ofevents is likely to favour company taxation as a source ofrevenue in the future. Given the ability and the willing-ness of the private sector to take full advantage of newbusiness opportunities, the taxation of indigenous joint-companies should be seen as a promising source of additio-nal public revenue in the near or distant future. Company
taxation in almost all countries, is one type of taxation
1) See Chapter 3, Section 3-4 A



-163-

TABLE 21

Federal Revenue From Customs ~ Excise by Items (~ thousand)

1968 1969 1970f

1) Import Duties
Surcharge 627 2,157 2,427
Tobacco ~ Products 499 433 154
Motor Spirits 1,457 3,870 3,354
Diesel Oil 1,338 5,530 2,080
Others 1) 22,955 23,981 40,610

26,876 35,971 48,625
2) Export Duties

Rubber ~ Products - 231 287
Timber ~ Products 75 148 118
Cocoa 5,584 6,172 6,915
Groundnuts ~
Products 2,314 2,332 2,944
Palm Oil ~ Palm
Kernels 714 671 1,005
Others 2) 537 466 732

9,224 10,020 12,001

3) Excise Duties
Surcharge 528 3,756 5,364
Tobacco 3,073 3,780 4,031
Beer 2,293 2,743 3,151
Petroleum Products 108 121 627
Others 3) 4,339 6,474 10,443

10,125 16,874 23,616
4) Fees 126 95 942
Total 46,351 62,960 85,187

1) Includes beer, wine, spirits and other unspecified items
2) Includes hides and skins, cotton and línt, scrap metal,

etc.
3) Includes potable spirits and other unspecified products
f - January - June Estimates
Source: Central Bank Report, op.cit.. Table 30, p. 60
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the collection of which calls for little administrative
technique. For one thing, unlike individuals, companies are
easy to identify and it is hard for them to escape tax lia-
bilities. For another, companies keep accounts and other
records of their business transactions which make the as-
sessment of their income a relatively easy task. This, in
fact, should be seen as an ideal system in any administra-
tion-deficient country like Nigeria. By being so simple to
operate, company taxation brings to the full realization of
what Professor Prest has called 1) "an administrator's
dream". Further, company taxation has the distinct advan-
tage of appearing painless in the sense that a given sum
collected from individuals or groups of shareholders is li-
kely precipitate a much more overt repercussion than the
same amount collected from companies.
From a company's point of view, in as much as a certain rate
of increase in taxation can be smoothly passed on to the
consumers in the form of increased prices, such a rate of
taxation causes no disincentive. In this way a company can
be seen as the tax agent of the government which further
relieves the tax administrative machinery of a poor country.
Even a rich country like Sweden successfully operated a 10~
surcharge programme in 1961 through the company taxation
system in order to effect an additional transfer of resour-
ces from the private to the public sector. That the scheme
was accomplished without much difficulty is an obvious poin-
ter to the fact that it is the individuals and not the com-
panies who have the votes 2).
This, however, is not to suggest that there are no limits
to which the rate of company taxation can be increased with-
out having an adverse repercussive effect. The other side
of the coin is that there can be little doubt that an ex-
cessively high rate of company taxation could easily impair
company investment incentives and in turn may discourage
even the very formation of new joint-stock companies. In the
advanced economies companies are,on the contrary,sometimes given
tax concessions in the form of tax holidays, or accelerated
depreciation 3) in order to encourage new formations and
discourage monopolistic or oligopolistic tendencies. Thus,
the successful operation of company taxation in a poor coun-
try is a matter of rate and time. A newly-formed company,
for instance, may be granted a tax-free period; later it
may be required to pay tax at a moderately low rate and fi-
nally at an appropriate rate. (Capital tax, such as the
Japanese land taxation system in the latter part of the
nineteenth century is, in view of the communal system of
land ownership, not easily applicable in Nigeria. It will,
therefore, not be discussed in this context but it is use-
ful to bear in mind that such a system does exist).

1) Cf. A.R. Prest, The Role of Direct Taxation
2) Ibid. p. 250
3) Ibid. p. 251
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v) Petroleum Profit Tax
There can be no doubt that the export of crude oil is the
most important revenue-yielding transaction that Nigeria is
at present engaged in although it has also carried with it
the greatest intersectional explosive jealousy that Nigeria
has ever experienced. In the 1970~71 fiscal year, the pro-
duction of crude oil provided Nigeria with a revenue of over
~. 100 million in the form of profits, mining roalties, rents,
licences and fees. A further ~ 100 million or more which was
spent on imported materials connected with crude oil produc-
tion was no burden to Nigeria's balance of payments. But the
present dominant position of crude oil in the economy is un-
likely to be maintained in the future, albeit the distant
f uture .

The importance of the Nigerian crude oil to the economy of
Western Europe, especially Britain, increased with the clo-
sure of the Suez Canal in 1956, and as long as this remained
in force, it became essential to define possible areas where
oil supply to Europe could be assured to meet increasing de-
mand. That problem could equally be solved with the use of Very
Large Oil Tankers capable of making very long sea voyages
at high speed which could be operated quite economically be-
cause of their capacities. But to get to the Middle East by
the Persian Gulf through the Cape of Good Hope would not on-
ly prolong the voyage but would also increase cost. Thus the
prospect of sources of oil supply involving shorter sea voya-
ges together with the introduction of a new container system
(which was not, any way, designed to pass through the Suez
Canal when fully laden) placed the Nigerian source ín an ex-
tremely advantageous position.
But the Suex Canal would not remain closed for ever and even
if it were to do so the oilsands and shells of the Western
Hemisphere now provide an alternative source of oil extrac-
tion for use in Western Europe. By the year 1980, Britain,
which is now the principal crude oil importer from Nigeria,
will be a full-fledged crude oil producer herself. Finally,
there is the possibility that by further scientific develop-
ment, nuclear energy may replace oil as fuel long before the
year 2.000 when the world consumption of oil is projected
to reach its climax 1).
All these constitute a warning that in the distant future,
the oil economy may not be as reliable as it seems to-day
and therefore, as a producing region, Nigeria must make the
best use of its present advantage.

vi) Personal Income Tax
According to Table 22, personal income taxation contributed,
on the average, about 7~ of the total revenue in each fiscal
year between 1960 and 1964, the highest contribution being
8g in 1963~64. In most West European countries, the United
States and Canada, personal income taxation contributes much

1) Scientific America, Vol. 224, No. 3, September 1971, p.69
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more to aggregate revenue in each fiscal year.

TABLE 22

Main Sources of Niqerian Public Finance as g of total Reve-
nue

1960-1 1961-2 1962-3 1963-4

Personal Income
Tax 6.4 6.9 7.2 8.0

Export Duties 13.6 12.4 11.1 11.6
Import Duties 46.4 46.5 49.1 51.4
Other Taxes 33.6 34.2 32.6 29.0
Total 100.0 100.0 100.0 100.0

Source: A. Adedeji, The Future of Personal Income Taxation
in Nigeria. The Nigerian Journal of Economics and
Social Studies. Vol. 7, No. 2, 1965, pp. 159-74.
Reprinted in Taxation for African Economic Develop-
ment. See Taylor op.cit., pp. 255-278. Tables 1-7

In Nigeria, even the small ratio of 8~ achieved in the ear-
ly 1960s has declined to a neglible proportion as seen in
Table 20 and this may be attributed to one or two reasons.
First, Dr. A.Adedeji has found out in a recent study that
the Nigerian income tax structure still retains all its
principal colonial features which may be outlined as fol-
lows:

TABLE 23

Pre-tax Reliefs and Allowances in Lagos Area (nearest ~)

Children's Allowance (max. 4) at ~ 60 each
Dependent Relative Allowance
Wifes' Personal Relief
Children's Education Abroad (per child)
Life Assurance Relief

Total

240
100
300
190

1,000

1,830

Source: See Milton Taylor op.cit., p. 269
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a) exceedingly low rate of personal income taxation
b) the use of local bodies for the purpose of personal in-

come tax assessment
c) favouritism and under-assessment of the very rich or

outright exemption
d) regressive system of taxation
e) inconsistency in the application of tax rates
f) numerous tax-allowances and tax-reliefs in favour of

the upper income groups 1)
Thus, Table 23 provides the reasons why "people with annual
incomes of ~ 2,000 pay only about 10~ in income tax, and
Africans outside Lagos (including businessmen, professional
men, and officials with hígh incomes) are exempt" 2).
Table 24 gives the structure of personal income taxation as
it officially was in 1958 when the last fiscal proposals un-
der colonial administratíon were recommended for Nigeria.
This official structure was, of course, subjected to the
various forms of abuse which have been outlined above. Even
in its official form, lack of uniformity in the application
of income tax rates is an outstanding feature of the struc-
ture. This whole officíal structure is compared in Table 25,
with the income tax structures in selected countries. But
such an exercise is of little value since the Nigerian sys-
tem is subject to so much abuse and the figures compared
fall within the lower income strata in the United States.
However, the interesting point about the comparison is the
discovery that salaried people in East Africa bear greater
tax burdens than their counterparts in Nigeria even before
abuses set in.
The chief cause of resistance to progressive income taxation
as far as Nigeria is concerned, has been examined by Dr.
Richard Goode who has argued that in the developing coun-
tries the wealthy groups have enoygh political power to
block tax measures that they consider a threat to their po-
sition. "Until the popular will is stronger and more united
or until the rich are ready to accept the ability-to-pay
principle, whether from altruism or a sense of g3~lt or fear
steeply progressive taxes will not be collected

1) A.Adedeji, The Future of Personal Income Taxation in Ni-
geria. See Milton C.Taylor, op.cit., pp.255-278

2) P.T. Bauer, Comments on the World Bank Proposals. Reprin-
ted by Richard Bird and Oliver Oldman (ed.). Readings on
Taxation in Developing Countries. The Johns Hopkins Press
Baltimore, 1964, p. 472-483

3) Richard Goode, Reconstruction of Foreign Tax Systems.
Proceedings of the Forty-fourth Annual Conference on Taxa-
tion. National Association, Dellas, Texas,1951. Sacramen-
to 1952, pp. 212-22. Reprinted by Bird and Oldman, op.cit.
pp. 169-184
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TABLE 24

The Structure of Income Tax 1955 - 1958.
Income Tax Paid by Single Africans

Annual
Salary Lagos West East North

~. ~ s. d. ~ s. d. ~ s. d. ~ s. d.

50 18 O 2 10 O 1 10 O 16 8
100 1 17 6 5 O O 4 O O 1 18 O
200 3 15 10 13 15 O 12 10 0 4 8 O
400 11 5 O 26 13 4 37 10 0 9 8 0
600 22 O 0 35 16 8 62 10 O 19 8 0
800 37 10 0 50 16 8 87 10 O 31 18 O

1,000 67 10 0 75 16 O 140 12 6 48 18 O
2,000 227 10 0 260 16 8 421 17 6 148 18 0
3,000 577 10 0 505 16 8 890 12 6 298 18 0

Income Tax Paid by Married African with One Child
50 18 0 2 10 O 1 5 O 16 8

100 1 17 6 5 O O 2 17 6 1 18 O
200 3 15 0 10 0 O 7 10 0 4 8 O400 7 10 0 21 O O 22 10 O 9 8 0600 11 5 0 29 3 4 37 10 O 19 8 O800 20 5 O 38 16 8 52 10 O 31 18 O1,000 34 10 0 56 16 8 103 2 6 48 18 O2,000 223 10 0 232 16 8 309 7 6 148 18 O3,000 505 10 0 470 16 8 653 2 6 298 1.8 ~

Income Tax Paid by Married African with Three Children
50 18 0 2 10 O 1 2 6 16 8

100 1 17 6 5 0 O 2 1 3 1 18 O
200 3 15 0 10 O O 5 O O 4 8 O
400 7 10 0 18 O O 15 O O 9 8 O
600 11 5 0 25 16 8 25 O O 19 8 O
800 15 15 O 34 16 8 35 0 O 31 18 O

1,000 28 10 0 48 16 8 75 O O 48 18 O
2,000 205 10 O 216 16 8 225 O O 148 18 O3,000 481 10 O 450 16 8 475 0 O 298 18 O

Source: Cmnd. 481, p. 65



TABLE 25
Comparative Tax Rates of Personal Incomes in Selected Countries (nearest ~)

Income
Levels

Lagos
Area

Western
Nigeria

Northern
Nigeria

Eastern
Nigeria

East
Africa

United
K'dom

United
States

SINGLE PERSON

500 10 18 16 28 28 49 47
1,000 53 42 54 75 115 192 137
2,000 258 227 202 286 363 493 341
3,000 550 452 440 597 725 795 589
4,000 918 772 747 947 1,169 1,097 880
5,000 1,372 1,192 1,129 1,372 1,663 1,440 1,218

