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Abstract

The major objective of income distribution to the federal, state and local governments in Nigeria is to achieve
economic growth which leads to economic development. This ultimate aim of governance in Nigeria appears not to
have been achieved due to alleged corruption and mismanagement of the monthly allocated funds. Thus, this study
investigates the effect of revenue apportioned to the three levels of government on economic growth in Nigeria.
The study employs annual time series data which cover a period from 1981-2016 and have been collected from CBN
Statistical Bulletin, 2016 edition. Ordinary Least Square (OLS) method is used to perform the multi-regression
analysis with the aid of e-views version 9. The findings of the study reveal that the federally apportioned revenue to
the federal government (FAFG) has a significant positive impact on RGDP while FALG has a robust significant
positive impact on RGDP. The result also indicates that FASG has a significant negative influence on RGDP. This
leads to a conclusion that mismanagement of funds by the state governments is a cause for concern. Therefore, the
study suggests, among others, that revenue sharing formula in the country should be based more on impact of
expenditure incurred on executed projects (long term and short term) by each tier of government than on any other
parameter to achieve fairness and efficiency in public service delivery at all levels of governance.
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1. Introduction

The federation account is an exceptional account that is required to be maintained by the federation of Nigeria as
specified by section 162(1) of the 1999 constitution. All government proceeds in Nigeria are lodged into this account
excluding the revenues from the Nigerian Armed Forces, Police Force, Foreign Service Officers and Federal Capital
Territory (FCT) Residents. The constitution states that proceed from the Armed Forces, Police Force, Foreign Affairs
officers and FCT residents should be paid into the Consolidated Revenue Account (CRF) (Adams, 2006; Ohiomu &
Oluyemi, 2017).

The official revenue allocation formula is used to apportion resources from the federation account to the three levels
(federal, state and local governments) of government in Nigeria (ATSWA, 2009). It is also described as a
distributable pool account whereby funds are allotted to the federal government, state governments and the local
government councils by the Federation Account Allocation Committee on a monthly basis, based on the prevailing
revenue sharing formula in the country (Ani & Obara, 2002). However, realization of economic growth in all parts
and facets of the Nigerian economy has been the focus and the underlying reasons behind revenue apportionment in
Nigeria.

It is believed that economic growth is a major determinant and pointer of an economy that is robust in all ramifications.
A strong economy is characterized by progress in the national income, availability of jobs and enhancement of
people’s wellbeing (Prateek, 2017). The growth of the ratio of GDP to population (GDP Per Capita), which is also
called Per Capita Income is the most important aspect of economic growth (Sciencedaily, 2018). As the country’s GDP
is increasing, it becomes productive and leads to more people being employed. This increases the wealth of the country
and its population.
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According to Prateek (2017), the six factors that drive economic growth in a country include: discovery of natural
resources, infrastructure, availability of workers, and investment in human capital, technological advancement and
laws to regulate economic activities. In the same manner, poor health and low levels of education, inadequate
infrastructures, capital flight, political instability, lack of proper institutional framework are major constraints to
economic growth (Prateek. 2017). In Nigeria, economic growth and development are the underlying reasons for
revenue allocation to the three tiers of government from an account called federation account.

The federation account was established by law so that revenue allotment to the three organs of government in
Nigeria will be done in accordance with the legal framework in the country following the constitutionally acceptable
ratios. The Federation Account Allocation Committee (FAAC) carries out the responsibility of fund allocation in the
country. The committee comprises the Chairman which is the Minister for Finance, Accountant General of the
Federation, Commissioners of Finance of the 36 states of the federation and representatives of other institutions such
as the Central Bank of Nigeria, Nigerian National Petroleum Corporation (NNPC), Federal Inland Revenue Service
(FIRS), Customs, National Pension Commission, Debt Management Office (DMO), and they usually meet on a
monthly basis to deliberate on the allocation of funds.

The Revenue Mobilization and Fiscal Commission (RMAFC) is another commission established by Decree No. 49
of 1989 to ensure equitability and fairness in the fund apportionment to the three tiers of government in the country.
The Revenue Mobilization Allocation and Fiscal Commission (RMAFC) established in 1989 have the constitutional
backing and obligation to guarantee transparency, correctness and unbiased sharing of revenue in Nigeria.

