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Abstract

There have been divergent views on the impact of earning from natural resources on the economic growth of nations, and how governance impact on the allocation, utilization and dependence on  revenue from such resources especially in plural societies. This study set out to determine the impact of oil revenue on Nigeria’s economy taking into account the federal structure of the Nigerian state.  We anchored our analysis on the rentier state theory and adopted the ex post facto research design for the study. Secondary data were collected for the period 1981 to 2015 with respect to Nigeria’s oil revenue, gross domestic product (GDP), capital expenditure and external reserve. The study utilized mixed-methods approach of data analysis to subject quantitative data to econometric analysis based on ordinary least square (OLS), while content analysis was adopted to analyze the link between the lopesided federal system and rentier character of the Nigerian state. We found amongst other things that oil revenue has significant positive relationship with GDP and capital expenditure indicating the presence of ‘Dutch Disease’. We found that the imbalance in Nigeria’s federal structure undermines efficient revenue mobilization and allocation, and reinforces rentierism. On the basis of our findings, we conclude that the dependence of the economy on oil revenue would have adverse effect on the economy if there is any drop in oil revenue. We recommended inter alia that Nigerian government should restructure the federal system by granting more political and economic autonomy to the federating units (i.e. the states). More so, the country should embrace diversification of the economy in view of dwindling oil revenue. 
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v1.0 Introduction and Problem Statement

Oil is an essential fungible resource which constitutes approximately one-third of global energy consumption and therefore remains one of the most strategic resources in global economy and international politics (BP, 2012). Oil was discovered in Nigeria in 1956 by Shell BP at Oloibiri in the Niger delta but actual production started in 1958. Since then, oil has become a major source of revenue for Nigeria and has displaced agriculture which  hitherto served as the mainstay of Nigerian economy. For instance, between 1958-1969, agriculture contributed 52 percent of Nigeria’s Gross Domestic Product (GDP) of Nigeria with oil contributing just 0.007 percent, today oil contributes over 90% of the country’s total export earning, and about 80% of total government revenue (Jibrin, Blessing and Ifurueze, 2012; Okoli, 2015).
Paradoxically, the huge revenue from oil presented net wealth, provided opportunity for increased expenditure and investment, but complicated macro-economic management and made the economy oil dependent (Donwa, Mgbame and Ekpulu, 2015). There is no consensus among scholars on the impact of oil on the economy. Some studies contend that oil revenue impacts positively on the economy (Usuman, Madu and Abdullahi 2015; Jibrin et al 2012; Aregbeyeni and Kolawole, 2015; and Ijirshar, 2015).  Yet, other studies focus on the negative impact of oil on Nigeria’s overall development by analyzing the enclave nature of the oil industry, the attendant environmental degradation resulting from oil exploration, marginalization of the oil bearing communities and the concomitant violent conflict in the region (Ibeanu, 2005; 2008). Okoli (2015) argued persuasively that the abundant oil resources has neither been utilized to transform the economy nor generate gainful employment for the country’s teeming population, rather the oil wealth has instilled a rent-seeking character that engenders contradictions and lack of organic unity within the productive forces of the country. This view is shared by Bakare and Fawehinmi (2011), who discovered significant negative relationship between oil revenue and standard of living, thereby confirming the presence of ‘Dutch Disease’ in Nigeria.

Meanwhile, despite the fact that Nigeria is the largest and oldest federal system in Africa (Kendhammer, 2014), the country is still plagued by challenges resulting from the structure and practice federalism. Extant literature tends to focus on the conflict resulting from the structure of Nigeria’s federalism and the conflict resulting from the perceived imbalance in the federal structure. For instance, most studies see the structure of Nigeria’s federalism as a monolith and attempt to analyze it from such perspective without giving insight into fiscal and political imbalance in the system. Essentially, analysis on the linkage between this structural imbalance, rentierism and economic growth has remained scarce. 
This study contributes by disaggregating the structure of Nigeria’s federalism with a view to exposing how various dimension of the structural imbalance engenders rentierism. The study also interrogated the link between rentierism and economic growth.  Hence, the following research questions were provoked to guide the study:

1. Is there a significant positive relationship between oil revenue and Nigeria’s economic growth?
2. Does the imbalance in the structure of Nigeria’s federalism reinforce the rentier character of Nigerian state?

2.0 Review of Related Literature

Literature review is approached thus: Conceptual framework, Theoretical framework and Empirical review.

