
page | 69 

Revenue Generation and Utilization in Nigerian Local 
Governments: Issues and Challenges

1 2
Ifeyinwa Arum & Olufunmi Solomon Likinyo

1&2Department of  Political Science,
Ekiti State University, Ado – Ekiti

Article DOI: 10.48028/iiprds/ijargpgm.v5.i1.05

A b s t r a c t

ocal Governments globally are recognized as crucial and indispensable 

Lunits of  government. Local governments in Nigeria are given multiple 

functions, some of  which are wide in scope like education, health, water 

supply and rural electrification. They need viable means of  generating funds in 

order to function well. Many Local governments in Nigeria lack good roads, 

have health care centers with dilapidated structures, schools without adequate 

infrastructures and lack electricity partly as a result of  paucity of  funds. This 

paper has set some objectives for itself. First, is to trace the origin of  revenue 

generation in the Local Government. Second, is to discuss the sources of  

revenue to the Local Government. Third, is to interrogate the challenges of  

generating revenue or funds in the local government. Fiscal Federalism and 

Public Choice theory were utilized as the theoretical framework. The secondary 

means of  data collection was utilized. The study concludes that for Local 

Government to perform their functions effectively and efficiently, they must be 

given enough tax base and financial autonomy
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Background to the Study

The need to create uniform development, boost citizen's participation and trigger government 

responsiveness drove the creation of  local government. Local Government is a unit of  

administration all over the world and a vital tier of  government because of  its proximity to the 

people (Agagu, 2004). The local governments are designed to deliver services which the 

federal and state government cannot easily administer due to their distance from the local 

communities.  Uhunmwuangho and Aibieyi (2013) rightly pin point that 70% of  the Nigerian 

population live in the local government areas and accordingly it has the responsibility to 

articulate their needs and map out the procedures and techniques to realize them. The 1976 

local government reform is noted as a watershed in the history of  local government creation in 

Nigeria because for the first time in the history of  the country, it was recognized in the 

constitution as the third tier of  the government and was also given specific responsibilities. 

Over the years, the responsibilities of  local governments have continued to grow without 

viable means of  generating income to effectively carry out these responsibilities. Some people 

blame the local government for being docile in terms of  aggressive revenue collection to add to 

the state and federal allocations. Others see their lack of  autonomy as their bane to the 

generation of  enough funds to achieve their goals. Others see corruption by government 

functionaries as the greatest bane to local governments development efforts. Uhunmwuangho 

and Aibieyi (2013) see corruption at the local government level as pervasive, entrenched and 

very worrisome and has gradually become a “normal” way of  doing things. Similarly, Edeh 

and Nwakamma (2017) reiterate that despite the position of  local government as the nearest 

government to the people and the resources that have accrued to them; they do not have much 

to show in terms of  provision of  services to their communities due to corruption by the 

political class. Kivoi (2012) maintains that corruption is prompted by the spirit of  private gain 

at the expense of  public interest. Nyanga and Theuri (2011) add that corruption frustrates 

government's ability to supply basic services such as healthcare, education and leads to 

depletion of  public resources.

Every organization or state needs adequate flow of  revenue to be able to perform its 

responsibilities to either the public or to customers. Many local governments in Nigeria have 

remained underdeveloped despite their status as the third tier of  government. This is depicted 

partly by lack of  deplorable roads, health centers, portable water, good schools and organized 

markets and motor parks. Ola and Tonwe (2005) rightly contend that lack of  finance had 

always been one of  the major problems that hinder local governments in the performance of  

their functions in the country. Local governments in Nigeria were given a constitutional 

backing to receive a statutory proportion of  funds in the federation account as well as the 

states, which are to contribute a proportion of  their internally generated revenue. The local 

government system in Nigeria has over the years been under the strain of  dearth of  funds and 

as a result has failed to provide the needed infrastructural development of  local government 

areas (Odoemene, 2020). The most important function of  the government is providing 

security and provision of  welfare services to the citizens. These functions cannot be fulfilled 

without money. Governments at all levels have been empowered by the constitution to 

generate revenue. As government generates more cash, more projects are inaugurated, extra 

money in circulation, the more likelihood for employment and economic growth and 
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improved quality of  life. Revenue generation and its sustainability are of  paramount 

importance as a result of  the fact that revenue represents the life wire of  every establishment. 

Morufu and Babatope (2017) rightly submit that the relevance of  revenue generation, 

utilization, and distribution towards maintaining both the operating and new socio – political 

and economic structure in any economy cannot be over stressed.