Revenues that flow into the federation account can be classified into oil and non-oil revenue. Under the oil revenue,
we have: Oil pipeline license fees; Royalty on extraction of oil; Rent of oil well and grounds; Sale of petroleum and
gas; Penalty for gas flaring. The non-oil revenue includes: personal income tax; companies income tax; capital gains
tax; withholding tax and all for forms of indirect taxes (ATSWA, 2009). From the oil revenue, derivation allowance
is given to the Niger Delta States as a way of compensating them for the environmental degradation and pollution
suffered as a result of oil exploration in their area (Omodero, Ekwe & lhendinihu, 2018). This derivation allowance
also applies to all States with solid minerals that generate income to the Federal Government (Adangor, 2015).

The problem of the study is the misuse of resources in Nigeria which has made economic development to be on a
slow pace. For the period of 36 years which the research examined, revenue allocations to the federal, state and local
governments have been (N72,120.01, N20,270.72, N10,357.03 respectively) all in Billions, while the derivation
allowance stood at N12,415.84 Billion (CBN Statistical Bulletin, 2016). The major aim of the huge revenue
allocation is to boost sustainable economic development across the 36 states of the federation including the Federal
Capital Territory (FCT) Abuja and the 774 local governments in the country, but the goal is defeated due to
corruption and mismanagement of funds.

1.1 Objectives of the Study

The general objective of this study is to determine the impact of the Federation Account allocated Funds on Nigeria’s
economic growth.

The study also seeks to pursue the following specific objectives:
1. To establish the impact of Federation Account Allocated Fund to the Federal Government (FAFG) on RGDP.
2. To assess the implication of Federation Account Allocated Fund to the State Governments (FASG) on RGDP.

3. To determine the impact of the Federation Account Allocated Fund to the Local Governments (FALG) on
RGDP.

1.2 Research Hypotheses
To pursue the above study objectives, the following null hypotheses have been formulated:

Ho,: Federation Account Allocated Fund to the Federal Government does not have significant Impact on RGDP in
Nigeria.

Ho,: Federation Account Allocated Fund to the State Governments does not significantly Influence RGDP in
Nigeria.

Hos: Federation Account Allocated Fund to the Local Governments does not significantly affect RGDP in Nigeria.
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2. Theoretical Review
2.1 Endogenous Growth Theory

This research focuses on revenue allocation and its impact on economic growth, thus the study anchors on
Endogenous growth theory. Endogenous growth theory is the new growth theory initiated in the early 1980s (Akanbi
& Du Toit, 2011). The theory states that economic growth depends on investment in human capital, innovation and
knowledge management (Romer, 1994). The classical, neoclassical and the Keynesian economists were the first to
develop economic growth theory. For instance, Solow’s model which revealed how the long run rate of growth is
exogenously influenced by the rate of technical progress (Solow, 1956). On the other hand, Harrod (1939) and
Domar (1946, 1957) established the Harrod-Domar model which holds that long run rate is exogenously determined
by the savings rate in an economy. All these have one limitation or the other because the savings rate and the rate of
technical progress could not be expounded. Endogenous growth theory tries to go beyond these limitations to
establish that long run economic growth primarily depends on policy measures within an economy.

The policy measures mentioned here include revenue allocations which positively impact on the long-run economic
growth that reflects as increase in real GDP (Dagwom, 2013). The implication is that policies that embrace openness,
competition, change and innovation will promote economic growth (Fadare, 2010). The theory also focuses on
positive externalities and spillover effects of a knowledge based economy which leads to economic development.
Policy effects emanating from this model are connected to the potential for externalities spillovers coming from the
wealth of knowledge and perhaps labor force skills. Economies, which have abundance in those factors, can grow
faster than the ones limited by their unavailability. By examining policy, the most essential ways to foster growth is
to enhance the educational levels of the labor force. Thus, based on this model, education, as a positive spillover, is
crucial to growth. Since many developing countries have constraints regarding education and related issues, it is key
for governments in those countries trying to prioritize improvements on education and provide subsidies for research
and development (Augusto, Raimundo, & Fontenele, 2012).

Government spending on education (research and development), infrastructures, power and capacity building - which
are the product of revenue allocation - is very essential for economic development. It helps to access a common pool
of knowledge emanating from global technological spillovers. Technology is a non-rival idea and contagious. Its use
by one country does not prevent other countries from benefiting from it. This is why endogenous growth theory
stresses on policy measures within an economy as a criterion for economic growth.

Fiscal policy sees government spending on public goods and services as a tool for economic development, but if
reverse is the case, that is government spending on things that have negative externalities, then the economic growth
will be hampered (William & Serigo, 1993). An endogenous growth models provide mechanisms through which
changes in economic policies and accumulation of human and private physical capital stocks can generate sustained
economic growth, even in the absence of exogenous technological change and population growth. The study
conducted on Cameroon shows evidence that economic growth is influenced by economic policies. In that study,
increases in the budget deficit are found to adversely impact on economic growth (Dhaneshwar, 1997). Scholars that
applied this theory in their various studies posit that policy measure such as revenue allocation positively influences
economic growth which is reflected in increase in real GDP in the long run (Akanbi & Du Toit, 2011; Dagwom,
2013).