2.1 Conceptual Framework 

2.1.1 Oil Revenue

Revenues are incomes received by in individuals, corporate organizations or government for sale of goods or services rendered. Oil revenues are income arising from oil explorations, productions and sales. Ijirshar (2015) defined oil revenue as the total amount of income derived from the sale of crude oil in an economy. Usuman et al (2015) states that Nigeria produces over 2 million barrels  of crude oil per day in joint venture with some international oil companies notable among whom were Shell, Mobil and Chevron. Nigeria sells a predetermined proportion while the joint venture partners sells the rest and pays appropriate tax to Federal Inland Revenue Service. The above statistics makes Nigeria the largest oil producing nation in Africa and the tenth largest in the world but the country imports over 85 percent of its refined petroleum products due to low capacity utilization and frequent brake down of her refineries (Aregbeyeni and Kolawole, 2015).
It is worthy of note that five categories of revenue are collected from crude oil sale in Nigeria, namely: Direct sales by Nigerian National Petroleum Corporation (NNPC), Petroleum Profit Tax by oil companies, Royalties, Penalty for gas Flaring and Rentals (National Bureau of Statistics, 2011in Usuman et al, 2015).  However, Ogbonna (2009) were of the opinion that petroleum profit tax administration in Nigeria paid attention on revenue generation thereby adversely affecting the stimulation of economic growth and development. This is substantiated by taking a close look at the objectives of petroleum profit tax as stated by Nwete (2004) which provides thus: Tax in petroleum industry is a way of achieving government’s objectives of exercising right and control over the public assets; through high tax, number of participants are reduced, thus reducing quick depletion of the resources, a such conserve it for future generations. Secondly, the high profit profile of successful investment in oil industry makes a nice source of raising revenue to meet its socio-political and economic obligations to the citizenry. Thirdly, to redistribute wealth between the wealthy and industrialized nation with requisite resources, technology and expertise represented by the multinational oil companies and poor and emerging nations from which oil was extracted. Finally, the high potential for environmental pollution and degradation stemming from industrial activities makes a target for environmental taxation, a way of regulating their activities and promoting government quest for cleaner and healthy environment. To achieve cleaner production, tax on oil company pollution and environmental offences are provided for in petroleum profit act of 1959.
Nigeria has not been able to give accurate account of the oil revenue. The oil wealth has been mismanaged or corruptly diverted by privileged few. There exist wild spread poverty among the citizenry, high infant morbidity and mortality rate, malnutrition and poor infrastructure like roads, inadequate and poorly equipped schools and glorified hospitals with unmotivated staff, no equipment and drugs and so on. Emmanuel (2004) discovered inconsistency in the amount released by reputable government agent when he traced crude oil sales between January, 2001 and March, 2004. While Central Bank of Nigeria (CBN) reported 22.3 billion dollars, NNPC reported 21.9 billion dollars and Office of the Accountant General of the Federation reported 20.5 billion dollars. Also, in 2015, the then minister of petroleum was alleged to have embezzled a whooping sum of 11.2 billion pounds. These portray poor accounting and/or corruption.
  2.1.2 Oil Revenue and Nigeria’s Economic Growth 

Oil revenue exerts various impacts on Nigerian economy. Pricewaterhousecoopers (2013) classified economic impact of oil and gas into three; namely: direct impact, indirect impact and Induced impact. Direct impact is measured as the jobs; labour income and value added within the oil and natural gas industry while the indirect impact is measured as the jobs, labour income and value added occurring throughout the supply chain of the oil and natural gas industry. The induced impact arises from the jobs, labour income and value added resulting directly or indirectly from the oil and natural gas industry’s spending. This implies that oil operations contributes to the nations growth from within the industry like employment generation, revenue generation and ripple effect of the application of the revenue to other development projects like building of industries, roads, hospitals, power, education, agriculture and so on.
Oil revenue is used in by Nigeria in building up its foreign reserves. This no doubt helps in the stabilization of the exchange rate, as high fluctuation in exchange rate could be reduced using a nation’s reserve. It also contributes directly to the GDP and indirectly to the GDP. Direct contribution is ascertained by the amount of the GDP attributable to oil revenue (five categories of revenue from oil), while indirect contribution is through the investment of the oil revenue in other sectors of the economy which ultimately makes its own contribution to the nations GDP. According to African Economic Outlook (2012) oil revenue constitutes about 14 percent of Nigeria’s GDP and about 90 percent of its income.