MARRZED COUPLE WITH TWO CHILDREN

500 O 8 16 23 0 O O
1,000 28 28 54 60 10 77 9
2,000 208 150 202 234 120 377 189
3,000 484 182 440 506 435 678 377
4,000 838 674 747 581 820 980 584
5,000 1,269 1,066 1,129 1,106 1,275 1,324 841

Source: J.F. Due, Income Taxation in Tropical Africa. British Tax Review.
July-August 1962 as cited in "The Future of Personal Income Taxation in
Nigeria", by A.A. Adedeji. Reprinted in Taxation for African Development
by M.C. Taylor (ed.), op.cit., p. 270
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TABLE 26

Rates of Marketing Board Accumulations (~ million)

Nigerian Marketing Boards 1947f1954
Initial Reserves 25.1
Net Trading Surplus 84.3
Excess of other income over expenditure 10.5

Total 119.9

Regional Marketing Boards 1954~1961
Transfer from Nigerian Marketing Boards 87.0
Net Trading Surplus 21.8
Excess of other income over expenditure 9.5

Total

Source: Gerald K. Helleiner, The Fiscal Role of the Marke-
ting Boards in Nigerian Economic Development.
N.I.S.E.R. Reprint Series No. 5, September 1964,
Tables I and IV

therefore equitably be higher, especially if the price which
they receive from the Marketing Boards is increased in accor-
dance with our recommendation as to the price policy of the
board" 1). Although it is not the purpose of this work to
go deep into the series of debates on these issues, two au-
thoritive views may be usefully cited to guide our conclu-
sion on the future of the Marketing Board activities as a
source of public revenue. The fírst view is that of Profes-
sor P.T. Bauer who, in effect, criticises the above recom-
mendations by the World Bank Commission and the second view
is that of Professor John H. Adler, who defends the World
Bank proposals.
Professor Bauer's chief criticism of the Mission's recommen-
dations is that "..... within the exchange sector the bur-
den (of taxation) is very heavily concentrated on the pro-

1) International Bank for Reconstruction and Development,
The Economic Development of Nigeria. Baltimore: The
Johns Hopkins Press, 1955, pp. 85-89
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ducers of export crops controlled by marketing boards. This
is so even if export duties alone are considered, and it is
much re-inforced when the surpluses of the marketing boards
are also taken into account. For instance, in 1953~54, the
year of the mission's visit to Nigeria, the cocoa producers
received only just over half the net sales proceeds, the ba-
lance was taken in export duty and the surplus of the Nigerian
Cocoa Marketing Board. This was not exceptional; since the
inception of statutory export monopoly in 1939 these produ-
cers have received, on the average, barely half the available
proceeds, most of the balance went to the surpluses of the
marketing organizations and more recently in export duty.
In 1953~54 the duty averaged over a third of the f.o.b. value
of cocoa. As a proportion of the price received by the pro-
ducer, the figure was much higher, about two-thirds; this is
because the cocoa Marketing Board also accumulated a surplus
and under these conditions an export duty at a given rate of
f.o.b. values represents a higher percentage of the producer
price.
....... A survey conducted in 1951~52 under the auspices of
the Nigeria Cocoa Marketing Board found that over half the
cocoa farmers sold less than 7 cwt. of cocoa in that season.
In recent years (through 1953~54)the highest producer price
has been ~. 170 a ton at railhead; 7 cwt. would yield pro-
ceeds of about ~ 50 -~ 60. The surplus of the Marketing
Board and the export duty together totaled ~ 56 a ton in
that year" 1).
In defending the mission's fiscal recommendations John H.
Adler presents his simple (and thus obviously oversimpli-
fied) model of the pattern of income distribution in the Ni-
gerian agricultural sector as follows: "At the bottom of
the income scale are the households which produce almost
exclusively for their own subsistence; next are households
which devote an appreciable proportion of their effort to
production for the export or the domestic market; and so on.
At the top of the scale are a small number of producing
units specializing completely or almost so in the production
of export commodities; for example, the cocoa barons of the
West.
As a consequence of this income distribution pattern, the
incidence of export taxes is such that the tax exemption of
subsistence production is equivalent to the basic exemption
in an income tax system and the incidence of a flat-rate
export tax becomes progressive relative to total family in-
come. To take Bauer's example of the small cocoa farmer who
produces 7 cwt. of cocoa (and who would fall into my second
group), assuming a total household income corresponding to

1) P.T. Bauer, Comments on the World Bank Proposals. "The
Economic Development of Nigeria'. Journal of Political
Economy Vol. LXIII, University of Chicago Press, 1955,
p. 399-408. Reprinted by Bird ~ Oldman (ed.), op.cit.,
pp. 472-483
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the average of the Western Region (that is, of the order of
~ 170, in a five-person household), the tax on such a fami-
ly's cocoa production would be at present ~ 15, or less than
9 per cent. His total tax ability, assuming that he spends
all cocoa income on imports (which is not likely) and allo-
wing for the regional produce sales tax and for (local) di-
rect taxes, would be of the order of ~ 22 -~ 25, or less
than 15 per cent of his income. At first glance this seems
a large tax burden on a family income equivalent to ~ 476.
But this level of income is two-thirds above the national
average and corresponds on the income distribution scale to
an American household income of ~ 15,000" 1).
There can be little doubt, from the evidence of recent stu-
dies on the price policies of the Marketing Boards, that
their accumulation activities constitute an unfair tax bur-
den against the peasant producers of taxed commodities al-
though the use of such funds for development purposes ap-
pear to justify the methods of accumulating them. But this
is not our direct topic here. Our interest is rather to
assess the rehability of the Marketing Board accumulations
as a source of revenue in the future. In the past, all ex-
port commodities have been subject to tax with little possi-
bility of shifting resources towards the production of non-
taxed export goods. In fact, Adler has, in a subsequent
study, blamed this lack of alternative for the low degree
of responsiveness to discriminatory treatment in matters of
export taxation. Consequently, export production grows in
the face of exceedingly h2~vy export taxes and related le-
vies on export producers .
Moreover, "the processors of controlled crops are subject
to severe restrictions and, indeed, can exist only on the
sufferance of the Marketing Boards. In several instances in
Nigeria the establishment of processing enter rises was
either banned or discouraged by the boards" 3~, in favour
of accumulations.
All these have now changed. The wartime import substitution
measures greatly encouraged domestic manufacturing and the
regulations which formerly banned industrial establishments
have fallen into disuse. In their place, the growth of home
manufacturing has been deliberately encouraged as part of
over-all economic policy. Thus, for the first time, peasant
producers can choose between offering their products for ex-
port or retaining them for use by domestic industries. There-
fore, the taxation principle which discriminates between

1) John H. Adler, A Reply to Mr. Bauer. "The Economic Deve-
lopment of Nigeria". Journal of Political Economy. Vol.
LXIV, University of Chicago Press 1956, pp. 425-432. Re-
printed in ibid. pp. 484-494

2) John H. Adler, Fiscal Policy in a Developing Country.
See ibid. p. 46

3) Bauer, op.cit. p. 478
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taxed and non-taxed commodities will, in future, encourage
the exporters of taxed commodities to divert output to the
home market or find illicit channels of export. It would be
unrealistic to assume that this trend which has already been
set in motion will fail to continue. Thus as home manufactu-
ring gathers further momentum, the tax-collecting role of
the Marketing Boards declines in importance and gradually,
the institution itself becomes redundant.

6-2. Revenue Ga
This section relates the need for funds to the ability to
provide them in order to examine the extent to which the Ni-
gerian tax-sources surveyed above have, in the past, provided
sufficient revenue to finance the country's development pro-
grammes. Since, however, the need for funds expands as funds
become more available, it would be less meaningful to speak
of sufficiency or insufficiency of funds without reference
to the particular use to which funds are put. Fortunately,
the first National Development Plan 1962~68 provides us with
a comprehensive estimate of Nigeria's need for funds during
a six-year period and we can, on the basis of simple average,
obtain a rough-and-ready amount required for expenditure in
each of the six years.
The Plan's appropriation was to involve a capital expendi-
ture of ~ 705.8 million over the six years or, on the basis
of simple average, a capital expenditure of ~ 117.6 million
per year. For 1968, which was the last year of the plan-pe-
riod, a further ~ 146.4 million was required for current ex-
penditure as Table 27 makes clear.
In other words, the aggregate requirements for funds in that
last year was in the neighbourhood of ~ 264.0 million but,
according to Table 20, the total revenue in that year was
only ~ 147.7 million, meaning that a proportion of the bud-
geted need (44~) which would involve an appropriation of
some ~ 116.3 million was left unsatisfied. We can infer from
this simple calculation that one chief cause of the regional
scramble for federal funds in Nigeria is the failure of the
revenue sources to provide adequate funds to meet the finan-
cial needs of the country during a given fiscal year, or
that expenditures are estimated out of all proportion to the
capacity of tax sources to provide the revenue. But this
will appeal to us less as further facts are revealed. An in-
quiry into the ratio of Nigeria's GNP devoted to public
spending may throw further light on this point.
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TABLE 27

Federal Government Ex enditure by Categories (~ thousand)

1968~69 1969~70 1970~71f

1) Administration
General Admini-
stration 19,096 20.607 25,760
Defence 15,000 18,529 38,906
Internal Security 11,811 12,325 16,048

2) Social ~ Community
Services
Education 1,980 1,898 2,011
Health 3,737 3,922 4,828
Others 644 658 747

3) Economic Services
Agriculture 2,303 2,328 2,418
Construction 5,948 6,070 7,123
Transport ~
Communication 2,155 2,208 2,358
Other 864 989 1,279

4) Transfers
Contribution to
Development Fund - 10,000 10,000
Allocation to State
Governments 54,564 73,449 115,291
Pension ~
Gratuities 6,335 6,335 10,785

5) Public Debt
Internal 11,857 13,995 17,609
External 10,111 12,802 12,757

6) Total Expenditure 146,405 186,115 267,920

Source: Central Bank Report, op.cit., Table 28, p. 55

f - January - June Estimates
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TABLE 28

Nigeria's Balance Sheet 1956: (Revenue ~ Expenditure as ~
of GNP

Revenue Expenditure

Direct Taxes 1.94 Current Expenditure 4.98
Taxes on Foreign
Trade 4.51 Capital Expenditure 2.40
Other Revenues 1.96 Public Savings 3.43
Total 8.41 Total 10.81a

Source: Alison Martin and W. Arthur Lewis, Patterns of Pu-
blic Revenue and Expenditure. Manchester School of
Economics and Social Studies. Vol. XXIV 1956, pp.
203-32. Reprinted in Readings in Taxation in Deve-
loping Countries by Bird and Oldman (ed.) pp. 91-115

a: This total is given as 11.3~ by Alan T. Peacock in
Table 1 of this studies on Monetary and Fiscal Poli-
cy in Relation to African Development. See Robinson
(ed.) op.cit., p. 655

Table 28 is derived from the well-known comparative study
by Alison Martin and W. Arthur Lewis on Patterns of Public
Revenue and Expenditure in 1956 and in respect of sixteen
countries. In the budget year 1956~57, as shown therein,
the Nigerian public revenue and expenditure were 8.4~ and
10.8~ of GNP respectively. For the same year, however, Pro-
fessor Alan T. Peacock shows in his study on Monetary and
Fiscal Policy in Relation to African Development that Nige-
ria's public expenditure was 11.3~ of GNP. But this is only
one half of l~ greater than the figure used by Martin and
Lewis and so the difference can be safely ignored. Although
a United Nations Report of 1961 indicated that the Nigerian
public revenue and expenditure had increased to 10.8~ and13.5~ of GNP respectivelyf the general picture still remainedthat of revenue lagging 1 behind expenditure and the gaphas even been widening in recent years with the enormous in-
crease in defence expenditure in relation to which no sta-
tistics are yet available.By way of compariscn,Professor Adlerhas given the unweighted average of the ratio of revenue toGNP for all low-income countries as 14.7~ while the corres-
ponding average ratio of expenditure to GNP is 16.1 leavingan average gap of 1.4~ of the average GNP to be covered by
borrowing 21.

