1.0 INTRODUCTION


Government can be viewed as an institution with functions to perform    (Rivlin 1991; 6-8). The questions that immediately arises from this definition are: what are these functions and which institutional framework will best allow the government to perform them?.


Government functions can be defined theoretically and practically.

The later case requires information on the countries involved and such an exercise is of limited relevance to a theoretical paper of this type. At the theoretical level, the functions of government depend on the view of government adopted (Atkinson and Stiglitz 1980:6-10). One prominent view, which is the one adopted in this paper, is based on welfare economics (Layard and Walters 1978:3-51;Varian 1990:524-536) According to this view, government exist to correct the failures of the free market in the efficient allocation of resources, equitable distribution of income, and economic stability and growth. The government then has three major functions to perform- allocation, distribution and stabilization. These roles are performed with the presumption that they would improve or maximize social welfare.

The institutional framework, on the other hand, is essentially about the structure of government. The structure can be conceptualized in a two- dimensional sense, namely, the arrangements between and within levels of government. Such arrangements are defined to include not only the decision- making unit, but also the decision- making processes, practices and interrelationships.


Federalism is essentially about government structure in the multilevel sense, rather than within a particular level of government, in the performance of government functions. There are different forms of federalism. The prominent ones are fiscal, political and administrative. Fiscal federalism is essentially about the allocation of government spending and resources to the various tiers of government. (Oates 1972, Tanzi 1959; 297). In Contrast, political federalism deals with division of powers between tiers of government, where the tiers are each, within a sphere, coordinate and independent (Oates 1972: 16; Asobie 1998:15) it follows, therefore, that there would be constitutional or some other legal provisions to protect the autonomy of the different tiers of government.  

Administrative federalism, on the other hand, involves delegation of functions to lower level governments usually according to the guidelines or controls imposed by the higher-level government and, therefore, without autonomy which is characteristics of decentralization.

Of the different forms of federalism, the one of relevance in this paper is fiscal federalism


Most countries of the world both developed and developing economy have several tiers of government, for examples, in United States of America, this multiple unit system includes the federal government, fifty state governments, the District of Columbia and some 80,000 jurisdictions. Canada, Australia and West Germany are good examples in the developed countries while countries like Nigeria, Cuba among others are good examples in the developing countries.  However, the United Kingdom, Switzerland and Ghana to mention but a few are good examples of countries with two tiers of government.


Federalism is justified on political, economic and socio-cultural grounds.


Politically, federalism could arise as a dynamic application of Constitutional development in the process of nation building, emerging as a functional arrangement among states or more accurately among communities (Ramphal, 1979).  Viewed in this broad sense, federalism becomes a unifying power within a cluster of states and decentralizing power within the unified state, given the philosophy of unity in diversity in a spectrum beyond the extremes.  The extremes refer to, on the one hand, a cluster of states without any systematic arrangements for unified action and, on the other, the fully unified state in which sovereignty is indivisible.  But once decentralization is involved, fiscal federalism is derived (Agiobenebo, 1999).


The economic reason for the existences of multilevel government is premised on the existence of public goods and services with unique features such as non-excludability, non-rival consumption e.t.c amongst others, coupled with their differing geographical spread of benefits. Thus, the functions of government can be classified into the provisions of national, states (Regional) and local goods and services as the case may be. Some social goods have their benefits spread across the entire nation (e.g. National defence, macroeconomic stability, trunk “A” roads, medical research findings, etc) while others have limited geographical spread.


Moreover, some commodities have spillover effects such that a larger unit of authority is required to coordinate their supply.  Good examples are interstate and inter local government roads and bridges.  Thus, the existence of multilevel/multiunit government is premised on the existence of benefit regions of diverse geographical sizes.