2.2 Empirical Review

Omodero et al. (2018) considered the impact of derivation allowance given to the Niger Delta States on economic
development of Nigeria using data that spanned from 1981-2016 and applying ordinary least squares technique for
analysis. The study took into account the clamoring of the people in the Niger Delta States for lack of development
and the deplorable condition of public facilities in the region. However, the study found evidence that the derivation
allowance the states had collected within the period covered by the study impacted positively and significantly on the
real gross domestic product (RGDP). In other words, if the derivation fund is well managed, it is capable of effecting
development and growth in the Niger Delta States and in the country at large.

Ohiomu and Oluyemi (2017) employed Co-integration and Error Correction Model to examine the impact of fiscal
federalism on economic growth in Nigeria, using annual time series data which spanned from 1984-2015. The study
used RGDP as the response variable while the funds allotted to the three organs of government were the explanatory
variables. The result of the study revealed that revenue allocation to state government increases economic growth by
0.26% which shows a positive effect on economic growth. In other words revenue allocation to state governments
contributed to economic growth in Nigeria. Revenue allocation to federal government showed a minute increase of
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0.001% to the economic growth despite the lion share given to it for national projects and general economic
development. The result on the allocation to the local government revealed a negative effect of -0.03%. The study
suggested an appraisal of the existing income sharing method which should be centered on the spending functions
allocated to every organ of the government in the country.

Ojide and Ogbodo (2015) carried out a study on the federation account allocation in Nigeria and its implication for
economic growth from 1970 to 2009. Distributed lag model was used to analyze the relationship between allocations
(federal and state governments) and economic growth. The regression result showed that the federal government
allocation share and the state governments’ internally generated revenue (0.55% and 0.17% respectively) have
positive and significant association with economic growth, while the state governments’ allocation share has a
negative and significant relationship with growth (-0.64%).

Dagwom (2013) extended the study from 1993 to 2012 and found that revenue allocation to the federal government
has a 0.06% impact on economic growth while the revenue allocation to the local governments increases economic
growth by 0.34% which is far higher than that of the federal government. The result of the revenue allocation to the
state government showed negative effect of -0.13% on economic growth.

Gemmell, Kneller and Sanz (2013) examined the effect of expenditure and revenue fiscal decentralization indicators
on economic growth of 23 Organization for Economic Co-operation and Development (OECD) Countries using a
panel data from 1972 to 2005. The study employed Pooled Mean Group (PMG) estimating equation which allows for
varied short-run effects across countries but uniform long-run effects. The result of the study revealed that spending
decentralization has lower economic growth while the revenue decentralization resulted in a higher growth.

Faridi (2011) used Ordinary Least squares to investigate the impact of fiscal decentralization on economic growth in
Pakistan from 1972-2009 and found that both revenue and expenditures fiscal decentralization had positive
correlation with economic growth in Pakistan.

Usman (2011) studies the impact of revenue allocation formula on economic growth in Nigeria from 1960-2010
using ordinary least squares technique and found that local and federal governments share of allocation contributed
significantly to economic growth while the state government did not meet the economic expectation but exerted
negative impact on growth.

2.3 Research Gap

This current study addressed the impact of effective utilization of federation account allocated funds to the three tiers
of government with emphasis on enhancing economic growth in Nigeria. Some of the previous studies examined in
this study stopped at 2015. For instance, Usman (2011) covered a period from 1960-2010, Dagwom (2013) spanned
from 1993-2012, Ojide & Ogbodo covered from 1970-2009 while Ohiomu & Oluyemi (2017) extended it from
1984-2015 and did not focus on revenue utilization for economic growth enhancement. Omodero et al. (2018)
covered the same period but focused on derivation fund enjoyed by the Niger Delta States of Nigeria. This study has
improved the growth of empirical literatures in this area of research from 1981 to 2016 which will be useful for
researchers and policy makers in the future.