1) UN, Economic Bulletin for Africa. Vol. One, No.l, 1961,
p. 24

2) Adler, op.cit., pp. 32-34
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TABLE 29

Federal Statutory Appropriations to State Governments
1970~71 ( ~ thousand) -

States Import
Duties

Export
Duties

Excise
Duties Mining Distri-

butable
Poo1

Total

North-
Western 139 1,061 2,546 6 3,663 7.415
North-
Central 709 1,080 2,114 47 3,118 7,069
Kano 511 3,400 2,546 26 3,718 10,202
North-
Eastern 93 1,566 3,036 99 4,356 9,150
Benue-
Plateau 383 267 2,114 873 3,118 6,755
Kwara 293 230 1,734 4 2,453 4,714
Lagos 3,030 465 1,462 3 2,140 7,100
West 1,869 10,991 3,414 1,018 4,969 22,261
Mid-
West 1,116 1,922 1,734 8,033 2,561 15,367
East- iCentral 318 201 i 2,872 1,136 4,181 8,708
South- ~
Eastern 21 855 2,005 1,269 3,028 7,079
Rivers 10 550 1,517 5,697 1,684 9,458

Total 8,492
------------------

22,587
----------------

27,103
--------------

18,211
--------------

38,989
--------------

115,278
--------------

f - January - June Estimates

Source: Central Bank Report, op.cit., Table 29, p. 56

In Nigeria this gap was 2.4~ of GNP in 1956 and 2.7~ of GNP
in 1961. With "National debt" appearing for the first time
as an item in Nigeria's public account, the gap must be wi-
dening.
It can then be safely concluded that insufficiency of funds
increases the drive to scramble for it among the Nigerian
federal parts. Table 29 shows the pattern of revenue allo-
cation in 1970~71 among the Nigerian newly created twelve-
States. By reference to Table 20 this pattern of allocation
further reveals that for the year 1970~71 only about 42~ of
Federal revenue was made avaiable to the States Governments
under statutory provisions.
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The States, no doubt have great financial difficulties as
was recently revealed in a budget speech by the Federal Com-
missioner for Finance 1).
Table 30 summarizes federal lending operations during the
period 1968-1970. For the year 1970 the total of ~ 121.6
million which the Federal Government advanced to various
categories of borrowers was greater that the total statuto-
ry allocation to all the Twelve States (~ 115.3 million) in
the same year.

TABLE 30

Federal Loans ~ Advances by Category of Borrowers (~ thous.)

1968 1969 1970f

Agriculture, Forestry ~
Fishing 1,924 2,185 2,644
Mining and Quarrying 607 1,542 2,370
Manufacturing 18,516 20,948 23,382
Real Estate and Con-
struction 9,932 8,836 10,672
Public Utilities 1,192 838 1,322
General Commerce 58,868 62,293 55,676

a) Exports (28,871) (33,392) (18,924)
b) Imports (27,440) (16,111) (21,947)
c) Domestic Trade ( ) (11,545) (12,450)
d) Bills Discounted ( 2,557) ( 2,245) ( 2,355)

Transport and Communi-
cations 4,580 4,914 5,537
Credit ~ Financial In-
stitutions 4,565 2,368 1,594 ~
Government 1,433 2,445 1,643 '

~Personal and Professi- I
onal 3,607 5,750 6,132
Miscellaneous 7,635 8,246 11,148

Total 112,859
----------

121,365
-----------

121,645
-----------~

f - January - June Estimates
Source: Central Bank Report, op.cit., Table 19, p. 40

Professor Adler, as a member of the World Bank Mission which
visited Nigeria in 1955 declared that Nigeria is undergoverned
because government receipts and expenditures are low and be-

1) See Chapter 3, Section 3-4 A
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cause government share in the national product is small
with the result that the volume of communal services which
only government can provide or which can be provid d more
economically by government has been insufficient l~. On the
strPngth of this observation and on the basis of our survey
in this section, it is clear that Nigeria has no alterna-
tive but to increase the receipts from tax sources if it
must finance its development programmes through its own ef-
forts and sacrifices.
If the proposition made by Martin 2) and Lewis that the go-
vernment of a developing country should raise for its needs
up to 20~ of GNP is experimented upon, it would mean a
doubling of the present rate of receipts in Nigeria. Table
31 shows how the two authors have allocated the 20~ of GNP
among the major revenue sources. We shall examine the possi-
bility of Nigeria doing just that.

TABLE 31

Martin 8~ Lewis Proposed Revenue Sources as ~ of GNP

Income Tax
Land Tax, Rates
Death Duties
Export Duties
Import Duties, Excise, Sales Tax
Earnings, Fees, Interest

Total

8.0
1.5
O.5
1.0
7.0
2.0

20.0

Source: Martin 8~ Lewis in Bird and Oldman, op.cit., p. 112

6-3. Ways and Means of Raising the Level of Aggregate Reve-
nue

The chief argument in disfavour of progressivity in income
tax structure in the capital-poor countries is the experi-
ence of the industrialized nations which built up their ca-
pital stock and acquired a great comparative advantage at a
time when income tax was low or inexistent.

1) Cf. Adler, A Reply to Mr. Bauer, op.cit., p.485. At the
time of this observation Adler estimated that the Nigeri-
an Public Revenue was 7.5~ of GNP. See p. 484.

2) Alison Martin and W. Arthur Lewis, Patterns of Public Re-
venue and Expenditure. Manchester School of Economics
and Social Studies, XXIV. Segtember 1956, pp. 203-232.
Reprinted by Bird and Oldman, op.cit., pp. 91-115
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Thus the lesson from experience is that a progressive income
tax system in the poor countries is likely to absorb private
savings, give rise to dull initiative and enterprise and fi-
nally induce capital flight. Implicitly, therefore, a capi-
tal-poor country or more generally, the developing countries
should wait until they have accumulated more capital and
passed through the first stages of industrialization before
attempting heavy income taxation.
Unfortunately, a significant difference occurs between the
use of private wealth in the industrialized nations and the
use of it in the developing countries. The Nigerian case
has recently been summarized by the Federal Commissioner
of Finance who points out that the privileged class lavish 1)
their wealth on conspicuous, extravagant and immoral living .
Thus the wealthy groups who also possess the political po-
wers to block measures leading to progressive income taxa-
tion do not often direct their savings to domestic produc-
tive investments. They either hold land assets where invest-
ments are traditionally safe in the form of elaborately con-
structed residences or indulge in the consumption of import-
ed luxuries. Further, because of constant threat and the
fear of political instability the same wealthy groups have
the habit of transferring a substantial proportion of their
savings to foreign banks in reserve against emergencies.
Thus capital flight is, in fact, not caused by progressive
income taxation but by the fear of popular uprising against
the resistance of the privileged class to the measures lea-
ding to it.
The second argument relates to the problem of assessment.It
is often said that heavy reliance cannot be placed on income
tax as a source of public revenue in the developing coun-
tries because in the absence of predominantly money economy
and the presence of subsistence production farmers cannot be
satisfactorily assessed, especially where barter makes up a
major fraction of the total real income of large segments
of the population. Moreover, with a high degree of illitera-
cy among the populace, some wage-earners, independent crafts-
men and small shopkeepers cannot read or write well enough
to fill in the simplest income tax return with the guidance
of printed instruction. Consequently, there is a clear ab-
sence of bookkeeping, if records are kept at all with the
result that there is a high tendency to evade taxation
through lack of accurate information.
The Nigerian situation, however, is changing so fast that
the problems of assessment can now be wholly admitted only
in the poorest peasant communities where failure to subject
them to progressive personal income taxation may perhaps be
acceptable from equity point of view. On the other hand, the
elite group or the high-income class to which the argument
in favour of a progressive system can be particularly direc-
ted, are both highly literate and rich.

1) Awolowo, op.cit., p. 30
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The third argument has it that, given the condition of capi-
tal scarcity, a low rate of income taxation would encourage
capital inflow from abroad. Again, this has not been borne
out by Nigeria's experience. Of the ~ 327.1 million expected
from external sources in support of the National Development
Plan 1962~68 only ~ 18.5 million or about 6g of the reguired
sum was actually realized 1). Thus with special reference to
this occasion, low rate of income taxation has not increased
the rate of foreign investment into Nigeria.
The fourth argument is that in most developing countries,
the level of consumption is already low and that an increase
in the rate of personal income taxation would further reduce
consumption to a level where it becomes socially and politi-
cally unbearable. There is, however, a distinction between
a steeply progressive rate of income taxation that should
affect the very high-income class and a moderate rate for
the lower-income group. Moreover, in a situation where the
level of real income is rising, the rate of taxation can in-
crease within such a limit that the level of consumption re-
mains unaffected. Admittedly, private savings are adversely
affected by increases in the tax rates but this is more li-
kely to enhance economic growth than the use of private sa-
vings for the importation of uninvestable luxuries.
To continue to allow the tax burden to be heavier on the
producers of taxed commodities may induce some 2) to concen-
trate on production for domestic consumption now that the
alternative is gradually opening up for them. Others, be-
cause of possible disincentive to produce for export caused
by violent fluctuations in the world prices for primary pro-
ducts, may actually retreat into subsistence production.
With the budgetary experience of revenue lagging behind es-
timated expenditure, the argument ín favour of progressive
rate of personal income taxation must be re-emphasized not
only in the common knowledge that a small increase in the
rate of taxation can finance a considerable expansion in go-
vernment developmental programmes but also because it is an
expanding source of public revenue for Nigeria. If it can
be properly exploited, personal income tax is about the only
instrument through which income can be more equitably dis-
tributed and the failure of the government to make a compre-
hensive use of this source may continue to be a cause for
deepening bitterness and hatred on the part of the unprivi-
leged mass against the priviledged few 3) with its comple-
mentary political and social instability.

1) Adedeji, in "The Future of Personal Income Taxation in Ni-
geria", op.cit.. See Milton C. Taylor (ed.), op.cit.,p.258

2) Export duties on the most important agricultural products
were 10~ ad valorem in the early 1960s with progressive
surcharges if export prices exceeded a normal level

3) Awolowo, op.cit., p. 30
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6-4. Main Causes of Widespread Non-Tax Payment
Dr. A. Adedeji concluded his study on the future of personal
income taxation in Nigeria with the remark that this source
of public finance has the potentiality for development, pro-
vided that the rate can be increased, the various allowances
and reliefs done away with and the administrative machinery
reformed 1). The same conclusion naturally emerges from this
survey but it is of little use advocating increases in the
tax rates when the receipts from the already low rates are
being systematically reduced through the widespread attitude
of non-compliance of tax-payers. Thus the first step is to
find out the causes of, and the remedy for non-payment of
taxes as a condition for ensuring that total revenue from
tax sources will increase as the rates of taxation are raised.
Instances of non-tax payment are
a) the failure of the wealthy classes, through the influence

they exert on the political scene, to reveal their true
taxable personal incomes;

b) the failure of the wealthy class adequately to partici-
pate in domestic investments where their incomes can be
subjected to a different form of income tax;

c) the rather spotty collections of excise duties;
d) the substantial parts of the real estate taxes and the

real estate rental taxes remaining unpaid year after
year;

e) the deliberate "undervaluation and misclassification of
goods for customs duties being so pervasive that proba-
bly not more than 75~ and possibly as little as 40~ of
the customs duties legally due are collected" 2).

This degree of non-tax payment is easily attributable to two
chief causes which are (i) lack of the necessary degree of
efficiency in the techniques as well as in the personnel of
tax administration and (ii) a widespread, deeply rooted at-
titude of non-compliance on the part of taxpayers other than
those taxed by withholding, who have no option 3). Most of
the important factors leading to the widespread attitude of
non-compliance are found within the social system itself,
some of which may be outlined as follows:
a) the payment of tax is in competition with other volunta-

ry contributions to families, friends, political parties
and other forms of charity and hospitality acts.

1) Cf. The Future of Personal Income Taxation in Nigeria,
PP. 271-275

2) Carl S. Shoup, The Tax System of Liberia (Report of the
Tax Mission). Columbia University Press, 1970, p. 5. For
the sake of our argument we may assume that similar situ-
ations can be generally observed in Nigeria as well.

3) Ibid., p. 5
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Professor Carl S. Shoup has recently remarked that "this in-
formal, or quasi-tax system, as it may be called, is not in-
herently an evil; it is to some degree a necessary social
cement that binds the community together" 1). To a greater
or lesser extent, the system is found in all countries where
business firms and households may experience pressures for
informal payments from neighbours and charitable organiza-
tions for worthy causes. But the attachment to the African
extended family system and the obligations therefrom consti-
tute a factor which endangers tax payment and even dampens
the incentive of the taxpaper "to enter the monetary economy
permanently and to build an economic base upon which there
can function a tax system that will provide increasing re~~2)
venues for an increasing level of Government expenditures .
b) The payment of tax is also in competition with contribu-

tions towards local development projects which are often
financed from informal sources.