 Okolie et al (2024) rightly posit that the subsistence and continuous service delivery and 

implementation of  economic policies that encourage gross domestic product in the country 

are reliant on adequate availability of  revenue to the government. The constitution also 

specifically gave the local government power to generate funds through some sources. Sadly, 

local governments in Nigeria usually lack funds needed to carry out their functions. This paper 

has set some objectives for itself. First, is to trace the origin of  revenue generation in the Local 

Government. Second, is to discuss the sources of  revenue to the Local Government. Third, is 

to interrogate the challenges of  generating revenue or funds in the local government. Fiscal 

Federalism and Public Choice theory were utilized as the theoretical framework. The 

secondary means of  data collection was utilized.

Literature Review

Local government was created to accelerate development at the grassroots among other 

reasons. Similarly, Okolie et al (2004) observe that local government was introduced to induce 

economic and infrastructural development to the people at the grassroots.  Arguing in the 

same vein, Musa and Ajibade (2016) note that local government exists to provide services and 

positively alter rural lives. Bramal et al (2022) surmise that the success of  any local 

government to a large extent rely on its ability to exploit the human and material resources to 

achieve the set objectives. Akpan (2008) stresses that local government is a third tier of  

government that enjoys some rational measures of  autonomy, with elected representatives as 

officials especially in a democracy. Adesanya et al (2022) maintain that local government is 

designed to improve the process of  democratization, promote citizens' participation in 

decision making and allocate goods and services at the local areas. Local government also 

exists to lessen the obligation of  the state and federal governments which appears to be much 

in a country like Nigeria with huge geographical area and population.

Braimoh and Onuoha (2022) see revenue generation as the procedure and modes used by local 

governments to raise funds for service delivery.  Wono (2022) points out that lack of  funds has 

been discovered as the major factor militating against the effectiveness of  local government 

administration in Nigeria. Nigeria is a multi - cultural country; the creation of  local 

government therefore instigates the feeling of  belonging among the different groups who have 

government presence in their area. Odoemene (2020) reports that though some states are 

actually anxious to increase their internally generated revenue (IGR) base, there seemed to be 

a general lack of  ingenious ideas and political will to utilize available opportunities for revenue 

diversification. Arguing in the same vein, Ayogu et al (2019) contend that local government 

councils in Nigeria suffer from absence of  political will or the ability to raise enough funds to 

its statutorily allocated fund from the states and federal governments as demanded by fiscal 

federalism which she operates.



page | 72 

 Contributing to the reason local government is struggling financially, Jimoh (2003) notes that 

many legal sources of  revenue to the local government remain untapped, while processes for 

collecting, dispatching and accounting for the existing revenue sources often fall short of  

adequate standards and best practices. Indeed Nnamocha (2002) postulates that over 

dependence on statutory allocation from the federal government by the local government has 

led to the disregard or abandonment of  some internal sources of  revenue generation. This, 

according to him has led to many local governments remaining where they are without salient 

improvements. Kizito and Fadila (2015) have reiterated the fact that state/local government 

joint account has tended to become a means for dwindling, switching and misapplying the 

allocation to local government councils, and this has continued to extremely reduce the funds 

available to the local governments.

Okereke and Olewe (2023) point out that the local government finances must be vitalized both 

internally and externally so as to achieve the objective of  rural development and to ensure 

efficient and effective local government administration. Adedokun (2012) rightly posits that 

one of  the persistent problems of  local government is the depletion of  revenue accruing to 

them and lack of  efficient management of  resources as depicted by annual deficits and 

inadequate funds for meaningful growth and viable project development. Lawal (2014) 

lamented that despite the fact that the majority of  the food consumed and a good majority of  

electoral votes are derived from the rural areas, they are usually neglected and this is depicted 

through the infrastructural decay that is prominent in rural areas of  the country.

Theoretical Underpinning

This study utilized the Public Choice theory and the Fiscal Federalism theory. The proponents 

of  the Public Choice theory are James Buchanan and Gordon Tullock. The main thrust of  the 

theory is that government officials and politicians act essentially out of  self  - interest rather 

than collective or public good. The theory perceives political exercises as a forum for 

competition obsessed by individual inducement or motivation. The theory is connected to the 

study because some government officials are motivated by self  - interest not by public welfare. 