Over the years, fiscal operations in developing countries have tended to undermine the autonomy of lower tiers of government and have adversely affected their performance.  For instance, in view of the erosion of fiscal autonomy at the state level, it has now become a herculean task for many states to pay their workers as and when due, and the much expected improvement in economic and physical development remain elusive.  Many states have abandoned their hope of financing their development projects to the various national commissions, which has assumed a central position in providing physical, social and institutional infrastructure as well as several other services in virtually all sectors of the developing economies.  The pertinent question to ask here is: why should state governments go through this indirect way to seek funds which they ought to legitimately and directly obtain from the federation account? The proliferation of special funds is diversionary, politically motivated and detracts from the capability of government to perform its responsibilities within the existing administrative structure. Through this revenue allocation procedure, the federal government in the developing economies has widened the scope of its activities by getting involved in the provision of virtually everything.  Despites this level of involvement, there seems to be a very low level of federal government presence even at the grassroots level.  Lower tiers of government consider such involvement as a usurpation of power and the people seem to have derived little direct benefit from it.


There is a general feeling that resources are being distributed inequitably within the federation and the impact of fiscal federalism is far from being fully satisfactory.

This paper focuses on the inequalities and imbalances in the distribution of the developing of fiscal system.  Following this introductory Section, the remaining part of the paper is structured as follows: Section 2 presents a theoretical perspective of fiscal federalism while Section 3 deals with the rationales for restructuring the countries fiscal system.  The strategies and policies for achieving effective fiscal federalism in order to reduce the poverty level in developing countries as effective discharge of government responsibilities at all tiers of government is the prerequisites to economic development are considered in Section 4. The paper is rounded off in section 5 with some concluding remarks.

2.0
THEORETICAL FRAMEWORK


In the traditional analysis of intergovernmental finances, emphasis is often placed on the fiscal functions of local and central governments in terms of their respective roles and responsibilities for stabilization, income distribution, expenditure provision, appropriate assignment of tax functions and the design of a transfer system that provides appropriate incentives (Bird and Wallich, 1993). Several arguments have been advanced in the literature in favour of high degree of centralization in the fiscal system of developing countries.

One of the strong theoretical arguments advanced in favour of fiscal decentralization is that, the preferences and the needs of citizens and taxpayers for public sector activities are better known to the local government officials than to those who represent the central government. The reason given is that contiguity provides more information while distance reduces the amount of information necessary to make good decisions. This argument is assumed to be strong enough to neutralize the advantages that economic of scale in the production of public goods and public services and in the generation of tax revenue may give rise to arrangement that keeps more power in the hands of central government. Of the various arguments, two are germane to the present study. According to one school of thought, centralization of public expenditure is accompanied by a rising per capital income. The reasons adduced for this phenomenon are fourfold. First, as economic development takes place with the attendant problems of urbanization, there is pressure on the government to provide better public goods and services, which can only be provided by greater centralization of government spending. Second, the process of development generates economic of scale in public activities that can be most adequately provided by the central government. Third, public service especially those associated with increasing urbanization such as transport and communication, are increasing in importance, and this demands a greater degree of centralization of expenditure so that the services can be adequately and satisfactorily provided. The fourth and last reason is that the broad-based taxation and superior tax power of the central government result in an increasing centralization of government functions (Peacock and Wiseman 1961).


Another school of thought agues that greater centralization of government activities is important in developing countries because of the scarcity of qualified personnel (Matins and Lewis 1956). From their empirical studies, they found that the local government had not been able to execute the limited functions assign to them due to lack of qualified personnel, hence, centralization of government expenditure is necessary because it is only in that situation that government activities can be efficiently executed with the limited qualified personnel. It has also been argued by some analyst that fiscal centralization would be of substantial benefit for countries recovering from the ravages of war (Prud’homme 1994; Tanzi 1995; Fox and Wallich 1997). According to them, a strong central government is desirable for the maintenance of microeconomic stability and the effective mobilization of the resources for national reconstruction. However, evidence from some transition economies have shown that a strong central government may be difficult to operate due to the fragile political context in which the restructuring of the intergovernmental fiscal system is being conducted. The main problem here is the “bottom-up” system of intergovernmental revenue flows which have been rampant under the formal socialists system of some of the transition economies (Bird et al 1995).