In urban areas the middle class and the well-to-do still at-
tach themselves to their original ethnic and social groups
and are subject to series of substantial requests for con-
tributions that cannot well be rejected. In his sociological
study of the Nigerian Military, Robin Luckham found "a con-
stant stream of people from the same ethnic groups into army
officers' houses for various reasons including the ra'.sing
of contributions for common functions like funerals 3~ and
the developmental needs of the various rural villages. Thus,
socially, the payment of informal contributions, not infre-
quently has priority over the payment of tax.
c) Those who carry the burden of political and economic

organization in many countries appear to believe that
this heavy responsibility relieves them of the duty to
pay the tax which they legally owe.

It is a matter for observation that when the degree of this
rather common notion becomes intense, it serious impairs the
ability of the tax system to grow with both the economy and
the population.
d) Finally, ignorance is a serious contributory factor to

non-compliance to tax laws. Where people generally have
little or no knowledge of the use to which tax is put,
potential tax-payers tend to regard taxation as an evil
to be avoided rather than a phenomenon to be studied and
understood.

This can be overcome simply by getting the people informed
through organized discussions at the levels where they can
actively participate.

1) Ibid., p. 6
2) Ibid., p. 6
3) Robin Luckham, The Nigerian Military. Cambridge Universi-

ty Press, 1971, pp. 112-113.
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Professor W. Arthur Lewis has found out that in West Africa
as a whole the villagers make unlimited demands on the go-
vernments for greater public services but have very limited
willingness to pay for what they cost. He attributes this
attitude to a policy of overcentralization and believes that
a policy of decentralization is required to grant the villa-
gers some decision-making powers through their local commit-
tees. This would allow the close link between taxation and
the provision of public services and goods to be established
and the villagers would either agree to increase their tax
efforts in order to have more of those services or reduce
their demands on the central budget 1). If, for political
reasons, the government assumes full responsibílity for the
provision of a wide range of services including pipe-borne
water, sewage system, electricity plants, tarred roads,
bridges, culverts and so forth, the local people tend to de-
mand them out of proportion to the taxes they pay. This re-
flects the failure of the government to realize its own fi-
nacial limitations.

6-5. Some Remedy to non-tax Payment
The first measure in attempting to remedy non-tax payment in
Nigeria is to set up a reformed tax administrative machinery
controlled by a new personnel group with the moral responsi-
bility to carry out their public duties efficiently and
promptly. Such personnel should also possess the necessary
skill in various aspects of public finance as well as being
fully aware of the intimacy between the field of public fi-
nance and economic development as a discipline. Given the
efficiency of tax collection, it is not unlikely that even
the present tax structure could provide the government with
the 20~ GNP which we have advocated earlier. The reform of
the structure itself should only be necessary after it has
been proved a failure to provide the required revenue. At
present there is no such proof and a rush to increase the
tax rate can only increase the rate of tax evasion which
may reduce total revenue from tax sources and thus widen the
gap between expenditure estimates and the actual revenue.
As the economy and the population grow, however, changes
will occur in the tax structure through the normal legisla-
tive processes and such changes must include the abolition
of the colonial structure which still characterizes the whole
fiscal system in Nigeria. An outstanding example is the colo-
nial system of "poll tax" under which ta -payers are assessed
without regard to their actual incomes 2~. But legislative
changes in the tax structure alone will not be enough to en-
sure that revenue really increases as the tax rates are
raised. It requires the enforcement of the tax laws to re-

1) W. Arthur Lewis, Politics in West Africa. London, 1965,
pp. 54-55. See W.F. Ilchman and N.T. Uphoff, The Politi-
cal Economy of Change. University of California Press,
1969, pp. 162-164

2) Awolowo, op.cit., p. 29
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duce the attitude of non-compliance on the part of the tax-
payers. Once individuals begin to give priority to the pay-
ment of tax as a duty which they must perform, informal con-
tributions for social purposes which must always exist, will
be relegated to a secondary position. In other words, the
legal sanction for taxation will become more dominant than
the social sanction for informal contributions. Thus, in
conclusion, it can be said that the need for increased effi-
ciency in the Nigerian tax administrative machinery is more
than an increase in the rate of taxation which must certain-
ly follow at a later stage.

6-6. Criteria for re-structuring the Tax System
The purpose of re-structuring the tax system is to encourage
income elasticity of revenue. Since there are many possiblepattern that can achieve this purpose, the setting up of atax structure must be guided by some criteriá. The FiscalCommission which has recently reported on the Liberian taxsystem has recommended five criteria to guide tax reform inthat country which can be quite useful to Nigeria as well.
The first criterion is that of "horizontal equity". Whilethe Commission found it difficult to define this term, itadded that it is easy to recognize violations of it in par-ticular circumstances. For instance, an income tax struc-ture which fails to allow greater personal exemption for alarge family than for a single person does not apply thecriterion of horizontal equity.
The second criterion for re-structuring the system is effi-cient allocation of economic resources, which means thattaxation should not drive the resources of the economy awayfrom the fields where they are most productive into fieldswhere they are less productíve. This criterion is particu-larly important as a guide to the levying of import and ex-cise duties.
The third criterion is full employment which is defined asthe absence of involuntary unemployment. That is, those whowant to work at the prevailing wages should be able to findwork. This criterion is largely a matter for fiscal policyrather than that of a tax structure although some of thetaxes could finance labour-intensive work on, say, highwaysand thereby create employment.
The fourth criterion is the reduction of gross inequalitiesin the distribution of real disposable income. This crite-rion would require further and more accurate information onthe existing rate of inequalities in order to determine theextent to which new measures can go in reducing them.
The fifth criterion is the promotion of economic growth.TheCommission found that the treatment of foreign capital underthis criterion is crucial as is also the development of usertaxes to finance highway expansion and user charges to fí-nance other infrastructure - communication, power and lightsystem and the like 1).
1) Shoup, op.cit., pp.9-10



-186-

6-7. Possible Sources of Additional Revenue
There are several other tax sources, quite familar in the
developed countries, which can be experimented upon as
sources of additional revenue in the developing countries
as well. The five of them which readily come to mind are:
i) Death duty
Death taxes come almost entirely out of savings. In the po-
verty-stricken countries where the rate of private saving
is generally very low, death duty is not particularly at-
tractive because its revenue-yielding capacity is small.
But it does satisfy an essential criterion of taxation, na-
mely, the reduction of excessive inequalities among the ci-
tizens of the same country. A gift tax may also be experi-
mented upon for the same reason. However, since land does
not generally pass, at death, to a successor (except in the
cities where property right can be clearly established)
estate tax would seem uncalled for.
ii) General sales tax
It has been argued in the past that there is no case for a
general sales tax in the developing countries where consu-
mer commodities for the middle and upper income groups are
almost entirely imported and those for the low-income groups
are domestically produced, in large part, by the consumer
himself 1). In these circumstances, customs duties imposed
for revenue, not for protection, should in principle be more
appropriate for taxing consumer commodities. But the admini-
stration of the ad valorem rates of the customs duties has
so many problems that it would be necessary to supplement
revenue with further sales tax, especially where importers
can so easily escape tax through misrepresentation and bri-
bery. Professor Shoup has argued that if import duty,
through sales tax system, is divided between the importer
and the retailer, there would be less pressure for dishone-
sty within the system. This is because many of the retail
tax-payers would be small and a corrupt tax official who
insisted on taking small brides would increase the chance
of his being discovered 2).
A further reason in favour of sales tax is that as home ma-
nufacturing improves, a decreasing proportion of the commo-
dities consumed by the middle and upper income groups will
be supplied througz ~mport sourcE~s and revenue from import
duties will correspondingly decline. The imposition of
sales tax on home-made consumer goods will still be about
the only reasonable means of making up the loss in import
duties.

iii) Value-added tax
A variant of sales tax known as the value-added tax has
been tried out in some European countries in recent years.

1) Ibid. p. 152
2) Ibid, p. 152
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It is a system in which the retailer pays tax on the value
which he adds to the c.i.f. value of imported goods. Value-
added is, in effect, the value of the retailer's services
and he pays tax on this value in the following manner. Sup-pose the retail tax is at 20~ and a retailer makes a totalsale of ~ 200 in a month. If his purchase invoices showthat during that month he had paid import duties of ~ 10,he will have to pay to the Treasury, the sum of ~ 40 less~ 10, that is ~ 30. If, on the other hand, through corrupt
practices, he had paid only ~ 5 to customs officials to gethis goods through, he then will have to pay to the Treasurya sum of ~ 40 less ~ 5, that is ~ 35. Thus, by the value-
added system, the retailer computes a tentative tax on the
retail sale itself rather than subtract the c.i.f, cost fromit. He then credits against that tax, the import duties al-ready paid and pays the balance into the Treasury. The great
merit of the system is that it is both a means of increasing
revenue and of eliminating corruption and bribery among cus-
toms officials but its applicability in the developing coun-
tries has some serious limitations. For a start, it cannot
work well unless there is only one retail tax rate on all
imported goods and that means failure to differentiate be-
tween luxuries and necessaries which customs duties do.
iv) Expenditure tax
An expenditure tax system has been tried out in India and
Ceylon although the extent of its success in these coun-tries has not been fully determined. Expenditure tax is a
substitute for income tax and its primary objective is to
encourage saving by exempting from taxation that proportionof total income which is not spent. On the face of it, any
strategy that encourages saving in the capital-poor coun-tries must have a certain attraction although low-income
households may have to reduce their already low consumption
level in order to save and benefit from tax exemption.
v) Compulsory lending
A compulsory lending is a form of tax which is repaid to thetax-payer with or without interest in some later years. Thismethod has certain advantages especially in time of war andother emergencies when the government needs to obtain com-pulsory loans from the public to provide itself with thenecessary finance to cope with such emergencies. This sys-tem would not be popular in any country except during emer-gencies and unless the developing countries regard themsel-ves as being at war with poverty, its chances of success areslim. Its great disadvantage is, of course, that it is a
particularly heavy burden on the poor and, therefore, does
Note: To avoid a major diversion, the administrative diffi-

culties that might be involved in these methods of
taxation have not been fully discussed but we are a-
ware that some difficulties would arise in each case
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not satisfy the criterion of equitable distribution of tax
burden or wealth.

vi) Excess profit tax
Because of the oligopolistic nature of the West African trade
in general, many firms which have virtual monopolies in
their particular fields make profits beyond the extent nor-
mally considered as reasonable. It would be quite appropri-
ate to impose extra taxation on such excess profits but it
is far better to reduce the chances of excess profits by en-
couraging competition than await to impose tax on them.

vii) Lottery
Besides encouraring the spirit of gambling, lottery accumu-
lates wealth into a few hands at the expense of many others
and, therefore, defeats the criterion of more even distribu-
tion of wealth and income. On the other hand, it gives the
opportunity to those who want to take risks to do so, al-
though the creation of gambling addicts with consequent dis-
ruption of family life and the increase in the number of the
poor are socially undesirable. Notwithstanding, lottery has
been a source of government revenue in many countries, but
not a major one.

