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Introduction 
 
There is an increasing consensus among Economists and Political Analysts that the spate 
of conflicts in Africa has contributed significantly to the poor economic performance and 
backwardness of the continent. In other words, beyond the problem of poor and 
inappropriate economic policies, Africa lag behind other continents because of 
institutional failures that do not permit the easy resolution of grievances through a 
constitutional process. Africa today remains a high-risk environment for investment and 
for meaningful development process to take place. Empirical tests have lent credence to 
the fact that institutions and the environment in which they operate affect growth 
 
Paul Collier of the World Bank identifies some of the causes of conflicts in the continent. 
According to him, the motivation for instigating rebellion is commonly a blend of an 
altruistic desire to rectify the grievances of a group, and a selfish desire to loot the 
resources of the others, both balanced against the costs of rebellion (Collier 1999). 
These grievances may be due to social composition, political repression and poor 
economic outcomes. However, given that domestic agency of restraint are typically weak 
in Africa, scarce resources are dissipated on wars and rebellion. Lack of transparency, 
and poor democratic institutions and culture have exacerbated these problems. 
 
There are various channels through which conflicts affect the pace and dimensions of 
economic growth. First, conflicts reduce the attractiveness of a country as a harbour to 
attract and retain investments – local and foreign. Second, and related to the first, it 
affects the composition of investment in favour of short term, movable assets rather than 
long term, fixed investments that are necessary for growth. Third, resources that should 
be channeled to directly productive sectors are often diverted and wasted on resolution 
and prosecution of conflicts. Youths that should be in school or contribute to human 
capital of the country spend their time on prosecuting rebellion. In addition, the social 
cohesion needed for national building easily gives way to mutual suspicion and social 
tension, especially in a multiethnic society. Furthermore, and related to this is that 
movement of factors of production become restricted instead of easy mobility of factors 
to sectors and regions with the highest payoff. Mutual suspicion depletes social capital 
and prevents mutually beneficial trades from taking place. 
 
Petroleum, like other mineral resources has generated so much boom and yet so much 
conflict. Petroleum has been the cause and the determinant of the course of several 
international and local events. Nore and Turner (1981) categorize the conflict from oil at 
the international, national and local levels into five. The first three are the struggle 
between oil workers and oil companies, between exploited masses and the ruling class in 
the producing countries, and between governments and the oil companies. The fourth is 
the conflict amongst various groups within the privileged class for the control of the state 
power and hence of the petroleum resources and fifth, that amongst multinational 
corporations for the control and access to Third World oil resources. 
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Ikporukpo (1996) identifies yet another category of conflict that is perhaps peculiar to an 
oil rich federal country with multiethnic composition. This is the struggle for economic 
power, derivable from the control of petroleum resources, between the producing regions 
on the one hand and the state (especially the center) and the non-producing areas on the 
other hand. Perhaps, yet another form of conflict is the intra state conflict in oil producing 
states, between the oil producing part of the state and non-producing parts. 
 
The growth performance of the country also correlates very strongly with the spate of 
crisis in the Niger Delta, though we must admit the possibility of interactive variables.  
The very low performance of economic growth in post 1990 could not be divorced from 
the struggles in the Niger Delta area. GDP grew by an average of 2.95% between 1991 
and 2000 compared to about 4.5% between 1970-80. Per capita income grew by only 
0.45% over the period 1991-2000. This poor growth performance is not unconnected to 
both external and internal developments in the oil sector. The internal development 
includes the spate of fire incidents and other sabotage on oil supply infrastructures that 
have brought about significant oil supply disruptions with consequent negative impact on 
the economy. Since 1990 the intensity of crises and conflicts in the Niger Delta has 
increased. Ojo (2002) provide a very broad review of the different facet of the conflicts. 
 
Towards resolving the institutional problems that generate conflict in Africa, attention is 
increasingly focusing on constitutional reforms (Aron 1997). Constitutional reform is 
distinct from the rather loose notion of ‘democracy’ that the mere fact of multi-party 
elections is sometimes considered to guarantee. Institutionalization of the rule of law 
gives more emphasis to the basic rights of individuals and improves the balance between 
state and society. Constitutional reforms accompany with other institutional reforms such 
as land reform and decentralization of political power would give the populace the power 
to make the state responsible. Constitutional reforms embody a range of economic 
benefits and promote economic growth. A constitution can act as a genuine oversight 
agency. It provides for transparency and some measure of certainty, two conditions that 
are essential for domestic and foreign private business sectors. 
 