Other scholars have considered additional variables as part of the key determinant of the structure of a fiscal system in a federation. Wheare (1963) argues that a federal system with two or three tires of government may not be cost effective for a developing nation that needs funds badly for rapid economic development. According to him, a highly decentralized government may be too expensive for developing countries to run.  In his own study, Oates (1972) found that population size is a key determinant of decentralization.  He shows that countries with larger populations exhibit a greater degree of decentralization than countries with smaller populations.  Contrary to the argument of peacock and Wiseman (1961), Oates found an inverse relationship between the degree of fiscal centralization and per capita income, and one of the reasons for this is the high cost associated with decentralization.  On the basis of his finding, he suggests that developing countries should reduce the cost of collective decision-making by minimizing their levels of governments. 


There is no doubt that the arguments from the various schools of thought are important in deciding the degree of fiscal decentralization, but they should not be considered in a static sense.  As a nation grows in population, urbanization and income, efficient performance of government activities become exceedingly cumbersome.  And the situation may be exacerbated by a high degree of centralization.  In this circumstance, decentralization may be favoured but measures must be taken to reduce cost to the barest minimum.  Also, in a country where there is a high level of graduate unemployment, the argument of lack of qualified personnel to work at the local government level may be untenable.  The main problem appears to be how to provide basic  infrastructure to attract investors to the rural areas, on the one hand, and qualified personnel to seek gainful employment there, on the other.


There is yet another argument for fiscal centralization which relates to the political history of the nation.  In this connection, centralization may be pronounced due to the fear of disintegration, as is currently the case in many developing countries. Many of them especially in the African continent had experienced a bloody civil war at one time or the other and barely managed to emerge intact as a sovereign entity. The trauma of this bad experience had created a perception among the leaders that a highly centralized fiscal system and concentration of power at the federal level is necessary to prevent the country from internal threats of war and eventual disintegration.  It remains to be seen, however, whether this type of federalism has been able to engender good governance and equitable distribution of the nation’s wealth, which are required for national stability. Indeed, intergovernmental fiscal relations in most developing countries to date has followed the unified command structure of the military, rather than having true fiscal federalism in line with the political structure of the country, they have been experiencing fiscal unitarism.  The major problem with a federal government operating a unitary fiscal system is the inability of public finance to ensure equity and efficiency in the allocation of resources and thereby generate the desired level of stability in the country.  It is important to stress however, that fiscal unitarism of this nature is not restricted only to military regimes.  In other words, it is possible to have an anomalous situation in which a federal government operates a unitary fiscal system even in the absence of military autocracy (see Chelliah 1994).  There is, however, no known case of superior performance of fiscal unitarism over fiscal federalism in a country where the form of government is federal.  This is not surprising because the constitutional power structure and intergovernmental fiscal relations of a unitary state differ significantly from that of a government with a federal structure.  In other words, it is inherently problematic for a federal government to have a unitary fiscal system. 


Theoretically, the tax assignment problem can be resolved based on equity (consistency of revenue means with expenditure needs) and efficiency (minimizing resources cost considerations).  On the basis of the equity and efficiency criteria, Musgrave (1983) gives the following broad principles in tax assignment: (i) progressive redistributive taxes should be central, (ii) taxes suitable for economic stabilization should be central, (iii) tax bases distributed highly unequally between jurisdictions should be centralized, (iv) taxes on mobile factors of production are best administered at the center, (v) residence-based taxes or excises such as sales of consumption goods to consumers are best suited for states, (vi) taxes on completely immobile factors are best suited for local levels, and (vii) benefit taxes and user-charges may be used more appropriately at all levels. 