6-8. The Role of Taxation in Economic Development
A study of the role of taxation in economic development
forms part of the wider subject of public finance with which
the mercantilissts as well as the physiocrats were much con-
cerned. Those very early principles of public finance were
soon dominated by the later views of the classical econo-
mists - David Ricardo, John Stewart Mill and Adam Smith. In
his Wealth of Nations which appeared in 1776, Adam Smith set
out four principles of taxation which emphasized
a) equity
b) certainly
c) convenience and
d) economy.
These maintained that an individual ought to be taxed in pro-
portion to the revenue he enjoys under the protection of the
State; the rate of taxation should be certain but not arbi-
trary; the method of collection should be convenient to both
the contributor and the collector; and taxation should be
designed in such a manner as to take away as little as pos-
sible from the payer's pocket.
Taxation was, accordingly, regarded as unproductive and the
appropriate fiscal policy was to reduce public expenditure
as much as possible. The tax structure should neither dis-turb the price system nor affect the existing pattern of in-come distribution.For many centuries, the chief source ofpublic revenue was the public domain and taxation consisted
mainly of excises on domestic consumption and customs dutieson foreign trade.
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On the general economic development front, the classical eco-
nomists' view was that the market mechanism should be allow-
ed to operate unhindered by institutional restraints; there-
fore, the financial functions of the government should be
limited in compliance with the principle of taking as little
as possible from the tax-payer. The underlying philisophy
was, of course, that under the condition of free competition,
market economy would lead to optimum allocation of resources
thus bringing about full employment and the maximization of
output. At full employment, a free play of the market forces
would lead the economy to a state of equilibrium under which
a government budget must necessarily balance. In other words,
the government should conduct its economic transactions in a
manner that should enable it to pay its way as other units
like firms or individuals.
With the appearance of J.M. Keynes' General Theory, however,
some of the classical views on the conduct of public finance
were thrown overboard or drastically modified. In place of
"balanced budget", for instance, Keynes proposed that, with
due regard to the balance of payments position, the govern-
ment should not only attempt to reach the level of economic
activity close to full employment but should also supplement
by public outlay in excess of public revenue, the expendi~
ture of the private sector, if the latter is inadequate .
Later A.P. Lerner introduced the concept of "functional fi-
nance" as a variant of Keynes' theory, to show the govern-
ment could manipulate the economy by influencing, through
taxation, the level of effective demand, the level of econo-
mic activity, that is, the level of employment and how to
combat both inflation and deflation with the use of taxes.
Thus, this concept, has become the chief instrument of mo-
dern fiscal policy 2~.
Nowadays, taxes are not only recognized as a major source
of public revenue but also as an important instrument of
economic policy. In a depression, tax reduction may be grant-
ed to stimulate private spending and raise the level of em-
ployment and in a situation of boom, taxes are called upon
to subdue inflation. Taxes contribute to the maximization of
general welfare by providing the financial foundations for
the substantive functions of the government, thereby acting
as an engine of social and economic betterment to which any
country can resort for levelling out excessive inequalities
in the distribution of wealth; for checking inflation and
war-profiteering and for promoting economic stability. As
modern economic community progressively displays new facets
of wealth, income and transactions, tax planners and legisla-
tors have matched them with arrays of levies.

1) R.J. Chelliah, Fiscal Policy in Underdeveloped Countries
(with Special Reference to India), George Allen ~ Unwin
Ltd., London, 1960, pp. 44-45

2) R.N. Tripathy, Public Finance in Underdeveloped Countries.
The World Press Private Ltd., Calcutta, 1964, pp. 41-44.
See A.P. Lerner, Economics of Employment, 1951, pp. 57-58
as cited.
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In North America and most countries of Western Europe, 25~-
35~ of GNP is allotted to government-spending through se-
ries of taxes. In those countries, taxation is both a source
of revenue and a wheel on which the economy balances and it
is constantly being adjusted in a manner to promote econo-
mic growth.
The production and receipt of income, the ownership and
transfer of wealth, the sale and use of commodities or ser-
vices, the carrying on of business and a number of other
economic factors have all become bases and objects of mo-
dern taxation. On gross receipt, company income may be sub-
ject to taxes, classified as consumption taxes because they
are largely passed on to consumers in the form of higher
prices. Taxes are further levied on the net profits remai-
ning after all expenditures have been deducted and again on
excessive profits. The net income of a corporation which is
not distributed to shareholders may be taxed at a time of
emergency. At the other end of the pipeline, income paid
out as dividends may encounter a distributed profits tax
like the post-World War II British tax of 30~. In the Uni-
ted States the dividend, as it reaches the stockholder, may
be subject to a progressive personal income tax applying a
uniform schedule of rates to net income, regardless of
source (However, a schedular income tax applying different
rates to different sources of income prevails ín Massachu-
setts).
In Canada, special tax or surtax is levied on investment in-
come and a special credit or allowance may be made under
the regular income. To these various income taxes may be
added the low-rate levies on business pay-rolls and indivi-
dual wages so widely used to finance old-age and unemploy-
ment insurance programmes. In many economically-advanced
countries, property tax remains the principal tax base open
to local authorities. In the United States property tax is
levied on both real estate and personal property measured
by exchange value against the owner. The British system of
local rates is confined to real estates measured by annual
rental value and in parts levíed as tax on occupants. In
the Scandinavian countries, Germany and the Netherlands,
property tax is levied on annual net worth - that is assets
minus liabilities - in place of the old capital levy. In
most Western countries, transfers of wealth by death are
taxed under estate tax and inheritance, succession or lega-
cy tax. Comparable taxes also apply to transfers by gift.
Taxes levied initially on the producers and distributors
but passed on to consumers in the form of higher prices are
sometimes referred to as hidden taxes. They are generally
levied as turnover tax or as gross income tax or as value
added tax at various stages of production. At the manufac-
turing level or wholesale and retail stages they are termed
sales or purchase taxes and are known as"use-taxes" when
directly levied on the consumer or as tariff and customs
duties if levied on imports and exports.
A separate category of taxes only applicable to business
entities is known as business taxes. This category of taxes
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bears no relation to the personal status of the owners or
operators of the business. In France, Germany and the United
States, business taxes include such general privilege taxes
as incorporations fees, capital stock taxes and occupatio-nal- taxes. They cover levies which single out certain typesof business for special taxation such as insurance companies
measured by gross premiums and public utilities measured bygross earning or property.
In the developing countries where the domestic market is li-
mited and the taxable capacity of the economy is small,
planning has largely been used in recent years to overcome
the deficiency of the domestic market for the purpose of al-
locating scarce resources to competing sectors of the econo-
my but the extent and the bases of taxation still remain an
open question. The current arguments thereupon, have concen-
trated on two apparently conflicting considerations, namely,
"incentives" and "revenues". Those who believe that inade-
quate incentive is responsible for deficient investment and
growth favour the granting of additional tax reliefs and
other concessions irrespective of their effect on the public
revenue. The familiar argument has it that the growth of an
economy requires a certain degree of concentration of re-
sources in the hands of a few economic units within the sys-
tem in order to enhance capital formation. A progressive
system of taxation has a disincentive effect on productionand entrepreneurs, moreover, are unwilling to take risks if
their profits are denied them through a steeply progressive
system of taxation.
On the other hand, those who attribute inadequate investment
and growth to insufficiency of resources made available for
public use are much more concerned with increasing the
amount of resources so required through additional taxes,
with less regard to its possible disincentive effects. Pro-
fessor Nicholas Kaldor has offered the view that the prevai-
ling concern over incentive is misplaced except in certain
cases where the granting of tax concession to foreigners may
increase the Sow of capital from abroad. In his opinion, it
is the limitation of resources, and not inadequate incenti-
ves which limits the pace of economic development. His rea-
sons are that "the development of a country requires the ef-
ficient and steadïly expanding provision of a whole host of
non-revenue-yielding services - education, health, communi-
cations system, etc., commonly known as infrastructure -which require to be financed out of government revenue" 1).
Further, in a system where an increasing proportion of the
national wealth is being spent on what may be, on the basis
of average per capita consumption of the bulk of the popula-tion, considered as the consumption of unnecessary importedluxuries, a progressive method of taxation is a rational

1) Nicholas Kaldor, The Role of Taxation in Economic Develop-
ment. International Congress on Economic Development.
Vienna, Austria, 30 August - 6 September 1962, p. 1



-192-

means of discouraging that attitude. More importantly, itcan be argued that taxation is an incentive-creating pheno-
menon. Gordon Winston has shown in his analysis that the col-
lective nature of the consumption of public goods and servi-
ces makes them quantitatively quite distinct from those mar-
keted goods and services which an individual's personal in-
come can buy. Since the provision of public goods and servi-ces does not affect the individual's command over marketedgoods and services, his income must be parallel to his tax.In other words the provision of public goods and servicesout of taxation is complementary to an individual's provi-sion of marketed goods and services from his income. The pro-
vision of public goods and services is rather a substitutefor leisure 1). Thus an increase in the rate of taxation in-creases the incentive to work by reducing the amount of time
allocated to leisure. The Nigerian agricultural sector has
already demonstrated the validity of this theory since overa number of years, the aggregate quantity of primary commo-
dities offered for export has increased as the rate of export
duties increased and the accumulation activities of the vari-
ous marketing boards gathered full momentum.
Again, UN sources have stated that the objectives of public
finance in the developing countries should aim at
a) correcting excessive or harmful inequalities in the dis-

tribution of income, thereby expanding internal markets
and reducing the amount of unessential imports;

b) counteracting possible inflations that might occur as a
result of economic development;

c) providing incentives for the desirable types of develop-
ment projects, thus helping to steer development into thecorrect direction;

d) increasing the total volume of savings available for eco-
nomic development 2).

Although economists as well as financial experts have signi-
ficantly failed to agree on what bases and at what rates ta-
xation should be collected to achieve these objectives inthe developing countries, there is a fairly unanimous agree-ment among them that Keynes' policy prescription of deficitfinancing is not an appropriate measure for a government ofan undervedeloped country to undertake. Professor Tripathyputs it very emphatically that a condition of deficit in therevenue budget is one which an underdeveloped country shouldnot contemplate with equanimity 3).
1) Gordon Winston, Taxes, Leisure and Public Goods. The Cen-

tre for Development Economics. Williams College, Williams-
town, Massachusetts. Reprint No. 10 from Economica, Febr.
1965, pp. 66-67

2) UN Department of Economic Affairs, Methods of Financing
Economic Development in Underdeveloped Countries. New York1949, p. 15

3) Tripathy, op.cit., p. 87
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And Professor L.H. Samuels points out that resources are so
under-utilized in the developing countries as not to permit
an immediate response to an increase in the level of totaldemand or such response as there may be would be likely tobe slow and sluggish 1).
Clearly, an important feature of the Nigerian budget in re-
cent years is the shortage of revenue which makes it impos-
sible to provide essential public services at the required
scale. Yet it is commonly said that Nigeria is one of the
few developing countries with great potentials for becominga rich country if the appropriate measures can be taken. No
doubt the Nigerian tax potential or the proportion of itsGNP that can be diverted to public use without causing poli-tical and social pressures may be typically smaller than thatof a rich country. But the greatest set back now is the low
"coefficient of utilization" of the low revenue level due tobad tax laws and very bad tax administration. These may wellbe a result of lack of knowledge and understanding, incompe-
tence or the resistance of powerful pressure groups against
measures leading to effective tax reform.
Kaldor points out that inadequacy of public revenue has two
important consequences. "It forces undue economies precisely
in those fields of public expenditure (like health and edu-
cation) which are more easily sacrificed in the short run,
but are the most important from the point of view of long
run development. It also yields persistent budgetary defi-
cits which force the monetary authorities to follow highly
restrictive credit policies (to protect the balance of pay-
ments and to limit the pace of inflation) which in turn has
highly undesirable effects on the pace of economic growth,
without fully compensating for the effects of the weakness
in the state of public finances on the stability of the cur-
rency" 2)
Table 32 shows the trend of monetary development in Nigeriain recent years and points to the position of the domestic
currency as it stood up to 1970.
A third consequence of insufficiency of public revenue isthat, as far as Nigeria is concerned, it leads to excessive
scrambling for funds which in turn leads to rivalry and un-
necessary waste of that which is available.

6-9. A General Remark
The introductory sentence of J.M. Buchanan's Public Finances
reads, "Consensus among scholars has never been attained con-cerning the appropriate definition of the subject matter of

1) L.H. Samuels, Monetary and Financial Policy in Relation
to African Development. University of the Witwatersrand,
Johannesburg. See E.A.G. Robinson, op.cit., pp.677-711,
and Milton C. Taylor, op.cit., pp. 52-76

2) Kaldor, op.cit. p. 2
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TABLE 32

Federal Monetary Develo ment by Categories (~ million)

1967 1968 1969 1970f
Credit to Dome-
stic Economy 233.5 306.5 412.9 460.3
Private Sector 148.0 148.4 162.9 164.6
Central Bank
Commercial

( 10.6) ( 36.4) ( 43.1) ( 44.7)
Banks (137.4) (112.0) ( 119.8) ( 119.9)
Public Sector 85.5 158.1 250.0 295 7.
Central Bank
Comm. Banks
Post Office

( 68.9)
( 14.2)
( 2.4)

( 56.9)
( 98.7)
( 2.5)

( 78.9)
( 168.7)
( 2.4)

( 76.9)
( 216.3)
( 2.5)

Foreign Assets 31.1 42.9 49.4 53 8.
Central Bank
Comm. Banks
Other Assets

( 43.6)
(-12.5)
(-39.9)

( 44.9)
(- 2.0)
(-91.1)

( 49.5)
(- O.1)
(-188.7)

( 53.8)
(- 2.0)
(-126.5)

Monetary Assets 244.7 258.3 323.6 387 6.
Quasi-money
Money Supply

( 68.0)
(156.7)

( 94.2)
(167.3)

( 110.2)
( 213.4)

( 141.2)
( 246.4)

f - January - June Estimates

Source: Central Bank Report, op.cit., Table 18, p. 36

Public Finance" 1). The differences of opinion which havelasted for many years, on the limits to which the field ofpublic finance can go may, at least in some important re-spects, be attributable to J.H. Adler's findings that, "Thefiscal system and the fiscal policy of any country reflectits citizens' general economic views and aspirations, whichit may have in common with other countries or may be pecu-liar to it; but they also are the result of the country'ssocial and cultural institutions, its resource endowment,the structure of its economy, the distribution of income,and the seat of political power, in a configuration which isinevitably unique" 2).