Several forms of the crises and struggles identify above are present in the Nigerian 
federalism today. It is in the context of the organic link that has been established between 
rebellion and poor economic performance, that this paper examines the issue of resource 
ownership in Nigeria. Thus the debate for resource allocation and resource control in 
Nigeria lies at the very heart of the country’s economic growth.    
 
 
2.0 Oil and The State in Nigeria 
 
The energy sector, especially oil and gas has defined the political and economic 
landscape of Nigeria in the past three decades. The country is blessed with huge natural 
energy endowments. Currently, Nigeria is ranked sixth in world oil production, with 
about 3 percent of total world reserves. Proven oil reserves are estimated at about 30 
billion barrels. The current gas reserve is estimated at 196 trillion cubic feet. Given the 
current estimates of reserves to production ratio, present reserves would be exhausted 
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before the end of the present century. Hence, we are dealing with resources that are 
exhaustible and for which their useful years are finite. 
 
Since 1970, the energy sector has contributed significantly to the development of the 
Nigerian economy. This dependence is manifested in terms of oil's contribution to exports, 
GDP, government revenue, foreign exchange earnings, among others.  The share of the 
energy sector in the GDP rose from 1.60 per cent in 1960 to about 11.0 percent in 2001.  It 
attained the highest share of 32 per cent in 1975.  In the two years, 1975 and 1980, the 
energy sector actually displaced agriculture to become the largest sector of the Nigerian 
economy, after services. Current statistics indicate that oil and gas sector accounts for 
about 11 percent of GDP, 95 percent of foreign exchange earnings and over 75 percent of 
government revenue. Table 1 shows the economic structure of Nigeria. 
 
Table 1: Selected Indicators of the Structure and Performance of the Nigerian 
Economy  

  1980 1985 1990 1995 1999 2000
 GDP at 1984 factor cost (N’b) 70.4 68.9 83.5 103.5 116.1 120.6
 Growth rate of aggregated GDP -0.3 9.4 8.2 2.2 2.8 3.8
 Grw rate of Agriculture 20.2 24.3 4.2 3.4 4.2 2.6
 Grw rate of Manufacturing 12.7 20.4 8.8 -5.5 1.5 0.7
 Grw rate of crude oil -12.1 8.3 5.5 2.5 -4.2 0.8
 Capacity utilization 70.1 37.1 40.3 29.1 36.0 34.5
 Inflation rate 9.9 5.5 7.4 72.8 6.6 6.9
 Federally collected revenue (N’b) 15.2 15 85.7 460.0 949.2 1906.2
 Oil revenue (N’b) 12.4 10.9 71.9 244.9 738.8 1591.7
 Non oil revenue (N’b) 2.8 4.1 13.4 215.0 210.4 314.5
 Fiscal balance % of GDP 4.1 2.3 8.5 0.5 -8.4 -2.9
 External Debt (US$) 3.5 15.7 33.2 32.6 28.1 28.5
 Exports of goods & services (N’b) 14.9 72.2 120.1 868.4 1293.3 1945.8
 Oil % of exports 90.9 91.9 88.8 92.8 91.5 98.7
 Non-oil % of GDP 9.1 8.1 11.2 7.2 8.5 1.3
 Imports of goods & services (N’b) 9.1 7.1 45.7 755.1 862.4 962
 Capita; goods % of Imports 33.5 35.2 40.5 21.5 23.0 21.1
 Raw Materials as % of GDP 26.8 35.3 32.8 45.3 36.8 39.8
 Exchange Rate – official (N/$) 0.5464 0.8938 8.0378 21.8861 96.12 101.7
 Exchange Rate – Parallel (N/$) 0.9001 3.79 9.6067 83.1072 99.16 111.1
Sources: (i) CBN Statistical Bulletin, 1999 

               (ii) CBN (2000) Annual Report and Statement of Accounts. 

 
The current oil exploration and commercial activities are concentrated in the Niger-Delta 
basic acreage and continental shelf.  Almost 65 percent of production is on-shore, 
although there are increasing activities offshore with the dominant players being Shell, 
Chevron, Elf and Agip. Nigeria as an oil producing country has peculiar environmental 
problems. The activities of the oil companies in the riverine areas have created serious 
environmental and ecological problem for people living in these areas and their sources 
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of living have been seriously eroded. Oil spills and the consequent pollution of land and 
water resources usually results in the destruction of crops, economic trees and fish with 
longer-term effect being lower productivity of soils and fishing rivers. According to 
Department of Petroleum Resources (DPR) sources, between 1970 and 1996, a total of 4835 
incidents of oil spillage occurred in the country. Out of the 2.4 million barrels of oil spilled, 
only 0.55 million barrels were recovered, leaving a net loss to the environment of 1.8 
million barrels. Available records for the period also indicate that approximately 6 percent, 
25 percent and 69 percent respectively of the oil spilled in the Niger-Delta area were in land, 
swamps and offshore ecological beds. Ikporukpo (1996) shows that significant proportion of 
the spillage is due to sabotage. 
 