2.1.3 Nigeria’s Federalism

The practice of federalism in Nigeria has drawn attention of writers, Ewetan, (2012) focused on the fiscal structure of Nigeria’s federalism and noted that the long years of military rule and the centralized nature of governance induced by successive military regimes created the current fiscal hegemony enjoyed by the federal government over the federating units. According to the writer, various revenue allocation formulas initiated over the years have only increased the fiscal hegemony of the federal government to the detriment of other tiers of government. The study looked at the fiscal imbalances and intergovernmental relations as it affects the federal and state governments relations, no attempt was made to analyze how the geographical structure of the federation favours some states to the detriment of the others.
Similarly, Majekodunmi (2015), the pre-military federal structure differed significantly from the post military federal structure. The military structure had a three (and later four) regions which were so strong politically and economically while the center tended to be weak and unable to impose its will on the regions. Military intervention in politics led to balkanization of the country thereby making the center strong while the federating units became weaker. This abandonment of true federalism has incubated ethnic tension among the diverse ethnic groups in the country.
In another development, Nwachukwu (2004), opined that the problem of Nigeria’s federalism border on fiscal federalism. He noted that revenue mobilization and allocation among the federating units have been characterized by inequality. He argued persuasively that while the federal government mobilizes more revenue from a particular geopolitical region (the South), it allocates more of such revenue to another geopolitical region (the North). This imbalance has led to the emergence of ethnic nationalism where some groups try to unite based on their ethnic nationalities in order to demand for equitable allocation of resources or even agitate for resource control. Corroborating this view, Uchendu (2004) averred that since fiscal federalism is more of politics than economics, ethnic nationalism has become a veritable weapon through which various ethnic groups try to influence revenue allocation to their advantage.
In his analysis, Dele (2015) agreed that Nigeria’s fiscal federalism has been dynamic but the major challenge remains over centralization of powers at the central government which continues to get lion share of the nation’s revenue to the detriment of the federating units. The centralized federal structure coalesces with corruption at the centre to undermine the effective utilization of oil rents thereby undermining Nigeria’s development. Further, Olofin, Olubusoye, Bello, Salisu and Olalekan (2012) contended that Fiscal federalism has not contributed to the socio-economic development of the country as the real economic growth and per capita income of the country has been on the decline despite the proliferation of administrative units. Based on the cluster analysis employed, the study compared revenue allocation among geo-political zones, states and local governments and found that the South East geopolitical zone was the least beneficiary of statutory allocation, the North West zone benefited more than other zones in the case of VAT while the oil producing states received the largest net statutory allocation because of the principle of derivation.

2.2 Empirical Review

Aregbeyeni and Kolawole (2015) investigated whether oil revenue impacted on government revenue as well as on economic growth in Nigeria over the period from 1980-2012. Econometric techniques of Ordinary Least Square (OLS), Cointegration, Vector Error Correction Model (VECM) and Granger Causality were used for data analysis. The result showed that oil revenue caused both total government spending and growth, with no causality between government spending and growth. Onaolapo,  Fasina and Adegbite (2013) empirically examined the effect of petroleum profit tax (PPT) on Nigerian economy for the period 1970-2010. Multiple regression analysis was adopted for data analysis, which revealed that PPT has been beneficial to the economy. Similar result was obtained by Jibrin et al (2012) using time series data of 2000-2010 and data analysis using OLS. 
Furthermore, Usuman et al, (2015) studied the impact of petroleum on Nigerian Economy from 2000-2009 using simple linear regression model. Finding was that petroleum has significant positive impact on Nigerian economy. This is in agreement with the finding of Odularu (2007).

Bakare and Fawehinmi (2011) delved into the econometric analysis of the extent to which oil revenues affected standard of living in Nigeria for the period, 1975-2008. Multiple regression analysis was adopted for data analysis which was tested for stationarity using Phillips-Perron (PP) tests. Also Johansen test of cointegration and error correction model analyses. Test result showed a significant negative relationship between oil revenue and standard of living in Nigeria. Ijirshar (2015) examined the impact of oil revenue on industrial growth in Nigeria. The result revealed a long-run positive influence of oil revenue growth on industrial growth in Nigeria.
The foregoing review reveals that extant literature tends to be synchronic in analysis of Nigeria’s federal structure. Hence, such studies see the structure of Nigeria’s federalism as a monolith and attempt to analyze it from such perspective without giving insight into fiscal and political structural imbalance. Again, analysis on the linkage between this structural imbalance, rentierism and economic growth has remained scarce.  

2.3 Theoretical Framework

We anchored our analysis on the rentier state theory which provides political economy explication for resource curse. Some major proponents of the theory include: Mandavy (1970; Beblawi and Luciani (1987); Herb (2003) to mention a few.  A rentier state, as articulated by Beblawi and Luciani (1987) is used to classify those states that earned all or substantial portion of their revenues from rent paid by external clients and which creates, in the same process, a rentier mentality and a rentier class in these states. Accordingly, Beblawi (1990:87) aptly captures the rentier mentality as:

A psychological condition with profound consequences for productivity where contracts are given as an expression of gratitude rather than as a reflection of economic rationale, civil servants see their principal duty as being available in their offices during work hours, businessmen abandon industry…the best and brightest abandon business and seek out lucrative government employment; manual labour and other work considered demeaning by the rentier is farmed out to foreign workers whose remittance flood out of the rentier economy.