1) J.M. Buchanan, Introduction to Public Finances, Needs,Sources and Utilization, op.cit., p. XI
2) J.H.Adler, Fiscal Policy in a Developing Country. See R.Bird and O.Oldman (ed.), op.cit., p. 31
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In spite of this lack of unanimity in definition, there
exist large volumes of work on Government Budgeting, Public
Debt, Exchequer and National Income, among others, which em-
phasize various aspects of public finance.
Traditionally, this concept is defined as the art of acqui-
ring and allocating funds to various uses by governmental
units, hence it is mainly concerned with the problems of le-
vying taxes, borrowing funds and managing public debts at
governmental levels. With the significant increase in the
popularity of public finance since the early 1930s, the go-
vernment has acquired a unique power to force contributions
and, in theory, the amount of resources that can be diverted
to public spending is limited only by the economic potential
of the area and the people governed. In practice, however,
the ease of tax collection and the fairness of the distri-
bution of tax burden have assumed a prominent position in
the national economy in much the same way as the impact of
public revenue, public expenditure and public debt on the
economic life of a nation has sharply increased. Nigeria,
as well as other capital-poor countries, should not be an
exception to this general trend.



CHAPTER SEVEN: A CRITICAL APPRAISAL OF FUNC~IONAL AND
PERFORMANCE BUDGETING IN THE NIGERIAN

, CONTEXT

Introduction
We have explained throughout in this study that up to
1966 when the present Military Government took over the
administration of the country, Nigeria's budgetary system
still retained much of its former colonial features. That
is to say that in Nigeria, budgeting was still carried
out in the conventional way. In Chapter Two, we outlined
some of the difficulties which conventional budgeting
gave rise to during the twenty years ending 1966. A
general view even has it that some of those difficulties
were part of the causes of military intervention in 1966,
but this is not the main point. The argument is rather
that if Nigeria stuck fast to colonial budgetary methods,
which amount to conventional budgetary, the country must
have been little aware of other methods of budgeting
such as "functional" and "performance" budgeting, which
have been more recently devised as an improvement upon
conventional budgeting.
Professor J.H.Adler has pointed out that conventional
budgeting suffers from two major set-backs. First, it
has such a limited coverage that the normal budget does
not include all public sector operations, not even all
the activities of a central government. This means that
the accounts of government expenditures which a convent-
ional budget presents do not reflect a complete picture
of government total expenditure. Secondly, conventional
budgeting pays undue attention to the cost aspect of
government expenditures; for instance, the administrative
budget only shows the cost to the government of acquiring
goods and servic~s without relating the cost to the
result achievedl .
To overcome these difficulties or at any rate to reduce
their magnitude, "functional" and "performance" budgeting
have been more recently devised as an improvement upon
the traditional principles and budget procedures which
could be the same as the colonial methods of budgeting
in the Nigerian context. Although there may be some dif-
ficulties in the practical application of "functional"
and "performance" budgeting, the theoretical usefulness
of this device, especially to developing countries, has
been widely acknowledged. The purpose of this Chapter
is to outline some of the difficulties which a developing
country like Nígeria might encounter if the country were

1) J.H.Adler, Public Expenditures and Economic Develop-
ment. Published in "Fiscal Policy for Economic Growth
in Latin-America"; Johns Hopkins Press, 1965. Reprint-
ed in "Leading Issues in Economic Development" by
G.M.Meier, op.cit., pp.371-374.
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to abandon conventional budgeting and to replace it with
"functional" and "performance" budgeting. As far as pos-
sible, the difficulties will be outlined against the
background of the regional development proposals which
we put forward in Chapter Four.

7-1. Advantages of "Functional" and "Performance"
Budgeting to a Developing Country

Functional budgeting may be defined as a method of bud-
geting whereby government expenditures are classified
according to their functions, for example: agriculture,
defence, education, health and so forth, rather than
according to the various governmental units, where the
expenditures are made. The principal advantage of func-
tional budgeting is that it reduces the chances of lea-
ving some government expenditures out of account and,
therefore, it leads to the presentation of a more complete
picture of total government expenditures. Incidentally it
also leads to a fuller budgetary accountability and thus
appears to be superior to a method where budget accounting
would seem to be incomplete.
Performance budgeting, on the other hand, is much more
than an exercise in the classification of government ex-
penditures. It may be defined as a method of budgeting
whereby the benefit derived from a unit of government
expenditure is related tothe cost incurred in obtaining
it. By implication, expenditures which would yield great-
er benefits to the economy would come higher in the scale
of priority. Therefore, performance budgeting is a useful
technique for project selection and by it the tendency
to undertake some dubious projects for political or
psychological reasons may be smaller.
Professor Adler has assessed "functional" budgeting as
being of great help to a developing country in the form-
ulation of public expenditure policies and "performance"
budgeting as being useful for an improvement of public
expenditure policies including the preparation of pu~i~ic
expenditure plans as part of a development programme .
Functional budgeting is seen as an improvement upon the
problem of choice among completing objectives of public
expenditure because it indicates the maximum cost that
can be incurred in financing the activities pertaining
to a particular function of the government. Performance
budgeting, on the other hand, provides a useful mechanism
for measuring the benefits of the particular choice made
by setting targets for the various functions to be per-
formed by the same unit of administration during a budget
period2). In this way'~erformance" budgeting could provide
an administrator with some ideas about the prospective
benefits which a society might expect to derive from
qovernment outlays and "functional" budgeting not only
could'improve the quality of administration, but also
could help to determine the scope of it3).

1) Op.cit., p.373;
2) Ibid., p.373;
3) Ibid., p. 373.
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From the foregoing accounts, it would appear that "funct-
ional" and "performance" budgeting are, together, super-
ior to "conventional" budgeting. We would, therefore,
propose that a developing country like Nigeria could adopt
them without implying, however, that there would be no
difficulties in doing so. On the contrary, we would rather
anticipate that a possible adoption of the two budgetary
principles would ráise certain difficulties in the Nige-
rian context. Therefore, we will discuss some of the
probable difficulties in the next section.

7-2. Difficulties of Functional and Performance Bud etin
in the Nigerian Context

The discussions in this section will be based on a simple
assumption that, as a country, Nigeria accepts the propo-
sition that "functional" and "performance" budgeting are
superior methods to conventional budgeting, and that the
country desires to understand some of the difficulties
that might be involved in adopting them. Although such
difficulties will be seen to be closely related, especial-
ly if they are set against the background of regional ap-
proach to development problems, we would discuss them
under a set of sub-headings as a matter of convenience and
orderliness in the presentation.

A. Problems of Overlapping of Functions
A fundamental proposition that was made in section 7-1.
is that "functional" budgeting would lead to a presentat-
ion of a clearer and a more complete picture of total
government expenditures. Upon a closer examination, we
may observe that this proposition can only be acceptable
in general theoretical terms. In practice, there may be
some instances where a unit of government expenditure may
perform more than one function and an exercise in the
classification of functions may not be as simple as it
appears in theory. Let us explain our meaning with a
simple hypothetical example. Suppose that an experiment
on the possibilities of soil improvement were taking place
in a university laboratory, but that the outcome of the
experiment were to be used entirely for the purpose of
improvement of agriculture, would the function of the unit
of expenditure on the experiment be classified as agricult-
ural or as educational?
Obviously, this is a case of overlapping of functions in
which, for the purpose of classification, the administrator
may have to decide, rather arbitrarily, upon the function
which would appear to him to be more prominent than the
other. Although we have called our example a hypothetical
case, it could also be real and there may be several such
real cases. At the other end of the spectrum, there might
be cases where the distinction between the various funct-

1) The difficulties which are discussed in this section
may be generally experienced in all countries, but they
are particularly observed in Nigeria.
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ions of several units of expenditures might not be
quite clear. Let us again introduce another imaginary
example for the purpose of explanation. Suppose that
a unit of expenditure were set aside for the purpose
of increasing the supply of electricity, another for
the control of river flood and a third for the extens-
ion of arable land through irrigation. Suppose, further
that all three units of expenditures only satisfied a
requirement of building a river dam, would their classi-
fication under different functions be necessary?
These examples serve the purpose of pointing out that
even with "functional" budgeting a proper identification
of functions may not always be easy and sometimes certain
functions could be incorrectly classified. This would
appear to be more the case under our regional development
proposals in which we advocated that in the Nigerian
context infra-structure policy could well be incorporated
in a broad policy of regional developmentl).

B. Problems of Determining Prospective Benefits of Ex-
penditures

Perhaps a much more serious difficulty than an exercise
in the classification of functions is how to determine
in advance the benefits that a society would derive from
a unit of expenditure. Let us use another example to
make the point clear. Suppose that an administrator were
able to reach the decision, though quite intuitively,
that it would be a good thing for the society as a whole
to have more schools and train more teachers. Would he
also be able to determine in advance that the number of
additional school enrolments would, in fact, be adequate
to justify the provision of more schools and teachers?
On the other hand, the provision of a church building
out of government expenditure might be quite low in the
administrator's scale of priority; would that truly mean
that the spiritual value of a church to the society was
also low? Thus, although the final decision must be taken
by the politicians, the administrator can direct the
course of decision-making by presenting clear alternatives.
In a regional development-programme, the construction of
an additional railway-line would appear to be an important
development in the transport sector, but would its scále
of benefit to the society be equally high if passengers
were few and people generally preferred to move their
goods by the road system? An argument to which these ex-
amples point, is, that it is difficult to determine in
advance the magnitude of the benefits which a society
could derive from various units of government expenditure.
It is much easier to relate benefits to costs after ra-
ther than before expenditures are made. Therefore, "per-
formance" budgeting can be effective as a mechanism for

1) See Chapter Four, section 4-5.
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justifying the costs already incurred, but not those
to be incurred.
Although Adler has argued that "performance" budgeting
is virtually indispensable where the budget forms part
of a development programme, because it presupposes an
explicit determination of the targets to be attained,
in some cases the benefits actually derived may be dif-
ferent from the targets set. However, if programme ob-
jectives, as Adler further maintains, were stated in
terms of specific targets and if the budqet were to
provide the funds needed, such targets might serve as
a rough indicator of the probable benefits which the
society might expect to derive from public expendituresl).
C. Specialist Manpower Problems
To shorten our arguments, we might view "targets" as
representing the nearest approximation of the prospect-
ive benefits that might be derived from public expendi-
tures. But then, in the Nigerian context, the questíon
would arise, how are targets determined? The determinat-
ion of targets, of course, involves some elements of cost-
benefit calculation which has its own technique2). In
other words, Nigeria would require the use of specialist
manpower for a realistic exercise in the setting of tar-
gets.
Since budgeting in Nigeria is still carried out in the
conventional way it would appear that there has not been
a real need for the use of trained manpower in the field
of "functional" and "performance" budgeting. It would
appear, on the contrary, that Nigeria has enough expe-
rienced manpower in the field of conventional budgeting
and both situations could present two related problems.
First, if experience in "functional" and "performance"
budgeting were completely lacking, it would be a set-back
in the process of adoption of the new methods of budget-
ing and may even lead to an indefinite postponement of
efforts to do so. Secondly, a possible adoption of the
new methods would mean that the experienced manpower in
the field of conventional budgeting would be made redun-
dant and there might be a strong opposition to the adopt-
ion of the new methods from those whose position might
be so threatened.
Besides,in tribe-conscious Nigeria, a possible division
of opinion within the administration would quickly revert
into the sort of tribal suspicion and mistrust the count-
ry has seen before and may again have a very strong ad-
verse repercussion on the political scene. On the other
1) Op.cit., pp.373-374;
2) For a recent work on "Cost-benefit Analysis of Projects"

see I.M.D.Little, Project Analysis in Relation to Plan-
ning in a Mixed Economy. OECD, Paris, 1967; Reprinted
in Meier, op.cit., pp.377-389.
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hand, i t could be that if the administration itself were
made aware of the necessity of adopting the new budget
principles and of taking the initiative in providing the
related manpower, a gradual process of budgetary reform
might be set into motion with less difficulties.
In that case, the next real problem that would arise,
would be financial i n nature. As Adler again puts it, in
a mixed economy the hard core of a development programme
is not only to finance capital projects, but also to pay
for sup orting research, training and educational acti-
vitiesi~. Clearly, "functional" and "performance" budget-
ing would require more broadly-based research and a larg-
er number of research workers than "conventional" budget-
ing probably needs. The question would then arise, would
the financial resources of the central government permit
the use of additional specialist manpower for this pur-
pose? This has been a difficult question to answer in
this study, so we can only indicate, as we have done in
Chapter 6, some additional sources of revenue that might
be open to the government.
D. Problems of Comprehensive Accountin
In section 7-1. we asserted that "functional" budgeting
would lead to the presentation of a more complete picture
of total government expenditure. This assertion will now
be reviewed more critically in the Nigerian context. A1-
though we have been discussing "functional" and "perform-
ance" budgeting with strict reference to central govern-
ment outlays, it must be borne in mindthat Nigeria is a
12-state federation and as such the country administers
twelve separate government budgets. To be able to present
a more complete picture of total government expenditure
it would seem that the budget would have to be as compre-
hensive as possible, but this would not appear likely
in Nigeria unless inter-state consultation and cooperat-
ion were made a condition of budgeting.
This pessimistic view looks at Nigeria from the stand-
point of its past performances in the budgetary field
and sees a danger of intensified inter-state competition
and rivalry in place of consultation and cooperation.
But there is no insistence that these must continue in
the future: rather there is a wishthat the pessimism
expressed here should only serve the purpose of a theo-
retical argument and that in practice the situation should
work itself out differently. One hopeful condition is
that the Federal Government could use its superior financ-
ial position to force such inter-state cooperation as may
be required in budgetary matters. But if such cooperation
were difficult to maintain among the states it would also
be unlikely that "functional" budgeting would lead to the
presentation of a more complete picture of government total
expenditure in Nigeria.