The establishment of the NDDC was one of the main instruments to address the depth of 
the developmental and environmental problems in the Niger Delta Area. This area which 
presently spans a number of states in the South-South, South-East and South-West parts 
of the country is presently responsible for the production of crude-oil and natural gas in 
Nigeria. Subsistence farming and fishing are the mainstay of the people. Some 1,600 long 
settled communities inhabit the area, although in recent times, economic activities, 
mostly in the oil industry, have caused significant immigration of people to the area. The 
upland areas, particularly the urban centres are densely populated, while the swamps have 
scattered settlements taking advantage of higher ground.  
 
The peoples of the Niger Delta region have suffered gross social and economic 
infrastructure neglect, poverty, frustrations, ecological catastrophe and other forms of 
deprivations. The depth of poverty in the Niger Delta is attested to by the fact that 
available data shows that the region on the average fared less than the national average in 
major indicators of development. For instance, while approximately three quarters of 
Nigerian children attend primary school, and national adult illiteracy is estimated at 43 
percent, in parts of the Niger Delta, attendance at primary school is less than a third and 
adult illiteracy is presumably higher. Only 13 percent of households in Akwa Ibom State 
have electricity, the corresponding figures for Cross-Rivers and Rivers States are 25 and 
30 percent respectively. Similarly, 70 percent of the households in Cross Rivers depend 
on streams and pond water. The unfortunate fire incident at Jesse triggered off by the 
people who tapped pipelines is a reflection of the depth of depravity among the people.  
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3   Fiscal federalism in a setting of resource-endowment disparity: a framework 
 
Ikporukpo (1996) and Vincent (2001) provide a framework for analyzing fiscal 
federalism. Ikporukpo (1996) observes that in spite of the fact that federalism has 
continued to be an attractive jurisdictional arrangement, especially in multiethnic nation-
states, the emergence of single model federalism has remained elusive. Also there is 
multiplicity of models of fiscal federalism. Fiscal federalism in a setting depends on the 
type of federalism operated. In federations where natural resources are markedly 
unevenly distributed, vertical and horizontal fiscal relations are very controversial. There 
are arguments about the right of the federal and other tiers of government over the 
management and control of the resources. One viewpoint posits that federal-administered 
system ensures uniformed policies on resources to enhance efficient administration and 
control.  
 
The second issue relates to the right of other regional units and groups to the natural 
resources found in one or a few of the federating units. It is argued that spreading the 
benefits evenly over all the units could curb inefficiencies, which could be as a result of 
rent seeking migration to rich regions and misallocation of scarce resources. Also it 
enhances unity since the basis of federal system-balance and equity- is achieved at every 
region. 
 
Part of the case of the school that supports natural-resource-induced disparities is based 
on the same rent-seeking migration of the equalization school, albeit on a different plane. 
It is argued that rent-seeking migration is a normal economic phenomenon that ensures 
an efficient allocation of scarce resources. The financial benefit accruable to the resource-
rich areas are needed to provide additional infrastructural facilities in the booming 
regions. Furthermore, these areas should be compensated for the environmental 
deterioration that accompanies such development. 
  
In practice, the role of the federal government, vis-à-vis the other tiers of the established 
federations, varies from country to country. Amongst the older federation, it is perhaps in 
Canada that the units [provinces] exercise the greatest control over exploitation and the 
financial returns of natural resources. Compared with Canada, the US federal government 
has not only has more powers but has also been much more inclined to use them. In 
addition, in most of the older countries like US, Canada, Australia etc., the practice is that 
the federal government gives special grants to resource-poor units to reduce the fiscal 
imbalance between them and the resource-rich areas. 
 
However, whatever the model adopted, the fundamental issue of equity, fair play, justice 
and efficiency are critical. As figure 1 shows wrong approach to dealing with the issues 
of vertical and horizontal allocation in a federal system has significant negative 
consequences on the economy.          
 