3. Methodology

The study made use of ex-post facto and descriptive research designs. Ex-post facto implies after event, thus, the
reason for its adoption is the historical nature of the research data which were all in existence as at the time of this
study. The descriptive research design allows numerical collection the data and to statistically evaluate them to arrive
at the results which could serve as an empirical evidence in this field of study. All data on real gross domestic
product, revenue allocation to the federal, state and local governments were gathered from CBN Statistical Bulletin,
2016 edition. The study made use of Augmented Dickey Fuller Unit root testing to establish stationarity of data to
avoid spurious regression result. Gordon (1996) submits that economic time series data are usually non-stationary
and can only become stationary at the first difference level or even at a higher level which may sometimes involve
the use of log. The significance of unit root test is to circumvent misleading estimation result. Ordinary Least
Squares (OLS) method was used to perform the multi-regression analysis with the aid of e-views version 9. The
choice of OLS was based on the fact that its computation is relatively simple and it possesses some optimal
properties. OLS is a regression technique that has been successfully applied and found very appropriate in similar
researches like (Okafor, 2012; Syed, Yasir & Farhan, 2012; lhenyen & Mieseigha, 2014; Ojong, Ogar & Arikpo,
2016; Arowoshegbe, Uniamikogho & Aigienohuwa, 2017) among others. This is due to its unique features such as
linearity, efficiency, sufficiency, least variances, unbiasedness and least mean errors (Arowoshegbe et al., 2017).
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Koutsoyiannis (1977) model states that economic theory does not indicate the functional form of any relationship.
This connotes that a functional relationship may be linear, cubic or even in a quadratic form (Arowoshegbe et al.,
2017). For the purpose of this study, the model below was adopted with modifications from Dagwom (2013); Ojide
& Ogbodo (2015); Ohiomu & Oluyemi (2017) and Usman (2011).

RGDP= f (FAFG, FASG, FALG)
It is expressed in its explicit form as follows:

Y=o« +£1X1 + B2X2 + f3X3 + i
Where:
Y= RGDP (Real Gross Domestic Product)
X= Determinant of economic development
X1=FAFG (Federal Government Share of fund from the Federation Account)
X2=FASG (State Government Share of fund from the Federation Account))
X3=FALG (Local Government Share of fund from the Federation Account))
B1 — 3= Regression coefficients
= Error term.

The A prior expectation is that the fund allocation used by the three tiers of government should be greater than zero
implying positive contribution to economic growth in Nigeria.

4. Data Analysis and Interpretation

Table 1. Descriptive statistics for FAA and RGDP

RGDP LOGFAFG FASG FALG

Mean 31757.15 5.925880 563.0756 287.6953
Median 22391.14 5.953927 84.86500 37.23500
Maximum 69023.93 8.928023 2122.920 1125.080
Minimum 13779.26 2.282382 2.720000 0.000000
Std.Dev. 18151.71 2.390014 707.0765 372.0361
Skewness 0.874864 -0.219547 0.956978 0.968926
Kurtosis 2.318378 1.525501 2.503586 2.523030
Jarque-Bera 5.289230 3.550428 5.864482 5.974160
Probability 0.071033 0.169447 0.053278 0.050435
Sum 1143257. 213.3317 20270.72 10357.03
SumSq.Dev. 1.15E+10 199.9258 17498500 4844380.
Observations 36 36 36 36

Source: Researcher’s calculation, 2018 using e-views, version 9.

Table 1 displays the mean values of the variables as well as the standard deviation, skewness and kurtosis. For the
purpose of this study, the mean represents the average of the data used in the distribution while the standard
deviation is the measure of dispersion of a set of data from its mean. Standard deviation helps to assess how far the
values are spread above and below the mean. From Table 1 above, all data for the predictor variables are spread
above the mean with exception of the FAFG which has a spread lower than the mean. The response variable (RGDP)
has a lower spread which means that FAFG and RGDP are crowded around the mean.

Skewness is used to study the degree and trend of departure from equilibrium. In a symmetrical distribution, the
value of mean, median and mode are exactly equal. While in an asymmetrical distribution, the values of mean,
median and mode are not equal. When the value of mean, median and mode are equal, there is no skewness. If
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skewness is 0, it implies that the data are perfectly symmetrical, which is impossible for real-world data. The general
rule is that, if the result of the computation is greater than zero, but not above 0.5, the distribution is positively and
approximately skewed. If it is between 0.5 and 1, the distribution is moderately and positively skewed, but if it is
greater than 1, the distribution is highly and positively skewed. If it is equal to zero, it is symmetric. When the result
is less than zero, it is negatively skewed.

The Skewness on Table 1 above indicates that RGDP, FASG and FALG distribution are positively and moderately
skewed while FAFG is negatively skewed. The implication is that there could be frequent small negative outcomes
but that extremely bad scenarios are not likely to occur but not with FAFG.