Nevertheless, in applying these principles, the factors that place each tier of government at a vantage position for imposition and collection of taxes need to be clearly specified and well understood by analysts and government officials at all levels.  In the absence of any clear-cut criteria or efficiency guidelines, it is customary for the federal government to interpret its enormous power over revenue sources as synonymous with automatic guarantee of efficiency.  Unless efficiency guidelines are properly articulated, excessive power can lead to poor revenue performance in equitable distribution and productivity. But more importantly, the guideline for equitable distribution of resources should be clearly spelt out and strictly enforced. The effectiveness of fiscal federalism will depend on the balance of fiscal responsibilities among the federating unit and extent to which the responsibilities are carried out for the benefit of the citizens. Where the fiscal system is characterized by imbalances in power structure and inequalities in the distribution of resource, it is necessary to have a restructuring that will strengthen the federation and ensure that economic and political objectives are accomplished.            

3.0

RATIONALES FOR RESTRUCTURING THE COUNTRY 




FISCAL SYSTEM.

Poverty and plenty is the world greatest challenge. Poor people leaves without fundamental freedoms of action and choice that the better-off take for granted (Sen, 1999) they often lack adequate food and shelter, education and health, deprivations that keeps them from living the kind of life that everyone values. They also face extreme vulnerability to ill health, economic dislocation, and natural disasters. And they are often exposed to ill treatment by institutions of the state and society and are powerless to influence key decision affecting their lives. These are all dimensions of poverty (world bank, 2001) 

       At present more than one billion people in the developing world continue to live in absolute poverty. The world Development Report 1990 estimated that as the number of people who are struggling to survive on less than U.S $370 a year or a dollar a day. Poverty is highly visible in most African countries. Overcrowded settlements in major urban areas without basic social services and remote and isolated rural areas are major concentrations of the poor.

        One route for investigating the cause of poverty is to examine the extent at which government at different levels meet up with their fiscal responsibilities in terms of provision of public goods and services given their relative fiscal strength /capacity.

      Homes (1995) argues that economic growth would be accelerated by devolution of power in favour of the lower tiers of government rather than concentrating fiscal power at the central. For fiscal federalism to work well, however, there must be adequate institutions that would coordinate the various socio-economic policies of the different levels of government. Therefore, the ultimate goal of fiscal shortages, thus, improving the welfare of the masses at the grass root by granting the respective States, Regions, provinces, local governments as the case may be a maximum financial autonomy.

        Inherently, the fiscal system of most developing countries is not devoid of the right principles, but in practice, it is flawed and counterproductive.

        Analysts believe that the fiscal system in developing counties has not contributed optimally to their social and economic development (Central Bank of Nigeria, 1997). In general, the performance of fiscal operations is at variance with the expectations of the people. A restructuring of the fiscal system is, therefore, imperative if the desired results are to be achieved.  Specific areas of dissatisfaction with the practice and performance of fiscal federation in most developing countries are many, but the most important include

(i) Centralization of control over the nation’s wealth.

(ii) Inequitable appropriation of centrally collected revenue.

(iii) Imbalance in federal finances.

3.1 Centralization of control over the nation’s wealth
As far as the generation and allocation of the federation’s revenue is concerned, the concentration of power at the federal level cannot augur well for effective fiscal federalism.  This form of fiscal centralization in developing countries evident in the extensive jurisdiction of the central government over the legislation, administration and collection of taxes.  Even in the few instances where states have the power to administer and collect taxes, the federal government still reserves the right to legislate in matters concerning such taxes.  In other words, whatever power is exercised at the state level is usually based on directives from the federal level.  Such directives are easier to convey and enforce under military regimes than civilian regimes. 


As shown in Table 1, the central government has absolute jurisdiction over the main sources of tax revenue, most developing countries in terms of the powers to impose, administer and collect taxes.

Table 1. Showing the commonest Tax system and power structure in most developing countries. (Nigeria as a case study)
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Sources Adapted from Phillips (1991).