Fig. 1. Effect of Fiscal Dependence on Federalism 
 
 Chain effects of 

treacherous 
manipulation of 
federalism 

Normal 
federalism, 
reinforcing 
development 
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Spatial Variation in 
Resource Distribution grant 
a Basis for Federalism 

Spatial difference in 
economic activities with 
each region uniquely 
different 

Different sources of revenue 
across regions and states 

Balance between functions 
and revenue available to states 

Low social tension, reduced political 
crisis, growth in national integration, 
and improved social norms and values 

Strengthening and reinforcement 
of federal structure and 
development 

Weakening of federal bond and 
strong threats of disintegration with 
depression 

Discontentment among the regions, high 
political and social tension, undue quest 
for power at the center, breakdown in 
social values 

Imbalance in regional/state development 
relative to the resources generated in the 
areas 

Excessive dependence on federal government 
for revenue and use of revenue allocation as 
instrument of authority to weaken the States 

Extensive use of the federal government to 
force all units to depend on one source of 
revenue and even cause monolithic 
occupation 

Source: Akpan (1999: 78) 
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4.0 Resource Allocation in Nigeria: Issues, Perspectives and Practice 
  
The issue of efficient resource allocation has been an unending feature of the Nigerian 
federalism. Arising from the submissions from various interests groups in the country to 
the Okigbo Presidential Commission on Revenue Allocation, Ikoprukpo (1996) identified 
four schools of thought on the issue of access, viz.: 
 
[1] the producing areas should have an exclusive right to petroleum resources;  
[2] the federal government should have an exclusive right; 
[3] the producing areas should have more than the federal government and other non-
producing areas; and  
[4] the federal government should have more right than the producing areas. 
 
These positions can be divided into two extremes, viz: complete resource control by the 
resource owners or complete Federal control. The advocates of the first viewpoint based 
their argument on the past and continued exploitation of the oil producing areas. They 
argued that the core producing area, the Niger Delta, has also been the least developed 
part of the country. This school also contends that prior to the discovery of oil, the natural 
resources of the country were exploited for the producing areas; therefore they could not 
find any reason why this must change with the emergence of petroleum. Proponents of 
this school therefore concludes that the existing arrangements under which the producing 
areas have no control over and very little access to the resource, is unfair and unjust and 
tantamount to the exploitation of the minority by the majority ethnic groups using the 
coercive powers of the state.  
 
On the other side of the spectrum are those who contend that the oil resource should be 
centrally administered and uniformly allocated to every units of the federation by the 
federal government. Their main contention is that oil is a gift of nature that the oil 
producing areas did not influence. They also argue that the infrastructural facilities 
provided to the producing areas by the oil company are enough compensation. They also 
conclude that in order to foster unity and stability through uniform development, all parts 
of the country should have equal access to the resources.        

 
Perhaps, more as a reaction to the struggles and strife in the Niger Delta area rather than a 
willful process, past governments at the centre have made efforts to address the 
environmental and developmental problems of the Niger Delta. The Shagari 
Administration approved the allocation of 1.5% of the Federation Account to the 
Development of the Niger Delta. The Babangida Government set up the Oil Mineral 
Producing Area Development Commission (OMPADEC) in 1993 in response to the 
restiveness of the people of the region. The Abacha government set up the Petroleum 
Trust Fund (PTF) to also partly address the developmental needs of the area. Before the 
military left in 1999, they bequeathed a Constitution to the incoming Civilian 
Government that allocates 13% of federation account to the oil producing states. In 
addition, to the implementation of the 13% derivative formula, the Obasanjo regime has 
also established the NDDC to be funded by the Federal Government, the oil producing 
states and the oil companies to finance development projects in the Niger Delta.  
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The contention surrounding resource allocation in Nigeria is at two levels. The first is 
the vertical fiscal imbalance and second is the horizontal fiscal imbalance. The 
vertical imbalance relate to the unfair allocation of federally collected revenue 
between the Federal Government and other constituent units. Until the recent ruling 
of the Supreme Court, the Federal Government made various deductions from the 
Federation Account before applying the sharing formula.  This increased the effective 
allocation to the Federal Government. For instance, between 1993-1997, 75.61% of 
total government revenue is concentrated at the center. States and local governments 
account for 17.69% and 6.70% respectively over the same period. A typical allocation 
of revenue from the federation account (not total government revenue) among the 
three tiers of government is as follow: 
Federal government ; 48.5% 
State governments; 24%  
Local government ; 20% 
Special funds 7.5% 
- Federal Capital Territory: 1% 
- Stabilization: 0.5% 
- Development of oil mineral producing areas: 3% 
- General ecology: 2% 

 
The horizontal fiscal allocation relate to how the share of the federation going to the state 
is shared across the various states. Table 2 below shows the evolving criteria for revenue 
allocation among states in Nigeria. Population and equality are the major criteria for 
resource allocation in Nigeria. Other criteria though of lesser importance are land size, 
internal revenue effort and social development. The dilemma facing policy maker though 
is how to balance the need to compensate resource owners against the need to reduce 
disparity in development.  