In the same vain, Kurtosis is the expected value of the standardized data raised to the fourth power. Kurtosis of a
normal distribution is usually 3. If it is less than 3, it is said to be platykurtic which implies that the distribution
produces fewer and less extreme values than normal distribution. Then, when it is greater than 3, it is said to be
leptokurtic, which means it produces more values than the normal distribution. The implication is that high kurtosis
shows that there could be extreme returns (either positive or negative), that is in case of investors. From Table 1
above, all the variables produced less extreme values than normal distribution.

Table 2. Regression result of FAA and RGDP
Dependent Variable: RGDP
Method: Least Squares
Date: 11/13/18  Time: 03:06
Sample: 1981 2016
Included observations: 36

Variable Coefficient Std. Error t-Statistic Prob.
LOGFAFG 2168.108 562.9302 3.851469 0.0005
FASG -35.46813 10.40605 -3.408413 0.0018
FALG 102.1069 19.33774 5.280188 0.0000

C 9504.753 2599.628 3.656197 0.0009
R-squared 0.948506 Mean dependent var 31757.15
Adjusted R-squared 0.943678 S.D. dependent var 18151.71
S.E. of regression 4307.809 Akaike info criterion 19.67869
Sum squared resid 5.94E+08 Schwarz criterion 19.85463
Log likelihood -350.2163 Hannan-Quinn criter. 19.74010
F-statistic 196.4758 Durbin-Watson stat 0.765465
Prob(F-statistic) 0.000000

Source: Researcher’s calculation, 2018 using e-views, version 9.

From Table 2 above, R is 97.39% (Square root of R?) which signifies that the RGDP and the independent variables
(FAFG, FASG and FALG) are highly correlated. There is a strong and positive relationship between RGDP and the
Federation Account Allocated Funds (FAAF) utilized by the three tiers of government. The R?which denotes the
coefficient of correlation measures the extent to which independent variables used in this study determine the level of
variation in the dependent variable. From Table 2 above, R?is 94.85% which is the level of variability the FAFG,
FASG and FALG can explain in RGDP. That means, 5.15% can be explained by other factors not accounted for in
the model. According to Field (2009) when Durbin-Watson is at one (1), there is no cause for worry. The
Durbin-Watson is approximately 1, which means, it is within the limit that does not give cause for concern (Field,
2009). From Table 2 above, F-statistics is 196.4758 with the p-value of 0.0000 which is less than 5% level of
significance. The result also depicts that the model is statistically significant and appropriate for the study.

Published by Sciedu Press 177 ISSN 1923-4023 E-ISSN 1923-4031



http://ijfr.sciedupress.com International Journal of Financial Research \ol. 10, No. 4; 2019

4.1 Test of Hypothesis (Ho;-Ha)

Acceptance and rejection of null hypothesis in this study is based on T-Statistics because the research employed
multi-regression as the analytical tool. However, Ho, - Hos; formulated earlier state that Federation Account
Allocated Funds (FAFG, FASG and FALG) do not have significant impact on RGDP. The T-statistics of the
individual variables on Table 2 depicts that FAFG and FALG have significant positive impact on RGDP while
FASG has significant negative impact on RGDP. The regression results (both positive and negative) are significant.
Therefore, Hol and Ho3 are hereby rejected, while the alternative which states otherwise accepted. On the contrast,
Ho2 is accepted and the alternative rejected.

The result of this study is in agreement with the findings of other scholars like (Usman, 2011; Dagwom, 2013; Ojide
& Ogbodo, 2015) who found that revenue allocation to the Federal and Local Governments impact positively and
significantly on the economy. Their various studies also established that revenue allocation to the State Government
has significant negative impact on the economy. This could be likened to too much expenditure responsibilities on
the part of the state and perhaps mismanagement of resources. However, the finding of this present study is in
conflict with the study of Ohiomu and Oluyemi (2017). Their study revealed that revenue allocation to the State
Government is contributing 26% increase on RGDP while that of the Federal Government is 0.001% while the local
government is -0.03%.

5. Conclusion and Recommendation

The findings of this study has provided empirical evidence that utilization of federation account allocated fund by the
state governments does not have significant positive impact on economic growth in the country. This is attributed to
too much unnecessary spending obligations and misuse of funds at the state level. In addition, the present federally
collected revenue sharing formula in Nigeria is not compatible with the prevailing economic situation in the country.
Therefore, the study suggests, among others, that revenue sharing formula in the country should be based more on
impact of expenditure incurred on executed projects (long term and short term) by each tier of government than on
any other parameter to achieve fairness and efficiency in public service delivery at all levels of governance.
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