The major taxes concerned are import duties, excise duties, mining rents and royalties, petroleum profit tax and companies income tax. There is no evidence of concurrent legislative powers between central and state levels of government, while the legislative powers of the states are limited to only six (or 32 percent). Out of these nineteen types, however, the central government has powers at the local level while at the state level, the powers of legislation, administration and collection of taxes exist in respect of low-yielding taxes and are limited to only four types, namely, football pools and other betting taxes, motor vehicle tax and drivers’ licence fees, entertainment tax as well as land registration and survey fees.  In situations where there is shared jurisdiction between central and state levels, there is no sharing of legislative powers.  In such situation, the central government retains the legislative powers, while responsibility for the administration and collection of the taxes (such as capital gains tax, personal income tax, licences fees on television, wireless radio, stamp duties, estate duties, gift tax and sales or purchase tax) is vested in the states.  The local government has responsibility to administer and collect only two types of taxes, namely, property tax and market and trading licences and fees. 


The control of legislative and administrative powers by the central government is not merely in terms of numerical coverage of taxes, but also in terms of revenue-yielding potentials of the taxes concerned.  Thus, by retaining enormous powers for revenue generation, the central government has laid a solid basis for receiving a large allocation out of the federation revenue.  Therefore, any modification in the pattern of revenue distribution in the developing countries to ensure balanced development across the tiers of government, should begin from power and responsibility restructuring within the fiscal system.

3.2 Inequitable appropriation of centrally collected revenue.          

Another pitfall of fiscal system is the inherent inequity in appropriation of the centrally collected revenue.  The inequity is seen in the shortfall of revenue that is expected to be transferred by the central government to the federation account for distribution by the three tiers of government. 


The commonest pattern of revenue appropriation in most cases is in favour of the central government.  The inadequacy of financial resources for the execution of development projects at the state, provinces, regions and local government levels in recent times stems from this shortfall and can therefore, be traced to the lack of caution by the central government in exercising its power and control over fiscal operations.  In most cases upfront deductions are usually made centrally prior to transfer of the balance to lower tiers of government.  The magnitude and persistence of the shortfall is a threat to the fiscal capacity of lower tiers of government and the sustainability of fiscal federalism in these developing countries. The situation is exacerbated by the relative powerlessness of the lower tiers of government to question the inequitable appropriation of the nation’s revenue through unconstitutional fiscal actions undertaken at the central level.    


More unfortunately however, is the interference of military in the governance of some of the countries. Thus, this lack of power is much more pronounced under military regime in which inter–tier relationship within the federation is autocratic. Not withstanding the dictatorial tendencies of military regimes, it is expected that the wielding of fiscal powers and authorities, including associated dictations should proceeds in accordance with the laws of the land. This fact is worth emphasizing so as to prevent the recurrence of abuse of such powers under civilian administration.

3.3 Imbalances in federal finance 

The major imbalances associated with federal finance in the developing countries over the years are budget deficits and non-compliance with budget provisions. The latter phenomenon is depicted as large deviations from target expenditures.  The reckless disregard for the budget as an instrument of fiscal policy accounted for the intensification of the chronic budget deficits the developing countries experienced over the years.  If it is not possible to achieve targets by a very high margin (say 95 percent), within the shortest planning horizon (one year), what then is the usefulness and lesson of budgeting in these countries over the years? 


According to expert opinions, budget deficits should not be simply interpreted as indicating a high level of corruption, more profligacy or fiscal indiscipline.  The deficits can be accommodated so long as (i) they do not exceed the often prescribed safe level of about 3percent of GDP; (ii) they are not chronic or financed by borrowing from the banking sector; and  (iii) they are spent on productive activities that promote growth in the economy (Philips, 1997) Budget deficits in the developing countries, however, have been found to have violated these basic principles (Abiola, 1997).


The fact remains that budget deficits in the developing countries fueled inflation, caused devastating distortions in the economy and have been generally counter productive.  Clearly, a restructuring of fiscal federalism is necessary in order to improve the performance of fiscal operations and promote balanced development in these countries. 