 
Since 1993 when OMPADEC was established, derivation has ceased to feature as a 
horizontal principle; and it has become vertical with the revenue accruing to it controlled 
by the federal government.  However as Egwaikhide and Aregbeyen (1999) argued this 
method and the process of arriving at it violates the twin principles of equity and fairness 
often stressed by fiscal federalists.  
 
Table 2: Criteria for Revenue Sharing amongst Nigeria’s States, 1960-2000 
Criterion Shares (%) 
 1954-59 1969-80 1981-89 1990-date 
Population - 50 40 30 
Need - - - - 
Balanced development/ 
equality 

- 50 40 40 

Derivation or contribution 100 - - - 
Land area - - - 10 
Social Development - - 15 10 
Internal revenue - - 5 10 
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a/ referred to minimum responsibility of government during 1981-89 
Source: Ikporukpo (1996) 
 
Table 3 shows the ranking of states based on revenue sources. As the table shows, 
statutory allocation continues to dominate states revenue. For the nine oil-producing 
states, the degree of fiscal dependency (FD) varies from 57.6% in Abia to 94.9% for 
Bayelsa. Three other states have FD higher than 80%, Edo (86.6%), Rivers (82.6%), 
and Akwa Ibom (94.1%).  
 
Table 3:  Ranking of States Based on Revenue Sources and Fiscal Dependency 
States Statutory 

allocation 
V.A.T Interna

l 
Grants 
& 
others 

Stabilizatio
n Fund 

Overal
l 
rankin
g 

FD 
ratio 
(%) 

 1995 2001       
Abia* 29 17 8 6 8 8 11 57.9 
Adamaw
a 

28 21 30 29 16 7 26 75.4 

A.Ibom* 6 2 16 25 31 - 4 94.1 
Anambra 31 20 11 26 32 - 33 83.1 
Bayelsa* 34 4 32 32 35 - 6 94.9 
Bauchi 5 16 12 20 24 16 24 78.2 
Benue 15 13 35 10 28 11 22 80.2 
Borno 8 11 17 23 11 12 12 69.8 
C-
Rivers* 

25 30 23 22 14 2 14 61.3 

Delta* 11 1 4 2 1 3 1 65.3 
Ebonyi 36 33 29 37 12 - 27 69.0 
Edo* 21 22 13 34 36 - 35 86.6 
Ekiti 33 37 27 35 37 - 37 85.7 
Enugu 18 29 33 7 23 - 25 69.0 
Gombe 35 35 25 28 13 14 29 64.8 
Imo* 19 10 20 13 4 - 9 60.4 
Jigawa 13 18 22 15 26 15 30 80.8 
Kaduna 3 9 6 9 15 13 10 66.2 
Kano 2 7 2 3 19 1 5 50.6 
Katsina 9 14 9 14 22 - 18 77.1 
Kebbi 16 26 36 36 25 - 36 90.0 
Kogi 23 19 21 27 33 - 34 84.7 
Kwara 26 34 24 11 9 - 17 59.4 
Lagos 1 8 1 1 20 - 2 39.3 
Nassaraw
a 

32 36 26 18 5 6 23 57.8 

Niger 10 15 14 30 34 - 28 85.5 
Ogun 20 24 10 5 2 5 8 48.3 
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Ondo* 17 5 18 16 3 - 7 65.6 
Osun 27 32 5 8 18 4 21 62.6 
Oyo 22 12 7 12 29 - 16 77.6 
Plateau 7 28 19 24 6 - 15 62.9 
Rivers* 4 3 3 4 27 - 3 82.6 
Sokoto 12 25 15 21 21 - 31 76.3 
Taraba 24 27 28 31 7 10 19 64.5 
Yobe 14 23 31 33 10 9 20 68.1 
Zamfara 37 31 34 17 17 - 32 74.2 
FCT 
Abuja 

30 6 37 19 30 - 13 90.6 

* Oil producing states 
FD = statutory allocation as a percentage of total revenue 
Source: calculated from CBN Annual Report and Statement of Accounts. 
 