1) Op.cit., p.374.
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Similarly, if cooperation were lacking among the states
it would not be possible to obtain a complete and tho-
rough periodic review of the progress made, in the light
of our proposed strategy of regional approach to develop-
ment problems as implied in "performance" budgeting. The
outcome would be that, in fact, "performance" budgeting
would not be of much use as a mechanism for measuring
the benefit of a particular choice made or even as a
means of setting some targets. This would again reflect
an incomplete budget accountabilityl).

E. Problems of Application of Cost-benefit Notion
N.Scott has defined the cost-benefit notion implied in
performance budgeting as a means of replacing convention-
al guesswork and intuition with rationally organized and,
where possible, quantifiable valuations in wide areas of
development decision-making. Hence he sees the implied
notion as a welcome response to a genuine need which
might prove to be the harbinger of the economic sociolo-
gy to which Schumpeter looked forward2). But, because of
a lack of empirical evidence, the usefulness of applying
cost-benefit notion ex ante to investment decision-making
has not been fully appraised. It has rather been more wide-
ly applied as ex post justification for decisions already
taken rather than those to be taken. Scott attributes this
weakness to a lack of knowledge about the character and
the extent of physical interdependence of developmental
projects on the one hand while on the other hand, he
attributes it to unavailability of sufficiently refined
techniques needed for assimilating and comparing non-
quantifiable costs and benefits3).
Notwithstanding, McKean remarks that a programme review
in terms of cost-benefit notion is a gain to budgeting
even where the costs and the benefits themselves are
difficult to measure4). Similarly, Eckstein asserts that
the notion has a great potential in its applicability to
public investment decision-making. Hence, he pleads that
theoretical quarrels should not interfere with empirical
performance in this area5j. It would appear that an im-
portant advantage of applying cost-benefit notion to
decision-making lies in the fact that it seeks to give
appropriate weights to relative values. In politically-
developed societies, experience has shown that popularly

1) For records on Budget Accounting in Selected Countries
see U.N., Government Accounting and Budget Execution,
Sales No. 52, XVI.3, ST~ECA~16, Nov., 1952;

2) N.Scott, Some Problems of Cost-Benefit Analysis of
Social Investments, U.N., Report, No.7, SOA~ESWP~EG,
Rep.l, Geneva, April 1966, pp.63-64;

3) Ibid. p.63;
4) R.N.McKean, Evaluating Alternative Expenditure Program-

mes, Reprínted in: Public Finances: Needs, Sources and
Utilization, op.cit., pp.337-364; See also J.Burkhead,
Government Budgeting; New York, 1956, p.139 (footnote);

5) Note Five see next page.
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accepted values rarely differ significantly from the
values acceptable to political authorities and that,
should a deviation occur in the two sets of values, a
reconciliation would be struck between them by a refer-
ence to existing empirical studies or to specialists if
the disagreement is a technical matter.
But a different situation obtains in less politically-
developed societies where large sectors of the popula-
tion may be unable to indicate their preferences through
organized political channels. In some cases, such pre-
ferences as may be indicated might be of limited national
value. In such situations it might be useful if certain
generally acceptable values to the society as a whole
are made to form a built-in part of a budgetary process
which is carefully developed along the line of cost-bene-
fit notion. In the Nigerian context, such values would
include: a reduction in the level of unemployment, a
further re-distribution of income, the development of
the agricultural sector, a process of continued industrial-
ization, expansion of the education system, improvement of
public health, public transportation and communication
systems, and so forth.

7-3. Summary

This Chapter has discussed the merits of "functional" and
"performance" budgeting generally and the difficulties of
adopting them in the Nigerian context in particular. On
the merits side, "functional" budgeting could help Nigeria
to overcome the problem of choice among competing object-
ives of public expenditure by indicating the maximum cost
that can be incurred in the financing of activities per-
taining to particular functions of the government. As a
by-product "performance" budgeting could provide the
country with a mechanism for measuring the benefits of
the particular choice made by setting targets for the
various functions to be performed by the same unit of
government administration in the course of a budget period.
In general, therefore, "functional" and "performance" bud-
geting could, together, help Nigeria to overcome its long-
standing problem of project selection by helping to elimin-
ate, if possible, the chances of undertaking dubious pro-
jects.
But Nigeria may encounter some serious difficulties in an
attempt to adopt "functional" and "performance" budgeting.
First, the country has no previous experience in these
methods of budgeting; therefore, it might find it difficult
to obtain the necessity specialist manpower required for
that purpose. Secondly, Nigeria's existing manpower which

5) O.Eckstein, A Survey of the Theory of Public Expendi-
ture Criteria. Printed in Public Finances, op.cit.,
pp. 503-504. See also J.V.Krutilla and O.Eckstein,
"Multiple Purpose River Development". As cited in Public
Finances: Needs, Source and Utilization, op.cit., pp.
482-484.
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is experienced in the method of "conventional" budgeting
may put up a stiff resistance against the adoption of
different methods which would likely render their long
experience obsolete and, therefore, threaten their posi-
tion. Thirdly, it might not be easy for the country to
provide the additional funds to finance such research
activities as may be necessary in support of "functional"
and "performance" budgeting. Fourthly, there may be some
difficulty in securing a proper accountability of the
budget, because: a) the total budget may not be compre-
hensiveif Nigeria administers twelve separate budgets;
b) owing to project complementarity, overlapping of func-
tions would occur and the accounts presented by the bud-
get might still not be a complete picture of total govern-
ment expenditure.

7-4. Conclusion
Although Nigeria would encounter enormous difficulties
in adopting "functional" and "performance" budgeting,
there are obvious advantages in doing so. In our view,
if the advantages were set against the background of the
difficulties which must be surmounted in obtaining them,
it would appear that the country would gain, in the long
run, by pursuing those advantages. Therefore, our conclu-
sion would be that even though serious difficulties would
arise, Nigeria would be wise to provide some conditions
that would favour a gradual adoption of the new methods
of budgeting with less difficulties. The favourable con-
ditions would appear to be, among others:
a) the various budgetary units and the administration

should first be made to understand and to accept the
advantages of undertaking a gradual process of budget-
ary reform in Nigeria through an adoption of different
methods of budgeting;

b) the administration in particular should be made to
take the initiative in providing such specialist man-
power as the new methods may require;

c) inter-state cooperation in budgetary matters should
be encouraged at all levels;

d) the total budget should be as comprehensive as possible
for the purpose of budget accounting;

e) the government should tap the additional sources of
revenue open to it alongside with the revenue from the
export of crude oil to finance related research activi-
ties in support of "functional" and "preformance" bud-
geting.
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SUMMARY-OF-THE-STUDY

The main trend of thought in this study is that income
should be re-distributed throughout the Nigerian federa-
tion both at regional level and at personal level. In-
come differentials at these levels are seen as a major
contributory factor to economic and social problem in
the country. But this does not imply that the signifi-
cance of other differences within the society should be
under-estimated. On the contrary, the heterogeneous
characteristics of the Nigerian communities and the pro-
blems which they create have been outlined in Chapter
I. Their political significance is that a federal
structure is a good thing for Nigeria.
However, it is better to stress the similarities of the
various Nigerian communities in the interest of national
harmony than to emphasize their differences. This con-
clusion is a departure from the danger of freezing histo-
rical patterns. Thus, in Chapter II, the problems out-
lined in Chapter I are put in their proper national
context using the national budget as a"looking glass".
Not surprisingly, Chapter II concludes that income dif-
ferentials at regíonal and personal levels are a bigger
national problem in Nigeria than differences in language
and ethnicity.
Chapters III -V are then devoted to finding ways and
means of re-distribution of income within Nigeria in
order to meet the economic and political aspirations of
the whole federation. For that reason three proposals
have been put forward in Chapter III:
a) allocation of clean tax sources between the state

governments and the federal government to avoid over-
lapping and competing tax jurisdictions;

b) a comprehensive use of the existing system of "distri-
butable pool" as a mechanism for a wider income re-
distribution;

c) a workable and verifiable formula for the allocation
of federal block-grants to the various parts of the
country.

Similarly, Chapter IV advocates that the strategy of
regional development should be adopted as a means of
allocation of federal specific-grants to various regions
in the country. The exercise in Chapter V is carried
out in favour of a re-allocation of budgetary resources
between the exports sector and the domestic production
sector. In that exercise "import substitution", where
technically possible, is underlined as a means of creating
further employment which then forms a channel of distri-
bution of personal income.
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The aim of these proposals is to harmonize income levels,
as far as possible, throughout Nigeria. Thus they are,
in effect, a call upon the federal government to use the
central budget as a means of achieving this aim. Bearing
in mind that the federal government will require more
revenue resources to perform its functions, Chapter VI
makes some suggestions on how to improve revenue-collect-
ion for public use. It also investigates opportunities
for additional sources of public revenue. Since~the
national budget assumes a central position in the study,
Chapter VII reviews problems of budgeting as generally
experienced in many countries and, as a precaution, it
points out where the general problems could be particular-
ly serious in the Nigerian context.
Finally, the whole philosophy is that an integrated fe-
deral system will make a better contribution to national
life in Nigeria than a federal structure which allows
various degrees of "regional autonomy". Therefore, while
recognizing the political significance of the heteroge-
neous factors in the society, major economic and social
policies should assume a nation-wide character as much
as possible.
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~SAMENVATTING

De voornaamste gedachtenlijn in deze studie is dat in
geheel de Nigeriaanse federatie een herverdeling van
inkomens zou moeten worden gerealiseerd, zowel op regio-
naal niveau als in het persoonlijke vlak.
De op deze niveau's bestaande inkomensverschillen worden
gezien als een factor welke in belangrijke mate bij-
draagt tot de economische en sociale problematiek van
het land. Dit impliceert evenwel niet dat het belang van
andere verschillen binnen de maatschappij onderschat
mag worden. Integendeel, deze heterogene kenmerken van
de onderscheiden Nigeriaanse gemeenschappen en de daar-
uit voortvloeiende problemen worden geschetst in Hoofd-
stuk I. Politiek gezien betekenen deze verschillen dat
voor Nigeria een federale structuur positief moet worden
gewaardeerd.
In het belang va.n de nationale eenheid is het echter
beter de in de onderscheiden Nigeriaanse gemeenschappen
bestaande punten van overeenkomst te beklemtonen in
plaats van de punten van verschil. Het gevaar dat beslo-
ten ligt in de bevriezing van historische patronen wordt
zodoende vermeden. Daarom worden in Hoofdstuk II de pro-
blemen, die in het vorige hoofdstuk geschetst werden,
met behulp van het nationale budget in hun juiste natio-
nale samenhang geplaatst. Het is niet verrassend, dat
Hoofdstuk II tot de conclusie leidt dat regionale en
persoonlijke inkomensverschillen in Nigeria een groter
nationaal probleem vormen dan de verschillen in taal en
ethnische geaardheid.
De Hoofdstukken III t~m V zijn gewijd aan het zoeken
naar wegen en middelen t~m in Nigeria tot herverdeling
van inkomens te komen, teneinde aan de economische en
politieke aspiraties van de gehele federatie te voldoen.
In Hoofdstuk III worden met het oog hierop drie voor-
stellen gedaan:
a) allocatie van duidelijk afgrensbare belastingbronnen

tussen de federale overheid en de overheden van de
staten, teneinde overlapping en concurrerende belas-
tingjurisdicties te vermijden;

b) het op uitgebreide schaal gebruik maken van het be-
staande systeem van "distributable pool" als een me-
chanisme om tot een ruimere herverdeling van inkomens
te komen; .

c) het hanteren van een operationele en toetsbare formule
voor de toewijzing van federale "block-grants" aan de
verschillende delen van het land.