4.0
Strategies and Policies for Achieving Effective fiscal federalism.


The key issues to address in changing structure of the fiscal system to ensure compatibility with true federalism in the developing countries include the extent of independent decision-making by existing tiers of government, especially with regard to the provision of goods and services. What, for instance, is the nature of autonomy of the states and local governments in performing their statutory functions? Specifically, what is the degree of autonomy of the lower tiers of government in making decisions regarding the generation and distribution of revenue, and to what extent do they have legislative power and control over the generation and allocation of revenue for their various functions? Obviously, if there is a high degree of fiscal centralization, it implies that the fiscal jurisdiction of the lower tiers of government is highly restricted. In other words, the degree of decentralization is very low. Essentially, the outcome of the restructuring should reflect, inter alia, a reduction in the (i) share of federal power over tax revenue; (ii) share of federation revenue collected by the federal government; and (iii) share of the federal government in the total federation account. To achieve these, it is advisable to examine the following principles of fiscal federalism to serve as a basis for reform actions; 

a. the principle of optimal differentiation of authority assigns authority and responsibility to one jurisdiction or subdivides them into tasks and assigns them to different jurisdictions, e.g., power to collect tax. It also chooses between exclusive and concurrent responsibilities;      

b. the principle of optimal assignment of authority assigns authority and responsibility to that level of government that can provide service at the lowest cost. It assigns responsibilities based on spatial congruence; 

c. the principle of subsidiary assigns responsibilities to lower level governments even when they can be performed more efficiently at the higher level in view of the inherent positive welfare effects;

d. the principle of optimal representation of payers and beneficiaries, otherwise known as the “correspondence principles” (Oates 1972), avoids overrepresentation of payers in decision-making institutions which may lead to undersupply of public services and overrepresentation of beneficiaries, which may lead to oversupply, thus rendering the principle void. 

e. the principle of optimal assignment of taxes which maintains that the stronger the spatial concentration of tax bases and ownership,  the lower the level of government to which those taxes should be assigned and vice versa; 

f. the principle of fair burden sharing places emphasis on fiscal equivalence or benefit financing (each user pays according to the benefits derived). It also implies a system of interjurisdictional fiscal equalization (which necessitates transfer of funds from rich to poor governments): and 

g. the principle of optimal revenue structure which holds that tax legislation should be centralized but with participation possibilities for subnational governments and that there should be partial decentralization of tax legislation. It also indicated that tax sources should be assigned to specific levels but each of which should have full authority over legislation, entitlement and administration of its own taxes. The principle also states that these should be unrestricted tax competition (so that each level of government can draw on any tax source with full authority over legislation, entitlement and administration).


According to Biehl (1994), these principles cover the main issues of fiscal federalism or public finance union and they need to be considered when reforming the existing fiscal systems. In applying the principles to developing economies, it is important to consider the political, historical and socio-cultural perspectives of the country involved. It is also crucial to determine whether the society places more weight on efficiency or equity considerations in achieving effective fiscal federalism. However, decisions should be taken by all stakeholders on the appropriate principles, and appropriate strategies should be adopted to achieve the desired outcomes.  The strategies should include (i) stabilizing the structure of the federation; (ii) power and responsibility restructuring; (iii) determining a feasible revenue allocation formula; and (iv) capacity building.

4.1 Stabilizing the structure of the federation

The endless change in the structure of governance at the state and local levels has tended to worsen the performance of the fiscal system. 

The political climate of most developing countries is that the urge for “local independence” cannot but be satisfied, thus leading to proliferation of more states and local governments as applicable.  With this proliferation, allocation to individual states and local governments declined with the result that many of them were cash-trapped and unable to execute key development projects.  They were forced to become increasingly dependent on the federal government for special allocations and grants even to perform basic statutory functions, including payment of staff salaries. To redress this fiscal anomaly in which lower tiers of government behave as subordinate, rather than autonomous units with fiscal responsibilities within a federation, proper guidelines for state creation must be established and strict compliance enforced. The critical policy issues should include (i) specification of the desired number of states in the country; (ii) specification of the time to attain the desirable structure; and (iii) rationale, criteria and procedure for creating more states.  These issues should also be considered at the state level regarding the creation of local governments. Creation of states and local governments should not be an assignment that must necessarily be carried out by every administration.  To stabilize the structure of the federation, a time lag should be prescribed during which the proliferation of administrative units cannot be allowed.