 
However, it is important to mention that the 13% allocation from federation account 
to the oil producing states have changed the relative ranking of these states in relation 
to non oil producing states. The states now have the following ranks; Delta (1), Rivers 
(3), Akwa Ibom (4), Bayelsa (6), Ondo (7), Imo (9) Abia (11), Cross Rivers (14) and 
Edo (35).   
 
In respect of statutory allocation, the table shows the position prior to 2001 and now. 
There has been significant jump in ranking of allocation Ondo climbed from 29 to 5, 
Delta from 11 to 1, Bayelsa from 34 to  4,  and Abia from 29 to 11, and Imo from 19 
to 10. 
 
Another column of interest to us is the grants and others (inclusive of ecological 
allocation). Except for Delta (1), Ondo (3), Imo (4) and Abia (8) states, no other oil 
producing states lie between 1 and 10, other Niger Delta states occupy very poor 
position. 
 
The relative improvement represents an enhancement in capacity of the Niger Delta 
states to fulfill their commitments to their people.  
 
 

3.2 Intra State Allocation of Resources 
 
Issues of resource allocation has always centres around the oil producing states versus 
non oil producing states divide, it is also important to reflect the power struggles over 
resource control within the oil producing states. To what extent are the struggles for 
fairness with the centre reflected within the oil producing states themselves? Table 4 
below, though not an appropriate indicator of inequality however indicates that in many 
of the Niger Delta states, state power resides in the non-oil producing parts of the state. 
Thus, wherever the oil producing areas are in the minority in the state, it is not impossible 
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that they may not be fairly treated in the allocation of resources in a manner 
commensurate with their resource contribution to the state’s finances. 
 
Table 4: Governors of Oil Producing States and their Areas of Birth  
Governor State Whether from oil producing 

area of the state 
Chief Adefarati Ondo No 
Chief Lucky Igbinedon Edo No 
Chief Lucky Ibori Delta Yes 
Chief (Dr) Peter Odili Rivers Yes 
Arc. (Obong) Victor Atta Akwa Ibom No 
Mr. Donald Duke Cross Rivers No 
Chief Diepreye 
Alamieyeseigha 

Bayelsa Yes 

Chief Orji Kalu Abia No 
Chief Achike Udenwa Imo No 
 
Some of these states like Ondo have also created bodies like the NDDC at the state level 
to cater for the needs of the oil producing parts of the state.  
 
 

4.0 Towards Effective Resource Ownership and Human Development: 
The case of Niger Delta. 

 
It is ironic that the region that produces the bulk of the nation’s wealth is also the poorest. 
There is therefore an urgent need to put in place the constitutional mechanism to 
empower the people of the Niger Delta. Economic empowerment flows from the 
realization of the need to ameliorate the negative consequences of the production of oil 
on the people of the Niger Delta, and enhance their capacity to embark on meaningful 
and sustainable development. The fact that oil is a wasteful resource with finite 
production horizon makes it important to prepare the people ahead for the inevitable 
transition from oil production to life after oil. 
 
The people of the Niger Delta felt and perhaps rightly so that they are being used. They 
feel like a piece of orange being squeezed to provide refreshment to others but whose fate 
is certain to be thrown away once its sweet juice is extracted. Until the battle for the 
NDDC was fought and won, only 3 per cent of the revenue derived from this area is 
allocated directly and exclusively for their development. A fair treatment would prevent 
the resort to violence and rebellion in order to attract the attention of the government. 
  
The empowerment of the Niger Delta communities is important for various reasons. It is 
a win-win situation. 
 

(1) It would lead to security of lives of the people, property and the huge investments 
in the Niger-Delta and restore peace to the area. 
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(2) It would allow the people to live a normal productive life after they have been 
forced to shift from their primary means of livelihood 

 
(3) It would be a just compensation for people who have suffered much in providing 

a revenue base for the whole of the country. 
 

(4) It would give the people a sense of belonging, and appreciation for their 
contributions to national development 

 
(5) As we have also indicated in the introductory section, peace is essential for 

overall economic growth. 
 
A combination of favourable resource allocation formula in which derivative is a key 
component and an appropriate expenditure targeting by the Central government would be 
required to enhance sustainable development in the Niger Delta area. 
 
 
In our view there are three ways of addressing the resource ownership issue in Nigeria. 
 