Other characteristics associated with the reniter states as identified by Beblawi (1990) include that the government is the largest and ultimate employer of labour, the bureaucracy is frequently bloated, ineffective and inefficient because jobs are given mainly for patronage purposes and political reasons. Mandavy (1970) characterizes the rentier states as “those countries that receive on a regular basis substantial amounts of external rent. External rents are in turn defined as rentals paid by foreign individuals, concerns or government to individuals, concerns or governments of a given country”. Based on his study of Middle Eastern oil rich states, Mahdavy identifies the importance of economic situations where “oil revenues received by the governments of the oil exporting countries have little to do with the production processes of their domestic economies” and, “the inputs from the local economies other than the raw materials are insignificant”.
The rentier state framework assumes that the natural resource abundance tends to generate growth restricting state intervention policies and extraordinary large degrees of rent seeking with informally negative development outcomes. Di John (2010) highlights the implications of rentierism to include: the high level of oil rents in rentier states increases rent-seeking and corruption. Two, increases in rent-seeking and corruption in turn generate lower economic growth in that corruption lowers investment in long-gestating projects. Three, oil rents provides a sufficient fiscal base of the state thereby reducing the necessity of the state to tax citizens making governance more arbitrary, authoritarian, autocratic, paternalistic and even predatory. Four, the absence of incentives to tax internally in turn weakens the administrative reach of the state resulting in lower levels of state authority, capacity and legitimacy to intervene in the economy.
Beblawi (1990) outlined three basic characteristics of a rentier state to include: (a) rent situations must predominate (b) the rent must come from abroad or outside the country (c) the government must be principal recipient of the external rent in the economy meaning that the rents accrue to the government directly. The implications of this characterization is that rentierism often transforms rentier states into mono-product economies where (i) the little productive activities are largely confined at the level of primary production necessary for oil exploration (ii) there is predominance of public sector over private sector (iii) there is in the private sector the dominance of informal sector over formal sector. Thus, oil industries in the rentier states tend to be enclave industries that generate few backward or forward linkages (Mahdavy, 1970; Omeje, 2010).
As a corollary, rentierism thrives on large and continuous inflow of external capital earned from non-productive investments like oil and gas exploitation. Consequently, it displaces other sectors of the export economy like agriculture, manufacturing etc (Omeje, 2010). . In line with this, Okoli (2015) articulated that the infrastructural development and growth of local industries are neglected and undermined in the rentier state.

The postulations of the rentier state theory therefore gives insight into how the discovery of oil in commercial quantity and rise in revenue from the oil sector influenced the gradual transformation in the structure of Nigeria’s federalism to a lope-sided and over-centralized system. Thus, with the aid of this theory, we can explain the vertical and horizontal imbalance in Nigeria’s federal structure, the dependence on oil, the poor utilization/mismanagement of the revenue and the non-viability of most federating units. 

Hypotheses

1. Oil revenue has no significant positive impact on Nigeria’s economic growth

2. The structural imbalance in Nigeria’s federal system reinforces the rentier character of Nigerian state
3.0 Methodology

We adopted ex-post facto research design for the work and relied on secondary data obtained from documentary sources. In view of inter-disciplinary nature of the study, mixed-methods approach (Nzeadibe & Mbah, 2015), comprising of OLS estimation technique and content analysis was utilized for data analysis. Hence, data on oil revenue and indicators of economic growth collected for the period 1981 to 2015 from Central Bank of Nigeria Statistical Bulletin were subjected to OLS regression using E-Views econometrics software, while the link between the structure of Nigeria’s federalism  and her rentier character was qualitatively analysed based on content analysis.
3.1Model Specification for Hypothesis One
Model was formulated to establish the impact of oil revenue on Nigeria’s economic growth indicies, Viz: Gross domestic product, Capital expenditure and External reserve. Linear Regression equations were formed and regression analyses performed based on the following popular regression function from previous studies.

Y = a + bx

This is modified in line with the hypotheses. The models were used to determine the relationship between oil revenue and economic growth indices: Gross domestic product, capital expenditure, and external reserves.