Local government officials or internal revenue collectors embezzle or poorly harness public 

funds because they rank personal gain over collective gain. They therefore engage in 

unscrupulous activities solely for their own benefit. These activities include non - transparent 

budget processes, diversion of  public funds, inflation of  contract sums etc. The Fiscal 

Federalism theory was originally promoted by Richard Musgrave and Wallace Oates. It 

provided a theoretical framework for comprehending how public funds are generated, 

apportioned and spent in multi – tiered government structures. The theory stresses the 

allocation of  revenue raising sources to different levels of  government. In linking this theory to 

the Nigerian situation, local governments are not given viable means of  revenue generation 

and this negatively affects development efforts. The theory also recognizes vertical fiscal 

imbalance where lower levels of  government have more spending responsibilities but lack the 

ability to generate sufficient revenue. This has frustrated development efforts at the grassroot   
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History of Revenue Generation in Nigeria

Pre – Colonial Era (Before 1900): Before the colonial rule, what subsisted were traditional 

governance structures such as emirates, kingdoms and chiefdoms. The native revenue 

ordinance was introduced by the colonial masters and it worked in the North and the South 

West because they were already having a centralized system of  administration. The key tax 

instrument includes zakat, jangali and ishakole. It however failed in the South East because of  

lack of  centralized administration. These entities generated revenue through tributes from 

conquered territories, taxes from subjects, market dues, levies and fines. Other sources include 

community – based – systems:  for community projects like footpaths and wells, establishing 

early tax – for – service principle. These revenues enhanced the smooth running of  the 

traditional administration.

Colonial Era: (1900 – 1960)

Colonial tax was introduced for the first time in 1906 (Dekker, 2020). It was however, 

formalized through the introduction of  the Native Revenue Ordinances in 1917. The 

ordinance permitted the native authorities or administrators to collect direct taxes on huts, 

farms, personal income tax, cattle tax, market tolls and livestock. The revenue collected was 

centrally controlled by the colonialists with very little reinvestment and this generated 

bitterness or condemnation by the natives. Minimal or little grants – in – aid was instituted 

which were usually inadequate for local needs. The Richards constitution of  1946 and 

Lyttleton constitution of  1954 acknowledged local government but gave them very little 

financial autonomy.

 

Post – Independence Era (1960 – 1976)

After independence in 1960, the three regions, which were the Northern, Western and the 

Eastern regions controlled the local taxes generated in their regions. This led to conflicting 

revenue policies, diverse structures and revenue strength. In 1963 the Midwestern region was 

created and the 1963 constitution assigned 10% of  federal revenue to the localities, though 

implementation was random or haphazard. Diversion of  internally generated revenue into 

private pockets was common because officials were not properly monitored. This affected 

efficiency and service delivery at the local government level.

1976  Government Reform

This reform is noted as a watershed in the history of  local government in Nigeria. Local 

Governments in Nigeria was for the first time recognized as the third – tier of  government. 

They were also made to enjoy some level of  financial autonomy as it introduced 10% federal 

allocations. It expanded their responsibilities to include primary education, health and 

provision of  some infrastructures. Their revenue sources included through statutory 

allocations from the federation account, value added tax (VAT) and internally generated 

revenue (IGR)

1999 Constitution and Democratic Era

The 1999 constitution provided for a State Joint Local Government Account (SJLGA) 

through which the state government receives money on behalf  of  the local government. The 
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state government also allocates 20% of  their internally generated revenue to the local 

government. The local governments in Nigeria have continued to depend so much on these 

allocations and this has limited their progress.

Sources of Funds to Local Government

The sources of  funds to local government can be through either external or Internal sources. 

External sources however, include federal allocation, state allocation from value added tax, 

state grants in aid, Federal grants in aid, borrowing from state government and financial 

institutions. While Internal sources include fines from customary courts, shop and kiosks 

rates, on and off  liquor fees, slaughter slab fees, marriage and death certificates, cattle tax and 

naming of  street registration fees. Other internal sources include merriment and road closure 

levy, signboard and advertisement permit fees, vehicle radio license fee, customary burial 

permit fees, motor park levies, wrong parking charges, radio and television license fees, 

Slaughter slab fees, and shops and kiosks rates (Adedokun, 2012).

      

Challenges of revenue generation and utilization in the Local Government

Overdependence on Statutory Allocation:  most local governments in Nigeria overly depend 

on federal allocations and are very docile to generate internal revenue and lack innovative new 

ways of  generating income and these have continued to negatively affect their ability to fulfill 

their objectives. Olusola (2011) reiterates that many local governments in Nigeria rely so 

much on the federal allocation which are sometimes erratic because the federal government 

rely heavily on the proceeds from oil which mostly fluctuates. She further argues that oil has 

been experiencing decline in the demand because the world is shifting away from petroleum as 

a source of  energy and are relying on solar and gas energy. This has affected the funds available 

for service delivery in the local government 

Corruption and Mismanagement: Many tax revenue collectors in the local government are 

very corrupt. They print their own receipts which they issue to people who pay their tax 

through them. They input the amount of  money they like which they will rewrite in their 

offices inputting the right amount. Some of  the money are not accounted for as they are 

diverted to their private pockets. Political office holders sometimes award contracts as political 

patronage to their friends, cronies or party members, which are usually not well executed. 