A).  A Review of the Revenue allocation Formula 

 
The present revenue allocation formula must be revised to give deserving attention to oil 
producing states. Two alternative approaches are possible here. The first is to adopt the 
proposal by Ola Vincent at a recent Public Lecture organized by the Nigerian Economic 
Society. In his paper, he calls for the establishment of Revenue Allocation Receiving 
Account for the Federal Government and each state government. At the federal level, two 
Distributable Pool Accounts will be established in which certain portions of designated 
revenues shall be paid for distribution to the beneficiaries. The accounts are (i) The State 
Governments Distributable Pool Account and (ii) The Local Governments Distributable 
Pool Account. The proceeds in the State Distributable Account will be shared on the 
basis of equality of states within the federation. Ditto the proceeds in the Local 
Governments Distributable Pool Account will be shared among all the states on the basis 
of equality of states in the federation. Thereafter, each state will share the proceeds 
among the local governments in the states on the basis of equality. Table 6 shows the full 
detail of the Ola Vincent Proposal 

 
Table 5: New Revenue Allocation Formula Proposed for Nigeria 

 
Source of Revenue Allocation Formula 
1. Personal income tax (military and 
external affairs personnel) 

100% to Federal Government Direct 

2. Personal income tax: federal 
government to set the rates and state 
governments to legislate accordingly and 
collect the tax 

70% to State of Accrual 
10% to Federal Government 
10% to State Governments distributable 
Pool 
10% to Local Government Distributable 
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Pool 
3. Value added tax 60% to State of Accrual Direct 

15% to Federal Government Direct 
15% to State Governments distributable 
Pool 
10% to Local Government Distributable 
Pool 

4. Companies income tax and other 
general levies, excluding oil producing 
companies 

70% to Federal Government Direct 
20% to State Governments distributable 
Pool 
10% to Local Government Distributable 
Pool 

5. Taxes on lubricants, petrol diesel, 
kerosene, aviation fuel and other fuels 

60% to State of Accrual 
15% to Federal Government Direct 
15% to State Governments distributable 
Pool 
10% to Local Government Distributable 
Pool 

6. Import duties 10% to State of Accrual 
50% to Federal Government Direct 
25% to State Governments distributable 
Pool 
10% to Local Government Distributable 
Pool 

7. Excise duties and export duties 40% to State of Origin of Produce Direct 
30% to Federal Government Direct 
15% to State Governments distributable 
Pool 
5% to state of the Port where exportation 
takes place 
10% to Local Government Distributable 
Pool 

8. Mining royalties, rent, petroleum 
profits tax 

45% to State of Accrual Direct 
30% to Federal Government Direct 
15% to State Governments distributable 
Pool 
10% to Local Government Distributable 
Pool 

Source: Ola Vincent (2001) 
 

 
Our extension of Ola Vincent proposal would be the allocation of state revenues amongst 
the local governments in the state. Below is our specific proposal 

 
Table 6: New Revenue Allocation Formula Proposed for Each State. 
Source of revenue Allocation formula 
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1. State’s share of State Government 
Distributable Account 

70% to State Government 
30% to be shared equally among all 
the Local Governments in the state 

2. Internally Generated  Revenue 50% to State Government 
40% to Local Government of Origin 
10% to be shared equally among all 
local governments 

3. States share of Local Government 
Distributable Account 

Share equally among all the local 
governments in the state 

 
The second alternative in the review of revenue allocation mechanism is to allow the 
states of origin of revenue to control the revenue from the resource and pay 30% as tax to 
the Federation Account. Resource poor states would then be given special grants from the 
federation account to promote their development. This is a reversal of the present system 
where it is the oil producing regions that receive special allocation.  

  
 

B). Allocation of Shares to Oil Producing Communities in the Oil exploration 
companies 

 
The oil producing communities should be allocated a minimum number of shares that 
would enable them to have representation on the boards of the oil producing companies 
in their localities. This would enable them to influence the decisions of the oil companies 
in manner that would promote sustainable development practices. 

  
 
C). Expenditure Targeting by the key stakeholders – Federal, States and Oil 
Companies in the oil producing states/communities. 
 

(1) The Government should 
(i)  repeal all laws that are inimical to the development of the region, especially 

the unpopular decision of the Federal Government in respect of the onshore 
and offshore dichotomy. 

 
(ii) strengthen the regulatory authorities to ensure that all environmental and 

safety regulations are complied with. In particular, the oil companies must be 
made to comply with internationally acceptable environmental and safety 
standards.  