The impact of oil revenue on Gross Domestic Product

The mathematical form relating oil revenue with Gross Domestic Product is shown below

GDPt=f(OR)…………………..(1)

To make the above equation estimable, it is transformed as equation (2) below

GDPt  = ao + b1ORt +µt………………(2)

Where, GDPt = Gross Domestic Product

ao = a constant

b1 = coefficient of the independent variable

ORt = oil revenue

µt = the disturbance term or error term
 
The impact of oil revenue on capital expenditure 

The mathematical form expressing the relationship between oil revenue and capital expenditure is shown below

CAPEXPt=f(OR)…………………..(1)

To make the above equation estimable, it is transformed as equation (2) below

CAPEXPt  = ao + b1ORt +µt………………(2)

Where, CAPEXPt = Capital Expenditure

ao = a constant

b1 = coefficient of the independent variable

ORt = oil revenue

µt = the disturbance term or error term
 
The impact of oil revenue on External Reserve 

The mathematical form relating oil revenue with external reserve is shown below

EXREVt=f(OR)…………………..(1)

To make the above equation estimable, it is transformed as equation (2) below

EXREVt  = ao + b1ORt +µt………………(2)

Where, EXREVt = External Reserve

ao = a constant

b1 = coefficient of the independent variable

ORt = oil revenue

µt = the disturbance term or error term
 
4.0 Presentation of Empirical Results
In order to estimate model for the first hypothesis, the Augmented Dickey-Fuller (ADF) unit root test was performed to check whether the variables are stationary. This is because regressing non-stationary time series on another non-stationary series may generate spurious regression (Gujarati, 2004). 

Table 4.1 Summary of the Augmented Dickey-Fuller (ADF) Unit Root Test

	VARIABLES
	ADF Test Statistic
	CRITICAL

VALUES at 5%
	PVALUE
	Order of Integration

	LOGOREV
	-5.884038
	-2.954021
	0.0000
	I(1)

	LOGGDP
	-3.245757
	-2.963972
	0.0270
	I(0)

	LOGCAPEX
	-7.634447
	-2.954021
	0.0000
	I(1)

	LOGEXREV
	-4.310919
	-2.957110
	0.0019
	I(1)


Result of the ADF unit root test as contained in table 4.1 indicated that while GDP is stationary in level form,  CAPEX and EXREV are integrated in same order with the explanatory variable Oil Revenue, therefore suspect co-integration or long-term relationship between  CAPEX, EXREV and the explanatory variable. Consequently, we test the variables for co-integration in line with Johansen and Juselius (1990) co-integration test.

Table 4.2:  Result of the Johansen cointegration rank test (Trace)

	Hypothesized No. of CE(s)
	Eigenvalue
	Trace Statistic
	0.05 Critical Value
	Prob.

	r = 0
	0.343047
	21.46475
	29.79707
	0.3293

	r < 1
	0.134385
	7.600036
	15.49471
	0.5091

	r < 2
	0.082396
	2.837653
	3.841466
	0.0921

	 Trace test indicates no cointegration at the 0.05 level


Table 4.2 above presents co-integration test which indicates that there is no co-integration or long term relationship among the variables. Having established that there is no co-integrating equations, we now estimate our models using OLS.
Table 4.3: OLS Result for impact of oil revenue on Gross Domestic Product

Dependent Variable = GDP
	Variables
	Co-efficient
	t-statistics
	P-Value

	Constant
	2.993563
	16.17086
	0.0000

	OILREV
	0.882900
	30.80823
	0.0000

	
	Adjusted R2 =0.96640
	F-statistic = 949.1469
	DW = 0.604419


Source: Authors’ Computation Based on EViews 8.0
Table 4.4: OLS Result for Impact of oil revenue on capital expenditure
Dependent Variable = CAPEX

	Variables
	Co-efficient
	t-statistics
	P-Value

	Constant
	0.134321
	0.685680
	0.4977

	OILREV
	0.771402
	25.43722
	0.0000

	
	Adjusted R2 =0.95000
	F-statistic = 647.0522
	DW = 1.011519


Source: Authors’ Computation Based on EViews 8.0

Table 4.5: OLS Result for Impact of oil revenue on External Reserve
Dependent Variable = EXRES