Evenzo wordt in Hoofdstuk IV bepleit dat de strategie
van regionale ontwikkeling aanvaard zou dienen te worden
als middel voor de toewijzing van federale "specific-
grants" aan verschillende regio's in het land. In Hoofd-
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stuk V wordt een voorbeeld uitgewerkt ten behoeve van
een re-allocatie van budgetaire middelen tussen de ex-
portsector en de binnenlandse productie sector. In dit
model wordt, in de gevallen waarin dit technisch moge-
lijk is, speciaal de aandacht gericht op importsubsti-
tutie als middel om meer binnenlandse werkgelegenheid
te scheppen, welke dan als een distributie-kanaal voor
persoonlijk inkomen fungeert. Het doel van deze voor-
stellen is om de inkomensniveau's in Nigeria voorzover
mogelijk te harmoniseren. In feite wordt aldus een be-
roep gedaan op de federale regering om het centrale
budget te hanteren als middel om dit doel te bereiken.
In aanmerking nemend dat de federale regering om haar
taken te kunnen vervullen meer belastingopbrengsten no-
dig zal hebben, worden in Hoofdstuk VI enkele suggesties
gedaan met betrekking tot verbetering van de belasting-
inning. Ook worden mogelijkheden voor additionele ver-
werving van overheidsmiddelen via andere bronnen onder-
zocht. Daar het nationale budget in de studie een cen-
trale plaats inneemt, worden in Hoofdstuk VII begrotings-
problemen besproken, welke zich doorgaans in vele landen
voordoen, en bij wijze van voorzorg wordt erop gewezen
in welke gevallen deze problemen in de Nigeriaanse ver-
houdingen bijzonder ernstige vormen zouden kunnen aan-
nemen.
De voornaamste achterliggende idee tenslotte is, dat een
geintegreerd federaal systeem een grotere bijdrage zal
leveren aan het nationale leven in Nigeria dan een fe-
derale structuur welke verschillende graden van regiona-
le autonomie toestaat. De politieke betekenis van de
heterogene factoren in de maatschappij in aanmerking ge-
nomen, zouden daarom belangrijke economische en sociale
beleidsmaatregelen zoveel mogelijk een de gehele natie
omvattend karakter dienen te krijgen.
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~PPENDIX

TABLE 33: UN REC0I~-MENDED PATTERN OF BUDGET ACCOUNTING
(Source: UN, Budgetary Structure and Classifi-
cation of Government Accounts, New-York, 1951).

REVENUE SIDE OF THE TOTAL BUDGET

At Home Abroad Total

1. TAXES
I) Direct Taxes ............

a) Personal Income Tax ..
b) Corporate Income Tax .
c) Excess Profit Tax ....
d) Property Tax .........
e) Capitation Tax .......
f) Duties on Gifts (inter

vivos)
g) Other Direct Taxes ...

TOTAL DIRECT TAXES ......

II) Indirect Taxes ..........
a) Import Duties ........
b) Export Duties ........
c) Excise Duties ........
d) Turnover Tax .........
e) Transportation Taxes .
f) Stamp Duties .........
g) Other Indirect Taxes .

TOTAL INDIRECT TAXES ....

III) Income From Property ....
a) Profit from Public

Corporations .........
b) Mining (Royalties,

Rents, etc.) .........
c) Rents on Government

Property .............
d) Other Property Income.

TOTAL INCOME FROM PR~PERTY - - -



IV) Transfers ..............
a) Interest ............
b) Re-payment ..........
c) Re-imbursements .....
d) Other Transfers .....

TOTAL TRANSFERS ........

V) Miscellaneous Items
a) Licences ............
b) Fees ................
c) Earnings ............
d) Sales ...............
e) Other Miscellaneous

Items ...............

TOTAL I~.ISCELLANEOUS
RECEIPTS ...............

2. CONTRIBUTIONS TO
Social Security Funds ..
a) Employees (direct) ..
b) Government ..........
c) Others ..............
d) Employees (indirect).
e) Government ..........
f) Others ..............

TOTAL CONTRIBUTIONS ....

3. SURPLUSES
I) Fiscal Monopolies ......

a) Central Bank Issues .
b) Marketing Boards Re-

serves ..............
c) Marketing Boards Sur-

plusses ..............

TOTAL FISCAL SURPLUS ...

II) Surplus Profits ........
a) Net Surplus of Profits
b) Interest on Capital

Advance .............
c) Other Surplus Profits

TOTAL SURPLUS PROFITS ..



-209-

At Home Abroad Total

III) Surplus Interest .......
a) Dividends ...........
b) Annuities ...........
c) Other Surplus Inte-

rests ...............

TOTAL SURPLUS INTEREST .

4. GRANTS AND LOANS FROM
a) Government ..........
b) Public ..............
c) Others ..............

TOTAL GRANTS AND LOANS .

5. TRANSFERS TO CAPITAL
ACCOUNTS FROM

a) Death Duties ........
b) Capital Levies ......
c) Sale of Real Assets .
d) Sale of Securities ..
e) Re-payment of Advanc-

es and Loans ........
f) Other Transfers .....

TOTAL TRANSFERS TO
CAPITAL ACCOUNTS . ......

6. RE-PAYMENTS OF ADVANCES
AND LOANS to Local and
Foreign
Governments (Excl. re-
payments of intra-govern-
mental borrowings) .....

TOTAL CAPITAL RECEIPTS .

7. TOTAL REVENUE ............

S. BALANCE OF REVENUE OVER
EXPENDITURE ..............
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At Home Abroad Total

9. GROSS INVESTMENT
a) Revenue-producing ...
b) Non-revenue-producing
c) Maintenance ~ Repairs
d) Other Investments ...

TOTAL ..................

10. TRANSFERS TO PRIVATE
CAPITAL A~C

a) Purchase of Real
Assets ..............

b) Purchase of Secur-
ities ...............

c) Loans for Capital
Formation ...........

d) Advances for Current
Production ..........

e) Other Capital Trans-
fers ................

TOTAL CAPITAL TRANSFERS.

11. TOTAL EXPENDITURE ........

12. OVER-ALL BALANCE .........
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EXPENDITURE SIDE OF THE TOTAL BUDGET

At Home Abroad Total

1. CURRENT CONSUMPTION
I) Civil Administration .....

Supreme Organs of State
Foreign Affairs .......
Police ................
Justice ...............
Education .............
Public Health .........
Labour ................
Agriculture, Industry
and Commerce ..........
Finance ...............
Other Current Consump-
tion ..................

TOTAL CURRENT CONSUMPTION.

II) Defence ..................
a) Army ..................
b) Navy ..................
c) Air Force .............
d) Other .................

TOTAL DEFENCE EXPENDITURE.

III) Of which .................
a) Salaries of Government-

Employees .............
b) Government-Employees'

Pensions ..............
c) Purchase of Materials .
d) Purchase of Services ..
e) Others ................

TOTAL . ...................

2. PRICE SUBSIDIES
a) Public Enterprise .....
b) Private Sector ........
c) Other Subsidies .......

TOTAL SUBSIDIES .......... - - -
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At Home Abroad Total
3. SOCIAL SECURITY

a) Old Age ..............
b) Family Allowances ....
c) Unemployment .........
d) Other Payments .......

TOTAL SOCIAL SECURITY PAY-
MENTS ...................

4. GRANTS
a) To Governments .......
b) Individuals ..........
c) Research Organizations
d) Depreciation .........
e) Other Grants .........

TOTAL GRANTS ............ - - -



CUNSOLIDATED CASH POSITION
Incomings

Cash at beginning of Financial Year
Total Receipts ....................
Foreign Grants Received ...........
Gains from Monetary Operations ....
Proceeds from Borrowing ...........

a) Domestic .....................
b) Foreign ......................

Other .............................
Grand Total .......................

Outgoings

Total Expenditure ..............
Losses on Monetary Operations ..
Redemption of Debts ............

a) Domestic ..................
b) Foreign ...................

Other ....... ..................
Cash at end of Financial Year ..
Grand Total ....................

AGGREGATE ACCOUNTS OF PUBLIC UNDERTAKINGS
EXPENDITURE

At Home Abroad Total
Personnel Charges ....

a) Salaries ........
b) Pensions . .....

Purchase of Goods and
Services .............
Inventory Adjustments.
Depreciation Allow-
ances ................
Total Trade Expend-
iture ................

Sales of Goods and
Services

PROFIT AND LOSS ACCOUNT
EXPENDITURE

At Home Abroad Total

Interest on Treasury
Advances .............
Net Surplus of Profit
Surplus of Profits ...

Trading Profit ...
Interest on Cr.Gr.
Subsidies Received
Surplus of Profits

RECEIPTS
At Home Abroad Total

RECEIPTS
At Home Abroad Total



PUBLIC DEBT OUTSTANDING (in national currency)

End of Financial Year End of Financial Year Change
Held Held during

At Home Abroad Total At Home Abroad Total Year
1. Domestic Currency

Obligations
a) Long-Term ..............
b) Short-Term .............
Total Domestic Issues

Of which
a) Central Bank ...........
b) Commercial Bank ........
c) Private Persons ........
d) Govt.Departments .......
e) Other ..................

2. Foreign Currency
Obligations Of Which
a) ...................... a
b) ...................... b
c) ...................... c
d) ...................... d
TOTAL GROSS PUBLIC DEBT....

3. Less Intra-Government
Obligations (Domestic Debt
Item) .....................

4. Net Public Debt ...........

5. Net Domestic Debt ......... - - - - - -
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PUBLIC DEBT RECONCILIATION TABLE

Financial Year Beginninq Financial Year Ending

1. NET BORROWING
a) Domestic .................
b) Foreign ..................

2. INCREASE IN PUBLIC DEBT
a) Domestic .................
b) Foreign ..................

3. DIFFERENCE BETWEEN 1 AND 2
I) Domestic

a) Debt Assumption ........
b) Debt Repudiation .......
c) Accrued Interest .......
d) Other ..................

II) Foreign
a) Debt Assumption ........
b) Debt Repudiation .......
c) Accrued Interest .......
d) Change in Exchange Rate.
e) Other ..................

Note: Table 33 has no scientific function in the study,
but it serves a practical purpose of illustrating
the requirement of comprehensive accounting of the
budget referred to in Chapter Two and later examin-
ed more critically, in the Nigerian context, in
Chapter Seven.
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S T E L L I N G E N~)

1) IMF's "Special Drawing Right" should substitute "Gold
Standard" as world monetary base and during a period ofhigh inflation the smaller units of currency should bereplaced with coupons to prevent a loss of confidencein money.

2) Development problems and problems of "milieu" are a con-stant challenge to economic theory.
3) Political instability is a symptom of economic changeand its impact should be more positively assessed.
4) In spite of lower prices for agricultural commoditiesin the world market, a producing region would be wiseto hold out production rather than give up to its com-petitors. -
5) Amb.itious planning can create unemployment by neglec-ting the simpler ways of life with which the majorityof people in the developing countries are familiar.
6) Investment activities undertaken by church bodies arelikely to make better contributions to problems of eco-nomic development than "orthodox foreign aid" has doneso far.
7) A well defined process of import substitution is a morerealistic approach to industrialization than elaboratenational development plans.
8) Economic forecasts are pretentious because developmentin economic science has not reached a stage where accu-rate predictions are possible.
9) Elements of regressive methods of taxation seem apparentat the Katholieke Hogeschool where the staff pay "halfrates" and students pay "full rates" for coffee.

10) The "Chair" of a Professor should not be transformedinto a long "Bench" to provide seats for more people.

~) Belonging to: O.E. Obinna, Problems of State and Federal
Government Budgeting in Nigeria (with Refe-
rence to Employment and Income Distribution)
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