 
(iii) provide enabling environment to attract investments into the area through 

generous tax and investment incentives. 
 

(iv) play a facilitating role in building partnership among the various stakeholders 
in the region as a mean of fostering development in the region. 
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(v) direct all its relevant agencies including NEPA, NITEL, etc to target the Niger 
Delta for rapid development 

 
(vi) declare the region a special development area that must be favoured in federal 

appointments, training programmes and citing of special projects. 
 

(vii) Create the right environment with infrastructure and the provision of access 
roads. 

 
(viii) Promote massive reclamation of land in the existing towns and possibly 

creating new ones so that residential areas and industrial layouts can be 
created. 

 
(ix) Support credit facilities for entrepreneurs and business operators in the area. 

Special development financial institutions should be set up primarily to give 
cheap credit to them.  

 
 

(ii) The Oil Producing Companies must 
(i) adopt the safest and most environmentally friendly means of exploiting 

and producing oil and gas. 
 

(ii) should change their perception about the communities and see them not 
just as recipients of aid but participants in the management of the natural 
resources in the Niger Delta 

 
(iii) plough back a certain percentage of their earnings for development of the 

area. They should consider this as part of normal investment for peace and 
growth of their businesses. 

 
(iv) Equip the people through training and education support programme to 

prepare them for more responsible roles in the oil companies 
 

(v) establish projects that are economically and technologically sustainable 
and environmentally and socially friendly.  

 
(vi) In conjunction with the government, create the right environment with 

infrastructure and the provision of access roads. 
 

(vii) Support reclamation of land in the existing towns and possibly creating 
new ones so that residential areas and industrial layouts can be created. 

 
(viii) Fund credit scheme to finance entrepreneurs and small businesses 

operating in the area. Shell recently announced that it has attracted a 
US$30 million International Financial Corporation (IFC) Fund for Niger 
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Delta Entrepreneurial Scheme. The money is to provide structured funding 
to indigenous entrepreneurs in the Niger Delta. 

 
(ix)  The Oil Producing Communities 
 
Finally, the oil producing communities themselves have some responsibilities. 
These should include the following: 
 

(i) adopt a democratic approach in arriving at their needs and in presenting them 
to the government and the oil companies. More often than not, individual or 
group interests have replaced overall community interests sometimes leading 
to frictions. 

 
(ii) realize that peace is needed for any meaningful development to take place. 

They should cooperate with other stakeholders to attract tourists from within 
and outside the region. The area has potential to serve as tourists haven.  

 
(iii) protect oil installations and facilities in their areas 

 
(iv) The youths in these communities should be encouraged to acquire skills and 

education that would make them equal partner in the development of the area 
 

(v) Endeavor to purchase shares in the oil producing companies. 
 

 
 
Summary and Conclusion 
 
There is no doubt that resolving the resource allocation issue in Nigeria is critical to 
social economic development of the country. While some efforts have been made in 
the recent past through the 13% derivative formula and the establishment of NDDC to 
cater for the special interests of the oil producing communities, the fundamental issue 
of resource ownership remains to be resolved. 
  
In the mature federal systems of USA, Canada and Australia, there is considerable 
autonomy to the constituent units in the management and control of natural resources. 
However, in Nigeria, there is a weakening of the constituent part and centralization of 
resource control. The use of state power has given rise to suspicion across the various 
ethnic groups. The minority groups in Nigeria, especially those in the petroleum 
producing Niger Delta see the use of state power as being coercive and meant to 
safeguard the interests of the major ethnic groups. 
 
The urgent question at present is how to make the NDDC respond to the genuine 
development aspirations of the people. In the past, commissions have been seen 
simply as conduit pipes for enriching a few contractors, political supporters and 
sycophants rather than improving the welfare of the people (Akinseye-George, 2002). 
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The present efforts of the NDDC to involve the stakeholders in the region in the 
development process are in the right direction. Effective partnership across the 
various stakeholders would provide the right foundation for long-term development 
of the Niger Delta. It would provide a mechanism for facilitating regional harmony, 
cohesions, and stability. 
 
However, one of the dilemmas of development in the area is the channel of 
development. Should it be through the ambit of the state and local governments or 
through special commissions like NDDC. Whatever may be its limitations, the 
NDDC is a worthwhile experiment and should be encouraged to be accountable, 
transparent and representative of the people. It should not be used as a dumping 
ground for political jobbers. Finally, all areas of possible conflicts and overlaps 
between it and the oil producing states should be resolved.   
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