	Variables
	Co-efficient
	t-statistics
	P-Value

	Constant
	6.026343
	18.71559
	0.0000

	OILREV
	0.483572
	9.701105
	0.0000

	
	Adjusted R2 =0.73252
	F-statistic = 94.11144
	DW = 1.064068


Source: Authors’ Computation Based on EViews 8.0

Interpretation of Empirical Results

Result of our OLS as contained in table 4.3 indicates that there exist a significant positive relationship between oil revenue and gross domestic product. The Adjusted R2 indicates that 96% of variation in the GDP is accounted for by change in oil revenue. While one percent changes in oil revenue results in .88% change in the GDP. The t-statistics and f-statistics further show that the estimates are statistically significant at 0.05 level of significance. We, therefore conclude that there is significant positive relationship between oil revenue and Nigeria’s gross domestic product. 
Table 4.4 shows a positive relationship between oil revenue and capital expenditure. The coefficient of .77 implies that every percentage change in oil revenue will bring about .77 percent increases in the nation’s capital expenditure. Adjusted R2 square value of .95 shows that 95% of changes capital expenditure is explained by the changes in oil revenue. Again, the t-statistics and f-statistics indicate that the parameter estimates are statistically significant. Hence, we conclude that there is a significant positive relationship between Nigeria’s oil revenue and capital expenditure.
Table 4.5, reveals a coefficient of .48 which implies that for every percentage change in oil revenue there will be only .48 percent change in Nigeria’s external reserve. The Adjusted R2 value of .73 signifies that for all the changes that occur in external reserve, oil revenue account for 73 percent of the changes while other factors not captured in the model account for 27 percent. The t-statistics and f-statistics indicate that the parameter estimates are statistically significant at 0.05 level of significance. 
Based on the empirical results and interpretation above, we therefore reject the null hypothesis that oil revenue has no significant positive impact on Nigeria’s economic growth. The implication of this is that, Nigeria’s economic growth is largely dependent on her oil revenue. Thus, the economic growth experienced in the country over the years can be attributed to oil revenue of the country.
5.0 Findings and Discussion
5.1 Discussion of findings from Hypothesis one:  Oil Revenue and Economic Growth
The result showed that there exist a significant positive relationship between oil revenue and the national gross domestic product. The finding is in agreement with the aprior expectations and in line with findings of Usuman et al (2015), Odularu (2007), Jibrin et al 2012; Aregbeyeni and Kolawole, 2015; and Ijirshar, 2015). However, the above finding is at variance with the finding of Bakare and Fawehinmi (2011). Oil revenue also has significant positive relationship with capital expenditure and external reserve. However, only 48% of the variation in external reserve is explained by changes in oil revenue. The implication of this is that Nigeria depends so much on oil revenue for her capital expenditure and GDP of the country is tied to her oil revenue. Thus, most of the economic activities in Nigeria depend on the performance of the oil industry. However, with regards to external reserve, the result indicates that the propensity to save is very low because, while over 70% of the changes in external reserves is explained by changes in oil revenue, a percentage change in oil revenue only accounts for .48% change in external reserve. This further confirms the rentier character the existence of ‘Dutch Disease’ Nigeria since major economic activities and government expenditure depends on oil revenue and the country has low propensity to save such revenue. What this simply reveals, is Nigeria’s economy depends largely on oil and the country would experience recession whenever there is reduction in price of oil since her economic growth is strongly tied to oil revenue.
The positive relationship between oil revenue and capital expenditure confirms corruption and/or mismanagement in the system. It show that the money realized were apportioned for capital projects as captured in the annual budgets of each year and necessary documentations prepared and payment made without execution of the project. In some cases the projects left uncompleted or poor quality materials used such that the objectives cannot be achieved. It is worthy of note that the capital expenditure component of the budget is the driving force to economic growth. Corruption is pandemic disease and in Nigeria, it transverses all facet of the economy stifling growth and development. 
The positive relation between oil revenue and external reserve could be attributable to the constitutional provision of which any excess revenue outside the budget provision should be sent to reserve. Over the years Nigeria has been receiving oil revenue above her budgeted estimates. The insignificant amount of money in Nigeria’ external reserve shows gross mismanagement as it is immaterial  when compared to the amount of money realized from oil revenue over the years. The Similar skepticism of effective utilization of oil revenue was shown by Okoli (2015) who assert that abundant oil resources has neither been utilized to transform the economy nor generate gainful employment for the country’s teeming population, rather the oil wealth has instilled a rent-seeking character that engenders contradictions and lack of organic unity within the productive forces of the country
5.2 Discussion of Findings from Hypothesis Two: Nigeria’s Federal System and Rentierism
Nigeria’s federalism is traced to 1954 Lyttleton Constitution which transformed the country from a unitary state it had practiced since 1914 to a federation with three regions and a central government based in Lagos. In addition to the fact that the country is ethnically diverse, some other immediate factors that led to the choice of federalism for the country include some constitutional and political crisis like the 1953 motion for ‘self government now’ by Tony Enahoro and the subsequent resignation of Action Group (AG) ministers; the 1953 Kano Riot; the 1953 Eastern regional crisis resulting from NCNC intra party crisis which eventually led to the dissolution of the Eastern House of Assembly; the choice of confederation by the NPC as contained in their Eight-Point Programme; the collapse of 1951 Macpherson Constitution to mention a few.

Meanwhile, since 1954, Nigeria’s federalism has been dynamic both in terms of the political and fiscal structures. However, the dynamism only entrenches vertical and horizontal imbalance in the federal structure.