Lawal and Oluwatoyin (2011) rightly pin point that corruption and mismanagement of  

resources are major problems within local governments in Nigeria. Edeh and Nwakanma 

(2017) also document that some political office holders acquire power through illegitimate 

and undemocratic means but in order to make their government legitimate they distribute 

public funds to prominent people in order to garner their support, thus, encouraging wastage 

of  available limited funds. Egberi and Madubueze (2014) also document that corruption at the 

local government is pervading, unabashed, uncontrolled and persistent

Poor Revenue Collection Mechanism: The lack of  modern technology or appropriate 

auditing systems frustrates effective revenue tracking. Ocheni and Nwankwo (2012) rightly 

pin point that local governments sometimes lack the technical capacity to effectively harness 

allocated funds for capital projects
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Political Interference: the 1999 Nigerian constitution did not give autonomy to local 

governments. The state governments have great influence on their affairs. The state 

governments control their budgets, their federal and state financial allocations and their 

overall affairs and this has negatively affected their growth and development. The federal and 

state levels of  government tend to hold on to juicy functions and the services which yields high 

revenue returns. They include motor vehicle licensing; approval of  building plans etc. Asaju 

(2010) cited in Usang and Salim (2015) rightly argues that due to political interference, local 

governments are usually forced by the state governments to embark on projects that have no 

bearing on the needs of  local communities. This leads to misplace of  priority and waste of  

scarce resources 

Lack of Capacity and Manpower: Many local governments in Nigeria lack skilled personnel 

in budgeting, planning, and financial management, limiting effective use of  resources.  

Olorungbemi (2015) rightly stresses that there is a shortfall of  well trained and qualified 

experts who specializes in tax collection at the local government and this has affected 

development at the local government level 

Fear of the Community Members: local government officials most times are afraid of  

reviewing tax rates due to fear of  the community members or public push back, because of  

their closeness to the people. This encouraged a situation whereby the tax they charge is too 

low and cannot be used to execute meaningful projects

Lack of Cooperation from Community Members: there exists citizens skepticism and 

refusal to pay tax due to poor record of  performance of  local government in Nigeria. Local 

governments have performed poorly in-service delivery and this has encouraged mistrust by 

the people and their refusal to cooperate with the local government administrators. 

Oloruntoba (2021) rightly report that in an atmosphere of  public distrust, the government will 

find it difficult to generate enough funds through tax

Migration: rural – urban migration negatively affects revenue generation in the local 

government. Young people relocate to the urban areas to hunt for jobs and to enjoy social 

amenities which are usually not available in the rural local governments and this reduces the 

number of  people available to be taxed. Kanu and Ukonze (2018) allude to this assertion, they 

rightly argue that the exit of  young adults from the rural communities will lead to decline in 

agricultural output, reduction of  funds available for development, low income and standard 

of  living of  rural dwellers and total desertion of  the rural areas

Conclusion

This study traced the origin of  revenue generation in the Local Government. It also discussed 

the sources of  revenue to the Local Government. It highlighted the challenges of  generating 

revenue or funds in the local government. The study reiterates that it is not contestable that the 

local governments have enormous utility as a result of  its position as the closest government to 

the people. They are however not encouraged by the political class and the constitution did not 

grant them enough autonomy and this has hindered their progress. Corruption and lack of  
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autonomy are among their greatest impediment to the realization of  their objectives. For any 

meaningful development to occur at the local government, they must be given free hand to 

operate and the state government must recognize them as partners in progress. Their tax base 

must be increased so as to reduce their overdependence on the other macro levels of  

government.

Recommendations

In the light of  the foregoing evaluation, the following recommendations are hereby suggested:

i. Local government funds should be transferred directly to them instead of  through the 

State Local Government Joint Account to eliminate embezzlement of  their funds by 

the state government

ii. Corrupt local government officials should be jailed to serve as a deterrent to others 

who might want to toll the same line

iii. The local government should make conscious effort to build social infrastructures in 

the local government to reduce rural urban migration with its attendant consequences

iv. The capacities of  the local government revenue collectors should be developed. They 

should be trained to be in line with current trends on revenue collection 

v. Local government should embark on commercial ventures or viable businesses that 

can yield revenue that can be used to support federal and state allocations

vi. Local government should imbibe modern means of  tax collection so as to eradicate or 

minimize tax evasion by the citizens
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