4.2 Review of the revenue allocation formula
The revenue allocation formula should change in favour of the lower tiers of government. There has been considerable development in the skill of personnel at the state level to necessitate substantial devolution of power. Indeed, by the time the various national government are through with the stabilization and revenue and tax restructuring, the roles of the central government should have been greatly trimmed and this should be reflected in highly reduced share of its allocation from the federation account.  Besides, emphasis should be placed on derivation in the revenue allocation rather than on nebulous concepts like national interest and land mass and terrains as we have in some natural-resource-rich developing countries like Nigeria.

4.3 Restructuring of revenue jurisdiction and tax powers

This should begin with the redefinition of the roles of the various tiers of government. The government of each developing country should reconsider and come up with appropriate legislation (constitutional review) to determine the structure of jurisdiction among the three tiers of government to ensure fiscal autonomy at the lower tiers. There should also be legislative and administrative control at the state level over company income tax and purchase tax such as VAT.

4.4 Improve the fiscal capacity at lower levels of government

The balancing of fiscal powers among the various tiers of government would imply that each tier has adequate capacity to carry out the fiscal responsibilities assigned to it. Once there is decentralization of fiscal functions, the lower tiers of government should come to grip with the building of necessary capacity to position them solidly to face the challenges of revenue generation and appropriation. The national government has to divest itself of a number of fiscal responsibilities which the state and local governments should be prepared to carry out effectively.  This implies that these lower levels should upgrade the skills of their personnel and provide the enabling environment for the diversification of their revenue bases and effective management of additional revenue that is likely to accrue from their increased share of the federation account.

5. Concluding Remarks

Fiscal system in developing countries over the years, has been characterized by misplaced expenditure priorities, inequitable appropriation of the nation’s revenue and excessive fiscal centralization. The centralization argument which places emphasis on the inadequacy of skilled personnel at the lower tiers of government as a justification for fiscal concentration at the federal level is a weak argument. There is, therefore, no solid basis for the marginalization of the states in revenue jurisdiction and allocation. Moreover, the inter-tier distribution of revenue has been lopsided and the revenue allocation criteria often reflect sectional, rather than national interest. The other lower tier(s) of government have been treated like mere appendages with highly restricted revenue powers rather than a part of a truly federal system whose fiscal autonomy is guaranteed. Their marginalization, as evident in incessant curtailment of revenue powers,   heavy dependence on the federation account and limited fiscal jurisdiction in general, can and do affect the viability of many states and, thus, constitute a threat to the welfare level of the masses as lower tier of government can not carry out their fiscal responsibilities as at when due sequel to the fact that their fiscal strength is determined at the federal level. To correct the situation, there should be a redefinition of the statutory roles of each tier of government and a modification of the current fiscal jurisdictions, if the developing countries are to achieve fiscal sustainability, balanced development and equitable distribution of federal Resources. 

The federal power, as currently constituted in most developing countries, has precipitated a high level of distrust among the people. This is evident in the persistent pressure on the government for deregulation, privatization, liberalization and greater private sector participation in most of the developing countries. Most developing countries have embraced private-led economy but remain unyielding to the calls for power devolution in favour of the lower tier(s) of government, which is closer to the people. This derives from its misperception of the call for devolution of fiscal responsibilities as a design to weaken the centre. Many democratic government in the developing countries including the past military regimes, over the years, have misperceived devolution as a step towards disintegration and, by implication, a weakening of the central government. To them, centralization of power is the same as strengthening the unity of the nation. Thus, pushing for decentralization or devolution is to tear the ethnic composition of the nation apart and, thus, weaken the centre. Devolution of power should not be seen as a calculated attempt to weaken the centre, but rather as an approach to limit the direct involvement of the central government in the provision of goods and services across the countries. The strength of the centre can be measured by the effectiveness of central government in performing its limited functions. The centre will hold if it can provide the enabling environment for the federating units to fully realize their developmental potentials and maintain a high degree of fiscal comfort.                  
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