· Political structure

From 1954 till independence, the country practiced a federal system with two federal territories – Lagos FCT and Southern Cameroons. It also had three regions – Northern, Western and Eastern regions. While the FCTs were administered by the federal government, the regions were administered by the regional governments. These regions were structurally unequal mainly because the Northern region was larger than the other two regions put together. 
With independence in 1960, the political structure changed in 1963 to a four-regional federal structure with the creation of Mid-Western Region. Again, with the pulling out of Southern Cameroon after Nigeria’s independence, there was only one federal territory i.e. Lagos. The creation of the Mid-Western region further deepened the structural imbalance as the North remained bigger than the other regions put together.
The abortion of the first Republic by the military in 1966 eventually led to emergence of a 12-state structure with the Northern region balkanized into 6 states, the Eastern region into 3 states, the Western region into 2 and the Mid-Western region remained. The implication is that the number of states in the Northern region alone was equal to the number of states in the three other regions (i.e. West, Mid-Western and Eastern region) put together. Successive military regimes continued to weaken the federating units by creating more and more states without much consideration to the viability of these states. This balkanization of the regions into states vitiated the powers of the regions relative to the government at the center. Before the end of military rule in 1999, the country was brought to a 36-state structure and Abuja as the federal capital territory. Meanwhile, the federal imbalance worsened especially viewed horizontally where the North has more states than other regions put together. By implication, the North has more representation at the center – the National Assembly, Ministries, Departments and Agencies. To illustrate, the 19 Northern states including the FCT produce 58 (53%) out of the 109 Senators in the National Assembly while the South Produce 51. Similarly, in the Federal House of Representatives, the North also has 191 (53%) of the 360 members.  Vertically, the autonomy and economic viability of the states vitiated as the military reduced the powers and functions of the states. Therefore, the horizontal and vertical imbalance in the federal structure appears to favour the North since it has more representation at the center which exercises political hegemony over the balkanized federating units.

· Fiscal structure
The imbalance in Nigeria’s federal system is also reflected in the fiscal structure. To illustrate, the Distributable Pool Account (30% of federally collected revenue) was established in 1958 and sharing was based on principles of derivation and need. In line with the existing political structure, the North received 40%, West got 31%, East 24% and Southern Cameroon 5%. Following independence, the Distributable Pools Account (DPA) was increased to 35% and disbursed based on the following percentages – Northern region 42%, the Eastern Region 30%, the Western Region 20% and the Mid-Western Region 8%. This reflects worsening horizontal fiscal imbalance among the federating units.
Military incursion in Nigeria’s politics in from 1966 coalesced with increased revenue from oil in the Niger Delta which propelled fiscal hegemony of the federal government. Thus, under the military, both the vertical and horizontal fiscal imbalance deepened following the centralization of revenue mobilization by successive military regimes. For instance, the federal government retained control over revenues like company income tax and petroleum profit tax while the principle of derivation was almost forgotten. On the horizontal angle, following the creation of 12 states in 1967, Decree No. 15 of 1967 was promulgated to share the revenue in the DPA in an arbitrary manner: the six Northern states got 7 percent each; East Central, 17.5 percent; Lagos, 2 percent; Mid-West, 8 percent; South Eastern, 7.5 percent; Rivers, 5 percent; West, 18 percent.
Since the return to democracy in 1999, couple of events has led to increase in share of revenue going to the states as shown in table 1. However, the central government still enjoys lion share of the revenue while the North put together still get more revenue than other regions owing to the existing structural horizontal imbalance in the federal system where the north has more states and more local governments than other regions.
Table 1: Vertical Allocation of Federally Collected Revenue in Nigeria Since 1981 

	Period
	% Share going to

	
	Federal Govt.
	State Govt.
	Local Govt.
	Special Funds

	1981*
	55
	35
	10
	-

	1989
	50
	30
	15
	5

	1993
	48.5
	24
	20
	7.5

	1994
	48.5
	24
	20
	7.5

	1992-1999
	48.5
	24
	20
	7.5

	May 2002
	56
	24
	20
	-

	March 2004 till date
	**52.68
	26.72
	20.60
	-


*Revenue Act of 1981

** Sequel to Supreme Court verdict in April 2002 on the Resource Control suit, the provision of Special Funds was nullified in any given Revenue Allocation Formula. In addition, the nine oil producing states (Abia, Imo, Delta, Cross River, Rivers, Bayelsa, Akwa Ibom, Edo and Ondo) get 13% of total oil proceeds based on the applied derivation formula.

Source: Eboh E. C. (2009:36)

The general the multidimensional imbalance in Nigeria’s federal system articulated above is illustrated in the figure 1.


5.2.2 Federal Imbalance and Oil Dependence 

Apparently, there is a vicious circle of multidimensional imbalance in Nigeria’s federal system. This imbalance is strongly linked to the country’s rentier character. Thus, available evidence shows that centralization of the federal system is not a direct consequence of oil discovery as often argued by most writers. Rather, it is military incursion into politics that led to centralization of the federal structure. As the military seized power, they also introduced the centralized military structure into Nigeria’s political system to ensure adequate control of all nooks and crannies of the territory under their control. This military-induced centralized structure weakened the growth and development of the agricultural sector and eventually transformed the country to a rentier state with the growth in oil revenue. The emergent rentier character of the country now reinforces the structural imbalance in the federal system. To illustrate, though exploitation of oil started in 1958, the federal system did not become centralization at the same period. The regions (federating units) remained centers of political influence and maintained their level of political and financial autonomy in the immediate post independence era (the First Republic). There existed strong regional agricultural production systems and market structures which were sources of regional hegemony both financially and politically (Ikpe, 2014). This political importance of the regions made it possible for each of the regions to develop internal sources of revenue – while the West was booming with revenue from cocoa, the East boasted of oil palm revenue and the North had its revenue from the groundnut.
With the intervention of the military in politics in 1966, the gradual centralization of revenue mobilization and the balkanization of the regions into 12 states in 1967 coaleasced with the growth in oil revenue not only to vitiate the economic and political autonomy of the regions but also to weaken agriculture as a source of revenue for the country. Essentially, the long years of military rule led to centralization of political and economic powers, weakened the regional agricultural base, because the centralized federal structure and prioritization of large scale agricultural projects could not sustain the viability of agriculture as a source of revenue. For example, the military regimes introduced agricultural policies that prioritized large-scale agriculture over small-holder agriculture even when the latter was predominant (Ikpe, 2014). This alienation of small holder farmers reduced agricultural output and eventually led to gradual decline of agriculture as a source of revenue for the federation. Again, the promulgation of Decrees like the 1976 Land Use Act Decree by the military further weakened the states and empowered the central government with regards to control of land and resources across the federation. This gradual decline in agricultural revenue occasioned by centralized political system led to the dependence on the only available and increasing source of revenue – oil. This dependence on oil revenue which is controlled by the federal government also entrenches dependent of the federating units (now the states) on the federal government. The implication of this is that, Nigeria has come to become perpetually dependent on oil while agricultural sector has continued to experience continuous decline despite the availability of vast arable land across the country. The states have also continued depend on the federal government because federal allocation now accounts for over 80% of states budgets without which the states cannot function.
Conclusion and Recommendations

This study contends that there is fundamental political and fiscal imbalance in Nigeria’s federal structure, horizontally in favour of the Northern region and vertically in favour of the federal government. Again, there is a mutually reinforcing or bi-directional relationship between Nigeria’s lopesided federalism and the rentier character of the state. By this we mean that the imbalance in the federal system, reinforces renterism while the renterism itself entrenches the federal imbalance since the central government is unwilling to let go the huge oil resources and inability of the states to discover other viable sources of revenue to reduce their dependence on the allocation from the federal government. 

Furthermore, the study found that there exist a significant positive relationship between oil revenue and the national gross domestic product. Oil revenue also has a positive relationship with capital expenditure. However, while there is a positive relationship between oil revenue and external reserve, result shows that a percentage change in oil  revenue translates only to 48% in external reserve meaning that the country’s propensity to save is not commendable.  The implication of this is that Nigeria’s economy is not diversified since most economic activities in Nigeria depend largely on oil revenue such that any increase in oil revenue increases economic activities while drop in oil revenue would be catastrophic and may lead to adverse conditions like recession.

 Based on our findings and conclusion, we recommend that: 
1). Nigeria’s federal structure should be restructured politically granting more powers to the states which stand as the federating units. The federating units should be allowed to mobilize their resources and pay taxes to the federal government. Such restructuring and resource control would stimulate diversification in the economy since the federating units would look inwards for internally generated revenue (IGR) thereby stimulating economic activities in various sectors of the economy. This would also engender forward and backward linkages between the oil sector and the productive sectors of the economy.
2. Federal government should utilize the services of Forensic Accountants to ensure that the frauds are prevented and uncovered in oil industry. This will make the oil revenue to available and probably used in ventures that would engender economic growth.
3. Anti corruption agencies like Economic and Financial Crimes Commission (EFCC) Independent Corrupt Practices and Other Related Offences Commission (ICPC) and Code of Conduct Bureau should strengthened and focus more on oil sector to sanitize the industry of fraud and corrupt practices.
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Most sensitive functions reserved in the Exclusive legislative list





Collection of most revenue like VAT are centralized; FG gets 52.68% of revenue shared while states get 26.72%





The North has more states, Local Governments and representation at center than other regions





Considerations like Population in sharing of revenue gives the North undue advantage over other regions
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Figure 1: Multidimensional Imbalance in Nigeria’s Federal Structure








